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ABSTRACT

Some authors have questioned whether the well-kn®@ppsala internationalization model would be
generalizable to services. We take one of the nodssumptions — that firms will follow a graduailicreasing
resource commitment path in each country — anderigeé whether it would hold up under specific segvi
characteristics or particular combinations of emwvinental variables and service characteristicsréView the
literature in search of more appropriate dimensfonghe classification of services that would allfor the test
of the Uppsala model’'s assumption. Based on purehceptual reasoning, supported by previous enapiric
studies, we propose some hypotheses about howedimmns would be expected to behave — in termtheif
choice of foreign entry mode - under certain cirstances and what the performance implications wbeld
expected to be. These hypotheses are contraryetoUgipsala model’'s predictions. This paper is solely
conceptual, so the key constructs (environment &edvice-specific variables) would still require
operationalization before the hypotheses can bérealfy tested.
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INTRODUCTION

The Uppsala model (Johanson & Vahlne, 1977, 1990he of most frequently cited models in the
internationalization literatureef. Andersen, 1993; Langhoff, 1997; Oviatt & McDougdl994). The
model states that firms will tend to internatioralffirst to psychically close countries and gralyual
move to more psychically distant markets. The madi states that, as a firm chooses a new foreign
country, it will start from a low resource-commitnmtemode and only move to higher commitment
modes as it gains experiential knowledge in theigor market.

The model has been tested mainly in manufactundgstries. However, considering the growing
importance of services in the world economy, fugstionable whether the model assumptions would
also apply to services.

Services are defined as “...deeds, performances,efforts that provide benefit to customers”
(Cloninger, 2000, p. 9). Such a definition is braatugh to cover all types of services, including
those embodied in a product offer. Nevertheless,facus here is on service industries, i.e., those
industries whose products are predominantly intalegMWe suggest here that the usual categorizations
— such as, services vs. goods, services industoesdaries, hard vs. soft services — may not be the
best way to approach the particularities of ses/aed their impact on the internationalization pafth
services firms. Othestrategic dimensions of services may help to shed more bgtthis issue.

By contrasting and integrating the conceptual amndpiecal literature, this paper advances
hypotheses that can help one to test whether thesale internationalization model can properly
explain the international expansion of differerpdy of services industries, discussing whether the
generic assumption of a gradually increasing coment path would hold under different
combinations of environmental circumstances andiceiconfigurations. Such a discussion provides
conceptual support for a contingency approacheartternationalisation of services. We contend that
the assumption of a gradual commitment path mightold for service industries, and that the effect
of some variables on the foreign entry mode chdseservice firms might depend on the level of
other variables.

Moreover, one ought to investigate not only howniractually behaveunder a given combination
of circumstances (contingencies) — i.e., a deseapierspective —, but also how th&lyould behave
in order to improve their results (in the sensee@bnomic return or financial performance) under a
given combination of circumstances (contingenciese., a normative perspective. In this paper we
have focused the discussion on one of the varialbes to characterize the internationalization
process of firms: the entry mode.

Paraphrasing Brouthers, Brouthers and Werner (19B8)research questions here revolve around
the following theme: can the Uppsala internatiazaion model be used to describe the most
commonly selected entry modes for service firmss¢dptive power) and can the Uppsala
internationalization model also predict the bestgrening entry modes (normative power)?

Recognizing that (i) theoretical models and emplricesearch have mostly been based on
manufacturing industries, (ii) differences betwesgrvices and goods may imply differences in
internationalization decision-making and proces@esdifferences across types of services may als
have implications for the specific internationaliaa path followed and the performance results
obtained, and (iv) that there may be complex imt#was among environmental and service-specific
variables, this paper addresses three main obgsctiv

. Identify relevant services dimensions and charesties that can help account for differences
between the internationalization paths for goodd aervices in addition to differences across
service categories;
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. Advance hypotheses to assess the descriptive ppiwlee Uppsala internationalization model, as far
as the assumption of a gradually increasing comemtrpath is concerned,

. Advance hypotheses to assess the normative povibe dfppsala internationalization model as far
as its (albeit implicit) implications associatedtiwthe impact of entry mode on performance are
concerned.

In this paper our intention is to advance hypotbigsapported by a conceptual discussion, although
we do not actually test them here. The key congruic the hypotheses (specifically, some
environmental and also some service-specific vea®meed to be operationalized before data can be
properly collected and the hypotheses empiricakyed.

The paper is organized as follows. Following thisaduction, we briefly present the assumptions of
the Uppsala internationalization model and addilesgoreign entry mode decision. We then discuss
differences between goods and services and lirk ttoedifferences in internationalization patterns.
We move on to present typologies of services thghlight some dimensions that might explain
differences in internationalization paths acrogses$yof services and then review previous empirical
studies on the internationalization of servicesthie next section we advance testable hypotheaés th
challenge the assumption of a gradually increasiegpurce-commitment path of the Uppsala
internationalization model — as illustrated by agrtservice-specific variables and environmental
circumstances — and also propose performance iatipis thereof. Some final remarks and
suggestions for future research close the paper.

THE UPPSALA INTERNATIONALIZATION MODEL AND FOREIGN ENTRY MODE DECISION

Assumptions of the Uppsala Model

The Uppsala Internationalization Model (Johansoivahine, 1977, 1990) was initially developed
based on case studies of Swedish manufacturerar@oh & Wiedersheim-Paul, 1975) adopting a
behavioral perspective (Andersen & Buvik, 2002;rBfian & Forsgren, 2000) inspired by the work
of Penrose (1959), Cyert and March (1963), and #&hia1966). The model asserts that a firm's
market knowledge (or lack thereof) would be thevidg force of its internationalization path. Market
knowledge is seen as a function of psychic distdr@tereen home and host countries and the firm’s
accumulated experience in each given market. Traehwontends that (i) firms choose new countries
for expansion according to their psychic closertesthe host country, moving to more psychically
distant countries only as they gain experientiavdedge from past international operations; and (ii
resource commitments in each selected country aseren incremental steps as the firm gains
experience in each market.

Foreign Entry Mode Decision

The foreign entry mode choice includes two basmsiens (Erramilli, 1992). The first decision is
whether production should be conducted in the kositry or in the home country. So this is a
decision about foreign (local) production versupating. The second decision relates to who should
control production. This comes to a decision betwkdl control, or sole ownership, modes (either
sole exporting or wholly-owned FDI) versus sharemhtml modes (e.g., exporting by agents,
licensing, franchising, joint ventures).

Hill, Hwang and Kim (1990) proposed three underyiwariables that would influence the entry
mode decision: level of control desired, amountesfource commitment and dissemination risk (i.e.,
risk that information may leak and be inadvertenised by a third party, usually a supposedly
trustable partner, with the consequent loss ofmegs). They considered three general entry modes:
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licensing, joint ventures and wholly-owned subsieés Depending on the level of each variable,
different entry modes could be more appropriatel #ade-offs would have to be accepted when
choosing one entry mode over another.

It can be reasonably assumed that managers witlsehone entry mode over another in expectation
of getting a higher risk-adjusted return on investin i.e., they will choose the highest risk-atgds
return on investment from the feasible set of entptions (Agarwal & Ramaswamy, 1992).
Therefore, higher control would supposedly be choget would expectedly raise returns (e.g.,
through better management of operations) or redsks (e.g., through more decision freedom and
responsiveness). Much by the same token, lower ¢omant would be sought in order to reduce
investment (the denominator of the ROI formula). fésthe intention to reduce dissemination risk,
firms may seek protective action, either by meahsanmtractual and monitoring agreements or,
alternatively, by the internalization of foreigriaities.

However, classical assumptions of perfect inforomgtisymmetry in risk aversion, and rational
decision-making — which would tend to lead to soopéimal and predictable outcome — may not
occur in real circumstances (Bazerman, 2001) amiside-makers tend tsuffer from bounded
rationality (March & Simon, 1958). Therefore, it yn@e interesting to investigate whether firms
actually behave as suggested by theoretical camagides and whether those which do actually tend to
outperform those which do not.

SERVICES Vis-A-viS GOODS INTERNATIONALIZATION PATTERNS

Relevance of Services in International Trade

Services represent a major part of the world GDdPaaTount for a significant share of international
trade (Axinn & Matthyssens, 2002; Dahringer, 19%4)rthermore, the internationalization of services
has been growing at a rapid pace (Dunning, 1988&lda Griffith, & White, 2003; Mathe & Perras,
1994). Whereas in the 1970s it represented aro&#eld the world’s FDI stock, by the early 2000s it
accounted for 60% of the stock and two-thirds of killows (United Nations Conference on Trade
and Development [UNCTAD], 2004). As for exports,2006 world exports of services amounted to
around 2.8 trillion US dollars (UNCTAD, 2007), aceting for approximately 19% of world exports
in that year (around 14.9 trillion US dollars, inding merchandise and services,UNCTAD, 2007)
and representing approximately 6% of world GDP athb48.5 trillion US dollars in 2006f. World
Bank, 2008). Yet, despite the importance of sesvioghe international economy, most research into
the internationalization of firms has focused onnafacturing industries (Axinn & Matthyssens,
2002; Erramilli, 1992; Javalgi & White, 2002).

Differences between Goods and Services and across Services

There are important differences that distinguishises from goods. Services tend toibingible,
heterogeneous, perishableand their production tends to lieseparable from their delivery and
consumption (Grénroos, 1990; Lovelock & Wright, 20@licolaud, 1989). These differences between
goods and services notwithstanding, some servieasimseveral aspects be similar to goods in that
their production and consumption may be separable heterogeneity and perishability concerns may
not be relevant. On the other hand, it would been&d consider that all non-separable services avoul
be very similar to one another; in fact, they méfedin relevant strategic dimensions so as to enak
universal approaches less justifiable. Therefore,egplanation of similarities and differences is
crucial for a better understanding of strategic eperational implications (Bouquet, Hebert, & Dslio
2004; Patterson & Cicic, 1995).
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Some researchers have suggested that internatthat approaches developed to explain
manufacturing firms’ foreign expansion might verelivapply to service industries (Boddewyn,
Halbrich, & Perry, 1986; Terpstra & Yu, 1988). Qthesearchers believe that the factors affectieg th
internationalization of goods cannot be directiperalizable to services (Ekeledo & Sivakumar, 1998;
Erramilli, 1990; Erramilli & Rao, 1993; Sanchez-Railo & Pla-Barber, 2006; Sharma & Johanson,
1987). Some have argued that research should dravetioer theoretical background besides
traditional empirical work on the internationalimat of manufacturing firms, providing evidence that
the complex nature of services may require theofis®vel perspectives (Bouquet, Hebert, & Delios,
2004; Sanchez-Peinado, Pla-Barber, & Hébert, 2007).

Johanson and Vahlne (1990) — two of the proponatise Uppsala model — argued that theoretical
approaches to internationalization would not bedly generalizable to services and suggested that
differences between manufacturing and service fiwosld call for a context-specific approach in
order to understand internationalization proces§egrvices.

A sequential stages model applied to the servickesd adapted from the Uppsala model was used
by Roberts (1999). The empirical results of thedgtunowever, did not provide support to the
proposition of sequential stages in the internatiaation of service firms. The conflicting
conclusions may be attributed to the fact thatvesie control variables and interaction effectsya#i
as certain service dimensions, were not considarprevious studies.

Typologies of Services

Similarities and differences between manufacturdmgl service firms as well as across service
industries may be subtle, so that more fine-graidiedensions and categorization guidelines are in
fact necessary to explain variation in the inteoveatlization processes followed by service firms an
the resulting firm performance.

Several classification schemes for the charactaizaof services have been proposed in the
literature, which seek to highlight relevant dimens that would distinguish among different
services. Typologies, or classification schemegpiwa the essence of the relevant characteristics,
simplifying the understanding and visualization afmplex combinations (Hambrick, 1983). The
categories of a typology allow the researcher ¢tushe the conjoint impact of distinct combinatiafs
variables, which interact in a complex manner, aadt of considering just the independent, direct
effects of each variable (Namiki, 1994). Furtherepaa classification scheme is crucial in order to
make it possible to arrive at conclusions and gdizations (Clark, Rajaratnam, & Smith, 1996).

In this discussion we make use of four service lygies extracted from the literature. They were
selected because their classificatory dimensioesd®emed relevant to the understanding of the
contingent approach to internationalization advedan this paper.

Patterson and Cicic (1995), building on Vandermeand Chadwick (1989), proposed a typology
based on two dimensions — degree of tangibility degree of face-to-face contact with the client in
service delivery — and two levels for each dimengitable 1).

Table 1: Vandermerwe and Chadwick’s (1989) ServiceBypology

Degree of face-to-face contact with client in serse delivery
Low High
S > Pure services . . . Location-bound customized
o= Location-free professional services .
05 projects
oD i
85 Services bundied Standardized service packages Value-added custdreézeices
8 with goods
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. Location-free professional services. In this tygeservice, professionals may stay in their own
countries most of the time, traveling to the cliemountry only to identify needs, sign a contract,
and present results. Thus, physical facilities moe needed in the country of destination. Since
contacts with the client are not very intense, ssmtvices tend to be more standardized. Examples
are executive recruitment, transportation, finaaueg insurance, IT and architectural projects.

. Location-bound customized projects. Such servieggiire closer and more frequent contact with
clients in order to better serve them or to adagtservice to their needs. They tend to be longean
services and demand the presence of a professiotia client's country. Technical consulting in
general (management, engineering, human resouvetopenent), legal assistance, or an advertising
agency fit into this category.

. Standardized service packages. These servicessaadlyuassociated with physical goods and are
more likely to be exported in a traditional way.afxples are software development, configuration
and maintenance of electronic equipment, and distaducation.

. Value-added customized services. These servicearttra high degree of interaction with the
client, thus adding considerable value to the baeffer. Examples are on-site technical training and
support and management of large facilities.

Lovelock and Yip (1996) proposed a similar taxonotmgsed on the nature of the process (tangible
or intangible) and on the degree of involvementhef client (physical presence or absence during the
rendering of the service) (see Table 2).

Table 2: Lovelock and Yip’s (1996) Services Typolog

Degree of involvement of the client

Low (physically absent) High (physically present)
[]
§ % Tangible Possession-processing services Peoplegsiog services
O -
a g Intangible Information-based services

. Possession-processing services. These servicdgerntamgible actions that increase the value of the
object. Some examples are freight transport, warghg, equipment installation and maintenance,
car repair, facilities security, veterinary sergiclaundry services and disposal of industrial east
The object must be physically involved, but theemiineed not be. Depending on the service, the
factory could be fixed or mobile. It will be fixedthen the service must be rendered in a specific
location a number of times, and mobile when teabgwlallows the service to be rendered at a
distance.

. People-processing services. These services ariblaagtions to clients who must be physically or
mentally present. Clients become part of the prodncprocess, which is simultaneous to the
consumption. Examples are passenger transportatiedjcal assistance, restaurants, hotels, and
museums. The client goes to the location wheres#nmeice is rendered (a plane, a hospital or a
restaurant, for example), or the service provideesgto the client (medical assistance). In either
case, the service provider needs to maintain paly&acilities near the location of interaction with
the client.

. Information-based services. These services invoiee collection, treatment, interpretation and
transmission of information, such as accountingikbey and insurance, training, legal assistance,
news production and broadcasting, and marketingares. The physical involvement of the client is
usually low and electronic channels can be useddétivering the service to any part of the world.
Physical presence can be limited to contact equipraed telecommunications infrastructure,
permitting remote access.
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Clark, Rajaratnam and Smith (1996) proposed aitilzestson scheme based @vho or what crosses
the border (Table 3).

Table 3: Clark, Rajaratnam, and Smith’s (1996) Serices Typology

Types of international services
Contact-based Vehicle-based Asset-baseq Objeetibas
Who or what People Electr_omagnenc Caplta_l, organizing Objects
crosses the border signals principles

. Contact-based services. In this type of servicepiee(either the provider or the consumer) move to
other countries. Examples are consulting and tousisrvices.

. Vehicle-based services. This type of service isleead by vehicles such as satellites, cables, and
antennas; electromagnetic signals cross the boEdemples are TV programs, telephone calls,
news broadcasts, and data transferred via thenktter

. Asset-based services. Physical assets are necassheyhost country for the service to be provided
Some examples are banks, hotels, hospitals otitraali retail chains.

. Object-based services. Objects impregnated witllices cross the border, such as DVDs with
movies, software recorded in electronic mediapairain transportation, and maintenance contracts
together with parts supplied.

Lovelock (1983) proposed several services typokgmme of which categorizes services according
to the degree of standardization vs. adaptatioerd hre two dimensions of customization: the degree
of flexibility allowed by the characteristics of rgee production and delivery; and the level of
interference of the service provider in the confadion of the service (Table 4).

Table 4: Lovelock’s (1983) Services Typology

Extent to which service characteristics are custormed
) Low High

52 To
ﬁ g % B 2 Low Standardized services with little Customized services with little influende
s S5 = I_% 2 influence by contact personnel by contact personnel
25T 2ED
z=ecEok . o . . o .
$L98= 43 High Standardized services with considerableCustomized services with considerable
) 3 g" g 3 influence by contact personnel influence by contact personnel

. Standardized services with little influence by @it personnel. Some services are very
standardized. For example, train transportationtingetables and fixed routes, and many restaurants
offer little flexibility of their menu.

. Customized services with little influence by comtpersonnel. Telephone services allow the client
to choose a series of items beyond the basics, asfoliow me, an alarm clock, or a detailed bill.
The same happens with banks or good hotels, wHfeh an extensive list of services clients can
choose from. Contact personnel, however, have litttedom to change service characteristics
beyond the pre-defined options.

. Standardized services with considerable influencedntact personnel. Some services allow each
provider to leave its particular mark, even thoeghry client receives a service very similar to wha
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other clients receive in each particular occasibisesvice rendering. For example, each teacher
chooses his/her own material and pedagogic methotigh differentiate him/her from other
teachers. Each of his/her students, however, resdéasically the same type of class.

. Customized services with considerable influencedmytact personnel. These imply a high degree of
customization and, at the same time, demand thaacbpersonnel have considerable discretion
over the service offered to each client. Clientsndbplay a passive role. Such services require tha
contact personnel achieve a high degree of traiamd capacity to understand and satisfy clients’
needs. Some examples are medical treatment, leghlax assistance, architectural design, and
hairdressing and make-up services.

V ARIABLES AFFECTING THE INTERNATIONALIZATION OF SERVICES

Erramilli (1990) examined variation in entry modeoe across service industries and concluded
that hard services firms (where production can be decoufleth consumption) tend to choose
similar entry modes as would product firms, mdft services firms (where production and
consumption occur simultaneously) tend to use mategrated (higher-control) entry modes.
Moreover, as the need for customization becomesgér, service firms would tend to resort to more
integrated entry modes. Ekeledo and Sivakumar (199&ported Erramilli’'s (1990) generic
argument, indicating that entry mode decisionsediffignificantly between hard and soft services, bu
that hard services showed similarities with goods.

Other researchers studied the extent to which tassic dimensions of services (intangibility,
simultaneity, heterogeneity, and perishability)eaféd the internationalization of services. Erramil
and Rao (1990) concluded that the separabilitycispfeservices moderated the relationship between
motives to internationalize (client-followings market-seeking) and entry mode selection. Bouquet
Hebert and Delios (2004) and Sanchez-Peinado am@&#tber (2006) also found empirical evidence
that separability had an influence on the choiceefy mode. Cloninger (2000) determined that
services that were less intangible, less perishabteless simultaneous had a higher probability to
internationalize, and that intangibility was a pogar of entry mode (more tangible services were
associated to a higher-control entry mode).

Erramilli (1991) investigated the impact of a seeviirm’s international experience on the type of
foreign country chosen and the mode of entry setedtle found that, in support of generally accepted
internationalization theory, as service firms beeomore experienced (both in length — number of
years — and scope — geographical spread), theytbeexband to more psychically distant countries.
However, contrary to what he expected, he founduvilmear U-shaped) relationship between
experience and the degree of control of the entmgerselected — i.e., less experienced service firms
tended to prefer higher-control modes, moving teelecontrol modes as they gained moderate
experience, and moving again to higher-control reoae they reached higher levels of experience.
Sanchez-Peinado and Pla-Barber (2006) found thairalbdistance did not significantly influence the
choice of entry mode by service firms. They foundyertheless, a negative relationship between
international experience and the choice of higloeiol entry modes, partially supporting Erramslli’
(1991) results and contradicting Uppsala’s prediti

The influence of external and internal factors ervige firms’ choice of entry mode was studied by
Erramilli (1992). He concluded that service firneaded to use more integrated (higher-control) entry
modes the larger the foreign market size and tleatgr the unavailability of host country suitable
partners and the firm’s corporate policy on keepingtrol of operations. On the other hand, service
firms tended to use less integrated (lower-conteolyy modes the greater the restriction on foreign
ownership, the firm's aversion to environmentakrithe desire to get rapidly established, and the
constraints on internal resources. Sanchez-Peiaaddla-Barber (2006) found that market potential
significantly impacted entry mode choice: firmsded to choose higher-control entry modes when
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entering markets with higher growth rates. Howetlgese authors did not find support for the impact
of country risk on entry mode.

As to the impact of external uncertainty, Erraméind D’Souza (1995) concluded that the
probability of service firms employing FDI modesnded to decrease as external uncertainty
increased, but only when capital intensity was higarthermore, the inhibiting impact of external
uncertainty on FDI mode choice was shown to bengep with smaller firms, especially when they
moved from a country characterized by low uncetyaio another with high uncertainty. However,
contrary to expectations, they found that for laffiyens an increase in external uncertainty seetoed
increase the probability of choosing FDI (i.e.,lt@g-control) modes.

Earlier works have approached and operationalizedces from general and broad categories, for
example, hard (separables soft (non-separable), or from the perspectiveth@d four classic
dimensions related to the nature of services. Ollame used various service industries, and later
speculated on which characteristics of these ingissseemed to lie behind differences in the choice
of entry mode.

The complexity of services, however, has led soatbaxs to study the internationalization process
from the perspective of one single service indystims avoiding the issue of differences across
industries. For example, specific studies have baéene on the internationalization of business
services (O’Farrell, Wood, & Zheng, 1996; Robert899), engineering consulting (Baark, 1999;
Coviello & Martin, 1999), financial services (Ala\ﬂz-GiI, Cardone-Riportella, Lado-Cousté, &
Samartin-Séenz, 2003; Cardone-Riportella, Alvargzd@do-Couste, & Sasi, 2003; Katrishen &
Scordis, 1998), hospitality (Alexander & Lockwodi®96; Dunning & Kundu, 1995), professional
services (Skaates, Tikkanen, & Alajoutsijarvi, 2)@8d software (Ojala & Tyrvainen, 2007).

PROPOSITION OF TESTABLE HYPOTHESES

It is reasonable to assume that firms, all elsadeiqual, will prefer less risk to more risk. This
would justify the preference to expand to psyclyeelose countries and to commit resources in a
gradual manner. However, some services may extdifin characteristics that either make psychic
distance less relevant or preclude a graduallyeesing resource commitment path, thereby violating
two basic assumptions of the Uppsala Internatisagbn model.

For example, location-bound customized projectsntami-based services, people-processing
services and customized services with considernafileence by contact personnel, tend to skip low
involvement entry modes because: (i) they requieephysical presence of the service provider, thus
ruling out exporting; (ii) they need to be offeredi an integral basis from the outset due to
simultaneity of production, delivery and consumptidiii) they are difficult to standardize, which
makes licensing less possible; and (iv) they mayadel more control and involvement (and therefore
a higher resource commitment) owing to the need doality and image control as well as
responsiveness and failure recovering.

Furthermore, service firms may be more prorns;a-vis manufacturing firms, to choosing higher
commitment modes not only because some servicesreeg smaller amount of financial resources
(e.g., an officevis-a-vis a factory), but also because they may entail hkss since resources
committed tend to be more flexible and more eas#ysferable to other locations and alternative
applications (e.g., personal and managerial skiisa-visfactory or other physical facilities).

As for the relevance of psychic distance, someisesvmay not be affected in the same way as
others. Some (though not aldss tangible servicesnay be more prone to a client-following pattern
(e.g., consulting, advisory or auditing services)someobject-based(e.g., fast-food) as well as in
some people-processing servicege.g., hotels chains) clients may value standatidia across
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countries;standardized serviceswith little influence by contact personnelare more immune to
cultural differences since they are less dependeigersonal interaction. All these examples make it
clear that psychic distance may not universally lamthogenously affect all types of services.

The picture just painted gets more complicatedugho since entry mode decisions can have
multiple consequences. For example, given thatdnigiontrol may help reduce some risks (e.g.,
dissemination riskef. Hill, Hwang, & Kim, 1990), but at the same timeynimply an increase in
other types of risk (due to the raising of exitrimas or the likelihood of local government rettiba),
it might be necessary to include in the analysitamhal interacting and contingency variables fbot
external as well as internal to the firm) instedtaping for a universal recommendation.

Much by the same line of reasoning, the literatwiéen seems to offer contradictory
recommendations, i.e., given the level of somerenwmental variable, a high (low) control entry
mode would be recommended, but the level of a miffeenvironmental (or firm- or service-specific
for that matter) variable might recommend a différentry mode. Therefore, certain trade-offs have t
be accepted (Anderson & Gatignon, 1986) in ordam&ximize the expected risk-adjusted return on
investment. The proper consideration of the intewsadbetween pairs of variables may help resolve
some of the apparent conflicts.

In fact, multiple interactions are expected to ocdwt they may be difficult to model and test.
Resorting to a bivariate approach may be a satsfacompromise between a totally reductionist
perspective versus a totally holistic perspectwenkatraman & Prescott, 1990).

Choice of the Explanatory Variables

It is worth noting that the proponents of the Upadaternationalization Model themselves stressed
that its predictive power value (in terms of thesagtion of the internationalization paths to be
followed by firms) might be limited. However, theyere thinking of some specific explanatory
variables that had been left out of the model, sasctthe decision style of the decision-maker hifnse
and, to a certain extent, the specific propertiesasious decision situations” (Johanson & Vahlne,
1977, pp. 32-33).

We fully agree with them and have, in fact, gonstep further by choosing a particular set of
explanatory variables — i.e., specific dimensiomd eharacteristics of services and their interpléi
specific environment circumstances — and discusBed some particular combinations of
environment and service configurations might affiénet internationalization path chosen and, as a
matter of fact, challenge the assumption of a gafiglincreasing commitment path.

Several explanatory variables have been suggedteshwre supposed to have an influence in the
internationalization processes of services. For mpta: environment-related factors (legal
requirements and restrictions, market potentialjtipal and economic risk, degree of external
uncertainty, psychic distance, existence of cappbtential licenseesjirm-related factors (a firm's
possession of financial and managerial resourcesa(ly related to firm size) or other complementary
resources, market knowledge, motivation to go nagonal, advantages of global coordination of
activities); andservice-specificfactors (capital intensity, degree of investmergviersibility, degree
of tangibility, degree of inseparability, degree pérsonal interaction, extent of customization
requirements, need for quality assurance or imagetra, need for local assistance and
responsiveness, transportation costs, extent oivlealye transferability, stage of the technologg lif
cycle, level of information asymmetry between webéllicensor and potential licensees, contractual
risks, dissemination risks) (Anderson & Gatigno888; Cicic, Patterson, & Shoham, 1999; Ekeledo
& Sivakumar, 1998; Erramilli, 1992; Nicolaud, 198Aanchez-Peinado, Pla-Barber, & Hébert, 2007).

This is a long list of variables, which could bearded even further. Nevertheless, in order to keep
the complexity and size of this paper manageabtedecided to circumscribe our discussion to some
environment-related and someservice-specificvariables, leavindirm-related variables out of our
conceptual framework.
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We chose particular variables to question sombetippsala model's assumptions:
. environment-related: environmental uncertainty and psychic distanoe; a

. service-specific capital intensity, level of customization andsgaess of contact, need for quality
assurance (control), need for image control, degf¢éangibility, degree of face-to-face contacthwit
client in service delivery, and level of standaadiian

Impact of Environmental Uncertainty and Capital Intensity

Erramilli and D’Souza (1995) found that servicerfr tend to use FDI as their preferred entry mode
(the authors investigated only the first entry nmoeat into a new country) when external uncertainty
is high and at the same time capital intensityvg. [They explain this unexpected finding by resayti
to arguments first advanced by Klein and Roth (1998DI modes allow firms to be closer to their
markets and, in markets characterized by high Nitjatproximity gives them the ability to identify
fluctuations in the local market more quickly aedpond to them faster” (Erramilli & D’Souza, 1995,
p. 57).

Since many services demand very little capitamgirexpanding to highly uncertain environments
might tend to internalize their activities and prod the service locally even if it could have been
exported or, in some cases, licensed. This mighthbecase with somiecation-free professional
services (e.g., executive recruitment, market research ggek architectural projects) and also
possession-processing servicéalthough, in this case, capital intensity may betso low) even if
technology would have allowed the service to baleeed from a distant place (e.g. diagnostic and
support services). In fact, a preference for hightol may also be expected to be found when
external uncertainty is low: low perceived risk Wwbwencourage firms to commit more resources
(specially if their total amount is low) in ordes keep control. Intermediate levels of uncertainty
might prompt service firms to partner with somealomompany in order to share part of the risk. From
this reasoning, the following two hypotheses aggssted (the suffixd® andN mean, respectively, a
hypothesis to test the descriptive power and a thygsis to test the normative power):

Hp1: For services that demand low capital intensitgré will be aU-shaped relationship between
environmental uncertainty and the preference fghési control (usually higher commitment) modes:
at low levels as well as at high levels of (peredivenvironmental uncertainty, the proportion of
low-capital service firms that will choose highemtrol modes will be greater than the respective
proportion when environmental uncertainty is motkera

Hyni: Low-capital service firms that choose a highentom entry mode in countries where
environmental uncertainty is high, as well as inrdoes where environmental uncertainty is low, wil
on average outperform those that choose a lowdraoantry mode (supposedly due to higher
revenues from responsiveness in the first case@holwer negotiation and monitoring costs in the
second case).

Impact of Level of Customization and Closeness of Contact, Need for Quality
Assurance, and Need for Image Control

International operations may face some types dfraotual risks (Agarwal & Ramaswami, 1992). In
the case of services, such risks may be of a p&tioature:

. Dissemination risk and free-riding potential, irgsk that knowledge will be dissipated and may be
expropriated by partner or licensee — A partnerhinigarn by doing and then become a competitor,
especially because most services cannot be patented
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. Obstacles and costs to appropriately transfer kedgeé (to partners or licensees) as well as to sign,
monitor and enforce contracts — When the serviceatels a case by case solution for each client, it
may be difficult to codify the routines and tramdtaowledge.

. Inadequate quality or image control — For someisesy preserving the reputation of the service
provider is essential for success, especially wtherresults are difficult to evaluate objectiveds (
is the case with medical, legal and consultancyises) and, as a consequence, confidence in the
service provider has significant impact on how madaient may be willing to pay. In these cases, it
might be worthwhile to internalize activities (h&ghcontrol), lest a licensee might undermine the
firm’s reputation.

In case of high contractual risks, service firmaildde expected to choose full-control entry modes
(e.g., sole exporting, if possible, or FDI) oveelnsing or joint venturetocation-bound customized
projects, value-added customized services, contdgised services, standardized services with
considerable influence by contact personneindcustomized services with considerable influence
by contact personnéinvolve more tacit, and thus less codifiable, wiexdge, so they are less prone
to licensing and it would be difficult to propenlyrite and monitor a contract specifying how such
services should be rendered. For these reasosshigpothesized that service firms that offer such
services would rather choose higher-control entoges since the very beginning. If the service bas t
be provided locally this higher-control would aleatail higher-commitment (because of physical
facilities) and, as such, skipping some earliegetaof gradual commitment.

Hpo: Firms that provide services that (i) demand digaint customization and close contact with
clients, or (ii) demand rigorous quality assurafecg., by highly skilled professionals), or (iiig¢gend
on a strong image or reputation will tend to regortull-control (higher-commitment) entry modes
(due to own personnel and local facilities) frora thutset rather than following a sequential padimfr
exporting through licensing, and eventually FDI.

Hn2: Firms that provide services that (i) demand digaint customization and close contact with
clients or (ii) demand rigorous quality assurancehat (iii) depend on a strong image or reputation
will on average reach higher performance resulthiely choose higher-control entry modes than if
they choose lower-control entry modes.

Impact of Degree of Tangibility and of face-to-face Contact with Client in Service
Delivery

Firms that offerlocation-free professional servicesor rather standardized service packages
(recall Vandermerwe & Chadwick’'s (1989) typologwhere interaction and involvement with the
client is done on just a few discrete occasions @oduction can be decoupled from delivery (e.g.,
executive recruitment, finance and insurance, i, architectural projects), specially if bundlediwi
physical goods (software development, configuratima monitoring of electronic equipment), are
likely to find that the costs of having local fatids and personnel outweigh the (infrequent) tiage
and transportation costs. Moreover, customers prdbably not value responsiveness and extensive
adaptation enough as to be willing to pay moretforhis means that services such as these wil ten
to be exported and, in fact, may never move ongbdr-commitment modes. However, as a relatively
high number of customers is gained in a given bosntry, the costs of keeping local facilities and
personnel may be less than the traveling and toatsmwn costs that would otherwise be needed. At
this stage, local production may be a better maleanpared to exporting. This means that the
internationalization path would probably not foll@ssmooth and gradual increase in commitment and
involvement, but would in fact presenstep function pattern.

Hps: Firms that provide location-free professionalvems or standardized service packages will
tend to export them rather than produce them Ipdalthe target countries. However, as the number
of clients in a given host country becomes higtmdi will tend to produce such services locally eath
than export them.
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Hys: Firms that provide location-free professionalvems or standardized service packages will
achieve higher performance if they export theivises rather than offer them locally in the target
countries. However, as the number of clients invarghost country becomes high, performance will
be higher for firms that produce such servicesllpes compared to firms that export them.

Interaction between Level of Service Standardization, Capital Intensity and Psychic
Distance

As for standardized services the type of knowledge is usually easier to tran$d partners or
licensees. However, when psychic distance is hml.,( differences in culture, tastes, business
practices, legal environment, infrastructure), #&yntbe necessary to conduct adaptations to thecservi
package, although no customer-by-customer custoimizes necessary.

The specific modifications required may not alwhgsclear from the start. Therefore, a service firm
may choose a higher-control entry mode, wherebwatlld be able to introduce the necessary
adaptations in a “learn by doing” fashion. Oncds$atl with the adapted service package, it may
decide to license it to third parties. Thereforethe case of high (perceived) psychic distance, an
inverted (to the Uppsala model's expectations) saqge of expansion might be observed, from higher-
to lower-control modes.

On the other hand, if psychic distance is perceteebde small, service firms may not be averse to
resorting to higher-control (usually higher-comn#m) modes, especially in the case of services that
demand low capital requirements and, as such, lpemsreived risks.

Given the fact that the low (in an absolute semsedunt of financial capital commitment and the
perceived psychic closeness may lead to less pecteisk, firms may prefer a full-control entry
mode (e.g.: sole exporting, if possible, or FDIhé&M psychic distance is moderate, firms may tend to
resort to local partners, either by licensing, hie tservice routines can be codifiable, or by joint
venturing. In both cases, the partner could comteibwith specific knowledge and business
connections in the local market. Such contributioyps partner would also be important when psychic
distance is high, but the partner might not be abléully understand the implications of service
adaptations, leading firms to favor internalizat{@uril control) in their initial steps in a new nhat.

Hp4a For standardized services that demand low capitahsity, the relationship between the initial
entry mode and psychic distance will beshaped, with higher-control modes being prefeaiedoth
low and high (perceived) psychic distance and sheoatrols modes (e.g., licensing or joint
venturing) preferred at moderate (perceived) psydistance.

Hoa: When internationalizing to a psychically distanuntry, firms that offer standardized services
of high capital intensity will tend to follow @eversecommitment path, first choosing higher-control
entry modes and later on migrating to lower-contolry modes as the expansion in the respective
country moves on.

Hnsa For the expansion of standardized services teatashd low capital intensity into psychically
distant countries, firms that choose higher-comtnoldes for the initial market entry will on average
outperform those that choose lower-control modes.

Huap: For the expansion of standardized services dh lempital intensity into psychically distant
countries, firms that follow aeverse commitment path (i.e., from higher- to lower-control entry
modes) will on average outperform those that follogvadually increasing commitmentpath.
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Challenges to the Uppsala Internationalization Model

We now provide the reader with a brief recap offtpotheses presented above and explain exactly
where they would challenge the Uppsala model. Td&bleresents the variables used in each
hypothesis.

Table 5: Variables Used in the Hypotheses

Independent variables Dependent variables
Environment Service-specific
Hp: | = environmental uncertainty = capital intensity intensity of control
(commitment)
Hp, = |evel of customization and intensity of control
closeness of contact (commitment)
» need for quality assurance
(control)
» need for image control
Hps = degree of tangibility location of production (as it
» degree of face-to-face contagtassociated with resource
with client in service delivery| commitment)
Hpsa | pSychic distance = level of standardization intensity of control
» capital intensity (commitment)
Hos | pSychic distance = level of standardization intensity of control
» capital intensity (commitment)

What would the Uppsala model predict in each case?

Hypothesis H; — The Uppsala model is risk-aversion or risk-avoidance model (Bjorkman &
Forsgren, 2000), which contends that firms woultl anove to higher commitment modes as they
gained experience in a given foreign market (oeofthreign markets also, if this experience cowdd b
transferred). Whether or not the level of environtatuncertainty would affect the rate of knowledge
gained by the firms is not explicitly addressedttyy model. Thisilencenotwithstanding, the fact is
that a preference for higher commitment from thgitn@ng (despite of being a possible way to deal
with risk) goes against the assumptions of the digpsiodel.

Hypothesis H, — The Uppsala model does not address the impatieatharacteristics of specific
services (or goods, for that matter) on the intéonalization path. Nonetheless, a preference for
higher commitment entry modes from the beginning, saiggested by hypothesispyH would
contradict the Uppsala model’s prediction.

Hypothesis ;3 — The Uppsala model predicts a sequential padintirej from lower commitment
modes (e.g., exporting) and only later on, as ittme §ains experiential knowledge, gradually moving
to higher commitment modes (e.g., FDI). Hypothesis, nevertheless, states that such a move to
higher commitment modes might not be gradual andhtneven not occur at all, despite the
experience (in years, not in customers) gainetierfdreign market.

Hypotheses K., and Hy4, — According to the Uppsala model, the choice eElleof commitment
would be independent of psychic distance, i.emdiwould tend to follow a gradual path from lower-
to higher-commitment modes in each country, irreBpe of the psychic distance from the home
country. This pattern is contradicted by bothytand H,p.
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FINAL CONSIDERATIONS

Boddewyn, Halbrich and Perry (1986, p. 54) reconuednthat “specific analyses of each service
sub-sector should prove more fruitful than the toeaof a general category of ‘service MNES’ in
view of the heterogeneity of this group”. Althoughese authors were considering “service
subsectors”, in this paper a different categorratf services, based on strategic dimensions ahd n
on industry boundaries, was deemed to better relreadharacteristics of services that might influeen
internationalization paths and performance resuilis is in accordance with Erramilli’'s (1990, @)6
comment: “the entry mode options available to thenager in the same [service] industry, or even
firm, could be different for different services”.

This paper has cast some doubts as to whetheradlyusaken-for-granted assumption of the well-
known Uppsala internationalization model — thatgjradual commitment of resources in each host
market — would universally apply to services. Sdmpotheses were advanced as a suggestion for
future studies. As Coviello and Martin (1999, p) #2ve put it, “service internationalization is too
broad a concept to be defined exclusively or exathiny any one theoretical framework”.

Anderson and Gatignon (1986, p. 3) criticized tterdture on entry mode choice for making “little
direct mention to risk or return”, concentratingtead on “the degree of control each mode affdrels t
entrant”. In partial response to their plea, nomaahypotheses about the performance of servioasfir
under different mode choices and moderating cir¢anees were advanced herein.

For the development of the theoretical reasonind) the hypotheses, it was assumed that service
firms would have managerial freedom to choose feomet of distinct entry modes. Of course, in
countries where government restrictions limit tieice of entry modes, the present considerations
may not apply. Moreover, a desire for higher-cdntnay not always be accompanied by a capacity to
commit the necessary resources to warrant coniEobfilli & Rao, 1993). Also the hypotheses
proposed here are valid only if the service firrlgective for the particular service business under
expansion is market seeking and economic returthdrcase of other motivations to go international
— such as resource-seeking or strategic reasotieransiderations might apply.

As a general recommendation, future researchersldhze advised not to treat services as a
homogeneous class. Some progress has already laeEnsince several classification schemes have
been proposed. However, although illuminating, ¢keevices typologies reviewed here may not be
fully adequate to evaluate the implications of djec service characteristics for the
internationalization process and the resulting éexgpd or observed) variation because (i) such
typologies may not tap into other relevant dimensifor the internationalization decisions and (ii)
there may be substantively different types of smwithat would be similar in a given aspect as to
occupy the same categorical box in a given typolmg whose differences are important as far as the
internationalization path is concerned. For exampit&eledo and Sivakumar (1998) mention
Lovelock’'s (1983) typology, which places educati@m exportable service) and psychotherapy (a
non-exportable service) under the same headp&pple-processing services

Since it seems reasonable to expect that factéisencting the appropriate mode of entry will
interact with one another, it is important to cohtfor the impact of covariates in order not to
overemphasize the role of some variables or tohreapposedly universal conclusions that in fact
would not hold under specific circumstances. Initmid researchers should bear in mind tteteris
paribusconditions may not always be present (Hill, Hwa&d<im, 1990).

It should be underscored that a rejection of any descriptive hypothesis and at the same time a
failure to reject the respective null normative diypesis may be due to the fact that the theory
discussed here describes well what firms typicdtly but it has not much to say about what they
should do - i.e., its normative power is low. Tigigo say that in terms of performance it would not
really make much difference whether firms behavesaggested by the theory expressed in the
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descriptive hypothesis or not. A failure to rejacly of the null hypotheses may also be due to the
existence of intervening (moderating or interadtivayiables that were not included in the explanato
model.

The main contributions of this paper can be sunmedras follows. An important assumption of the
Uppsala model was challenged as far as servicemattonalization is concerned. Also, recognizing
the complex interplay of environmental and sendpecific variables, a plea for the use of
multivariate, or at least bivariate, research desigvas presented. Furthermore, a call for the
investigation of performance implications was adted in sharp contrast with mere descriptive
accounts or implicitly taken-for-granted assumpdiof the typeif firms behave as suggested by the
theory they will fare better. As a final contribution, some descriptive andmative hypotheses were
set forth as a suggestion for testing in futurelissi
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