
Choice between Non-Equity Entry Modes: An Organizational Capability Perspective
Author(s): M. Krishna Erramilli, Sanjeev Agarwal, Chekitan S. Dev
Source: Journal of International Business Studies, Vol. 33, No. 2 (2nd Qtr., 2002), pp. 223-242
Published by: Palgrave Macmillan Journals
Stable URL: http://www.jstor.org/stable/3069542
Accessed: 06/10/2009 22:10

Your use of the JSTOR archive indicates your acceptance of JSTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JSTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of a journal or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www.jstor.org/action/showPublisher?publisherCode=pal.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in a trusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

Palgrave Macmillan Journals is collaborating with JSTOR to digitize, preserve and extend access to Journal of
International Business Studies.

http://www.jstor.org

http://www.jstor.org/stable/3069542?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=pal


Choice Between Non-Equity Entry 
Modes: An Organizational 

Capability Perspective 

M. Krishna Erramilli* 
NANYANG TECHNOLOGICAL UNIVERSITY 

Sanjeev Agarwal** 
IOWA STATE UNIVERSITY 

Chekitan S. Dev*** 
CORNELL UNIVERSITY 

Many studies have examined the 
choice between different types of 
equity and non-equity modes; how- 
ever, none has focused on the 
choice between different types of 
non-equity modes that service-firms 
employ routinely. This study devel- 
ops a theoretical framework based 
on the "organizational capability" 
perspective to explain the choice 
between two non-equity modes- 
franchising and management-ser- 

INTRODUCTION 

Non-equity modes, defined as modes 
that do not entail equity investment by a 

vice contracts. While previous stud- 
ies are based on the premise that 
foreign-market entrants choose a 
mode-equity or non-equity-that 
offers them most control given 
their particular circumstances, the 
premise of this study is that foreign 
entrants choose a non-equity mode 
that, in addition, offers effective 
transfer of the firm's capabilities to 
the host-country venture. 

foreign entrant, are becoming increas- 

ingly popular among service firms for 

organizing overseas ventures/operations. 
Non-equity modes are especially pop- 

*M. Krishna Erramilli is Associate Professor and Head of Marketing and International 
Business Division, Nanyang Business School, Nanyang Technological University, Singa- 
pore. 

**Sanjeev Agarwal is Associate Professor, Department of Marketing, Iowa State University, 
Ames, IA. 

* * *Chekitan S. Dev is Associate Professor, School of Hotel Administration, Cornell University, 
Ithaca, NY. 

The authors thank Jeff Weinstein of the Global Hoteliers Club and Vikram Mujumdar for their 
assistance in this research, and acknowledge the support of the summer research program of the 
Cornell School of Hotel Administration. The authors also acknowledge the comments of the 
three anonymous reviewers who provided valuable guidance. 

JOURNAL OF INTERNATIONAL BUSINESS STUDIES, 33, 2 (SECOND QUARTER 2002): 223-242 223 



CHOICE BETWEEN NON-EQUITY ENTRY MODES 

ular among consumer-services firms 
(such as hotel and restaurant firms) as 

compared to professional-services firms 

(such as consulting firms) (Erramilli, 
1990). Non-equity modes are essentially 
contractual modes, such as leasing, li- 

censing, franchising, and management- 
service contracts (Dunning, 1988). 

For many service firms desirous of en- 

tering foreign markets, an important 
question is not how to choose between 
different equity and non-equity modes 
but how to choose between different 

non-equity modes for organizing their 

operations in the foreign markets. While 
several previous studies have examined 
the choice between equity and non-eq- 
uity modes for manufacturing (e.g., 
Gatignon and Anderson, 1988; Agarwal, 
1994; Tse, Pan, and Au, 1997; Arora and 
Fosfuri, 2000; Pang and Tse, 2000) as 
well as service firms (e.g., Agarwal and 
Ramaswami, 1992; Erramilli and Rao, 
1993; Fladmoe-Lindquist and Jacque, 
1995; Erramilli, 1996; Contractor and 
Kundu, 1998a; Contractor and Kundu, 
1998b), the extant literature does not of- 
fer a theoretically sound-and empiri- 
cally corroborated-framework for how 
service firms could choose between dif- 
ferent types of non-equity modes. The 

present study attempts to address this 
issue in the context of the multinational 
hotel industry. The reason for choosing 
this industry is that hotels are renowned 
for their use of non-equity modes (Con- 
tractor and Kundu, 1998b). In the hotel 

industry, non-equity modes account for 
65.4% of multinational properties world- 
wide (Contractor and Kundu, 1998b). 
The two most commonly employed non- 

equity modes by the hotel industry are 

franchising and management-service 
contracts (MSC). Hotel firms typically do 
not make any equity investment in either 
of these modes, although some firms may 

combine non-equity arrangements with 

equity investments (Dunning, 1988). Al- 

though both franchising and MSCs are 

non-equity modes, there are important 
differences between them. 

First, in franchising, the foreign en- 
trant (the franchiser) receives royalties 
from the host-country collaborator (the 
franchisee) and supply-chain markups. 
In MSCs, the foreign entrant may receive 
some combination of royalties, supply- 
chain markups, management fees, and a 
share of profits. Second, under the fran- 

chising mode, the franchiser typically 
leases its brand name, and provides mar- 

keting support, technical advice and 

training, to the franchisee. However, the 

day-to-day involvement of the franchiser 
in the running of the franchised hotel 

property in the host country is rather 
minimal. Although many exceptions 
abound due to the manner in which fran- 

chising contracts are written, the fran- 
chiser typically enjoys some strategic 
control but relatively little operational 
control in most franchising agreements. 
In contrast, under MSCs, the foreign en- 
trant not only leases its brand name to a 

host-country collaborator, but secures a 
contract to provide extensive onsite 
technical and management support. Its 

managers are assigned to the specific ho- 
tel property in the host country on dep- 
utation to run it on a day-to-day basis. 

They often enjoy complete de facto stra- 

tegic and operational control (Contractor 
and Kundu, 1998b; Dunning, 1988). 
Such deputation of senior managers on a 

long-term basis, however, renders a MSC 
mode more expensive to operate relative 
to a franchising mode. Third, while fran- 

chising is not a pure arm's length market 
transaction, given the long-term and on- 

going nature of the partnership (Shane, 
1996), and MSCs are not pure hierarchi- 
cal arrangements in the classical sense, it 
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may be appropriate to treat franchising 
as a quasi-market transaction, and MSC 
as a quasi- internalized transaction 

(Contractor and Kundu, 1998a; Dun- 

ning, 1988; and Fladmoe-Lindquist and 

Jacque, 1995). 
The purpose of this study is to develop 

a theoretical model to explain the choice 
between franchising and MSC, and to 

empirically test the model with data 
from hotel properties belonging to mul- 
tinational hotel chains. Traditional inter- 
national business theories have asserted 
that firms enter foreign host markets to 

exploit ownership advantages, presum- 
ably developed in their home markets or 

third-country markets (Dunning, 1988; 

Agarwal and Ramaswami, 1992). In do- 

ing so, they must choose a mode that 
affords them a higher degree of control. 
In the context of non-equity modes, en- 

try modes are viewed as conduits for 

transferring resources and capabilities 
from a firm to its foreign venture; a role 

recognized by Root (1994), but not em- 

phasized in entry-mode investigations. 
The theoretical underpinnings for the 
framework are rooted in the organiza- 
tional capability (OC) perspective. The 
OC approach is more appropriate than 
the traditional international business 
theories (including transaction cost the- 

ory) because the choice between differ- 
ent types of non-equity modes is rooted 
in the effectiveness of capability trans- 

fer, not just concern for control. The pa- 
per does not wish to discuss the relative 
merits and demerits of the OC and trans- 
action cost perspectives, a subject that 
has received excellent coverage in Kogut 
and Zander (1993) and Madhok (1997). 
In line with the general conclusions by 
these authors that the two perspectives 
complement each other, we draw on 
some transaction-cost and internaliza- 

tion arguments in the course of develop- 
ing the hypotheses. 

THEORY AND HYPOTHESES 

Every firm is thought to be a bundle of 
resources and capabilities. Resources in- 
clude all assets, organizational pro- 
cesses, firm attributes, information, and 

knowledge controlled by a firm that en- 
able it to conceive and implement strat- 

egies efficiently and effectively (Barney, 
1991). Capabilities refer to a combina- 
tion of resources that creates higher-or- 
der competencies (Madhok, 1997). For 

example, brand reputation, customer 
base, and ability to create repeat busi- 
ness, can be viewed as independent re- 
sources which, when combined with or- 

ganizational routines and technology in 
a judicious manner, could create a capa- 
bility (say, "customer competence"). 

As mentioned earlier, the choice be- 
tween MSC and franchising could be 
viewed as a choice between a quasi-in- 
ternal mode and a quasi-market mode. 
Whereas franchising requires transfer of 
resources across firm boundaries, MSC 
involves transfer of capabilities within 

firm boundaries. Thus an understanding 
of the factors that affect these transfers 
would help us understand how firms 
choose between MSC and franchising. 
Five factors that affect these external and 
internal transfers are discussed below. 

Imperfect Imitability 
In line with the OC perspective, the 

present study defines value of a resource 
or capability in terms of its contribution 
to a firm's competitive advantage (Collis 
and Montgomery, 1995; Madhok, 1997). 
Obviously, when a firm enters a foreign 
market, it must transfer the resources 
and capabilities to its foreign operations. 
Consequently, a firm should choose an 

entry mode that can best transfer its re- 
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sources or capabilities from the home 

country operations to the host country 
operations without eroding their value 
(i.e., without affecting the firm's ability 
to generate the desired competitive ad- 

vantage). The question, therefore, is 
when does it make sense to transfer re- 
sources and capabilities via franchising 
(i.e., a quasi-market mode) and via MSC 
(i.e., a quasi-internal mode). 

In line with the OC perspective, it can 
be argued that transfer of a resource or 

capability need not be internalized un- 
less the resource or capability being 
transferred is imperfectly imitable (Mad- 
hok, 1997). When the foreign entrant's 
resource or capability is imperfectly im- 
itable, the host-country collaborator is 
unable to absorb or replicate it and per- 
form the needed activities without incur- 

ring a substantial loss in value (that is, 
loss in competitive advantage). Under 
such circumstances, the entrant under- 
takes internal transfer to preserve the 
value of the resource or capability. 

Note that the traditional Resource 
Based View examines the problem of 

competitors imitating a firm's resources 
and capabilities and eroding its compet- 
itive advantage. The OC approach out- 
lined here is more concerned with col- 
laborators being able to imitate or repli- 
cate the foreign entrants capabilities in 
order to facilitate across-firm transfer. 
However, the underlying factors respon- 
sible for imperfect imitability are identi- 
cal regardless of whether one is dealing 
with competitive or collaborative repli- 
cation. 

What causes imperfect imitability? 
Barney (1991) suggests that the unique 
historical paths, causal ambiguities, and 

complex social interactions that underlie 
creation of a firm's resources and capa- 
bilities render it difficult for other firms 
to imitate them. To other scholars, it is 

the tacitness of the resource that makes it 
difficult to transfer and imitate (Teece, 
1998). Hu (1995) suggests that transfer- 

ing tacit knowledge is difficult because it 
is complex, acquired through experi- 
ence, and through trial and error, taught 
and learnt through demonstration, obser- 
vation, imitation, practice and feedback, 
and continuously evolving. According to 

Kogut and Zander (1993), the less codi- 
fiable, less teachable, and more complex 
the knowledge is, the more difficult it is 
to replicate and transfer across firm 
boundaries. 

From the perspective of the OC ap- 
proach, imperfect imitability results 
from embeddedness, i.e., when the capa- 
bility is deeply embedded within organi- 
zational routines and becomes specific to 
a firm (Madhok, 1997). Lam (1997) ex- 

plains that embedded knowledge is not 
owned by any specific individual, but is 
embedded in complex social interac- 
tions and team relationships within an 

organization. It cannot be systematically 
coded and it can be transferred only 
through intimate social interaction. Fur- 
thermore, transfer of embedded knowl- 

edge requires the use of established rou- 
tines and organizational processes. For 
these reasons, the OC perspective sug- 
gests that internal modes are more effec- 
tive than market modes to transfer im- 

perfectly imitable capabilities (Madhok, 
1997). Note that internal and market 
modes are, perhaps, equally effective in 

transfering capabilities that are imitable. 
However, the additional costs and risks 
associated with internal modes may tilt 
the choice in favor of market modes. Re- 
cent studies that have empirically exam- 
ined the choice between an equity-based 
internal mode, like wholly-owned sub- 

sidiary, and a non-equity based market 
mode, such as licensing, in the manufac- 

turing sector (Hennart, 1987; Kogut and 
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Zander, 1993; Arora and Fosfuri, 2000), 
have corroborated the expectation that 
firms favor internal modes (wholly- 
owned subsidiaries or joint ventures) 
when transfering tacit (i.e., imperfectly 
imitable) capabilities, and market modes 
(licensing) when transferring codified 
(i.e., readily imitable) capabilities. 

One could extend these arguments to 
the choice between two non-equity 
modes. Both MSC and franchising could 
be equally effective in transferring per- 
fectly imitable capabilities. However, as 
argued before, MSC is often associated 
with greater costs and risks than fran- 
chising. But it is unclear whether the 
difference in costs and risks between the 
two non-equity modes is as great as that 
between an equity and a non-equity 
mode. Consequently, one may not ob- 
serve a clear choice between MSC and 
franchising when the capabilities being 
transferred are perfectly imitable. The 
ultimate choice under these circum- 
stances may be contingent on the pres- 
ence of other factors, such as the avail- 
ability of managerial staff, development 
of franchising infrastructure in the host 
market, and the enforcement of intellec- 
tual property laws. 

It should be noted that imperfect imi- 
tability, as described by the OC frame- 
work, is only one approach to sustain a 
firm's competitive advantage. The OC 
approach argues that it is the character- 
istics of these capabilities, principally 
their embeddedness, that makes them 
imperfectly imitable. But firms can pro- 
tect their resources and capabilities 
through legal means as well, that is, 
through copyrights, trademarks, patents 
and licensing. In other words, firms can 
enjoy a sustainable competitive advan- 
tage even though their capabilities are 
classified as perfectly imitable. Not sur- 
prisingly, companies employing fran- 

chising show a great deal of concern for 
the presence and enforcement of intel- 
lectual property laws in the host mar- 
kets. In short, sustainability is a broader 
concept than "imperfect imitability", as 
employed by the OC approach. 

The transfer of imperfectly imitable ca- 
pabilities would clearly favor MSC. Any 
attempted transfer of such capabilities to 
local franchisees may lead to serious val- 
ue-erosion and loss of competitive ad- 
vantage for the foreign entrant, for rea- 
sons described earlier. But the influence 
of these imperfectly imitable capabilities 
on modal choice depends upon the 
strength of the competitive advantage 
generated by them. When they do not 
generate value for the firm, they may not 
be transferred to the host market, and are 
not likely to influence the firm's choice 
of entry modes. On the other hand, when 
these capabilities are critical to the firm's 
competitive advantage, they will domi- 
nate modal choice. Thus: 

Hypothesis 1: Greater the competitive 
advantage generated by "imperfectly 
imitable" capabilities, higher is the 
firm's probability of choosing a man- 
agement service contract relative to 
franchising. 

Availability of Management 
Capabilities in Host Market 

In addition to the local firm's organi- 
zational capacity to replicate the foreign 
entrant's capabilities, the OC perspective 
stresses the role of supporting infrastruc- 
ture within and outside the firm that may 
facilitate or impede the transfer (Hu, 
1995; Madhok, 1997). For example, even 
if the core resources and capabilities 
could be transferred through market 
mechanisms, what happens if the host 
market lacks good management talent? 
Franchising becomes a sub-optimal 
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mode to exploit the firm's advantages if 
host country franchisees lack adequate 
access to competent managerial staff. 
Rather than risk destroying the value of 
its capabilities under such circum- 
stances, the firm may decide to use MSC 
in an effort to transfer critical managerial 
capabilities from home country to the 
host market. Thus: 

Hypothesis 2: Lesser the availability of 

qualified managerial staff in the host 
market, higher is the firm's probability 
of choosing a management service 
contract relative to franchising. 

Availability of Investment 
Partners in Host Market 

For management service contracts to 
become reality, there must exist quali- 
fied and trustworthy partners in the host 
market with complementary capabili- 
ties, that is, partners who can make the 

necessary capital investments (Dunning, 
1988; Contractor and Kundu, 1998b). 
These complementary capabilities free 

up the foreign entrant to focus on man- 

aging the hotel. Lack of such qualified 
and trustworthy investment partners im- 

pedes establishment of MSCs. Thus: 

Hypothesis 3: Greater the availability 
of qualified and trustworthy invest- 
ment partners in the host market, 
higher is the firm's probability of 

choosing a management service con- 
tract relative to franchising. 

Development of Host Country 
Business Environment 

As mentioned earlier, for effective 
transfer of resources and capabilities to 
occur, not only are its characteristics im- 

portant, but the capabilities of the local 
collaborator are also important. Cohen 
and Levinthal (1990) underscore the im- 

portance of the "absorptive capacity" of 

receiving firms. Contractor and Kundu 
(1998a) argue that, generally speaking, 
franchising, as a system, is more devel- 

oped and franchisees, as individual en- 
tities, are more capable in more devel- 

oped countries than in less developed 
ones. They also note that the use of fran- 

chising in developed nations is pro- 
moted by the existence and enforcement 
of intellectual property laws. Based on 
this reasoning, they find that the propen- 
sity to franchise increases (in relation to 

company-run operations) as the host 
market becomes more developed. Ex- 

tending this logic to the present study, it 

appears that franchising becomes more 
viable in relation to MSC when the host 
market business environment is more 

developed. Thus: 

Hypothesis 4: Greater the level of de- 

velopment of the host country busi- 
ness environment, lower is the firm's 

probability of choosing a management 
service contract relative to franchising. 

Cultural Distance of 
Host Country 

Traditional entry-mode literature 
holds that firms minimize the high infor- 
mation costs associated with operating 
in culturally unfamiliar countries by 
seeking collaborative modes (Gatignon 
and Anderson, 1988; Agarwal, 1994). 
While no apparent relationship between 
sociocultural distance and modal choice 
has been found in the hotel sector (Con- 
tractor and Kundu, 1998a; Contractor 
and Kundu, 1998b), empirical evidence 
in the general service sector (Erramilli 
and Rao, 1993; Fladmoe-Lindquist and 

Jacque, 1995) and in the manufacturing 
sector (Gatignon and Anderson, 1988; 
Agarwal, 1994), supports the prediction 
that collaborative modes are preferred in 

culturally distant markets. 
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In general, all non-equity modes are 
collaborative because they necessarily 
involve a local partner. However, the 
role of the collaborator can shed some 

light on the degree and strength of the 
collaboration. Franchising involves a 

strong local collaborator who essentially 
manages the entire interface with local 
labor, suppliers, regulatory authorities, 
customers and the community. MSCs in- 
volve a sleeping or passive collaborator, 
and the interface with all external enti- 
ties in the host market is the manage- 
ment company's responsibility. Conse- 

quently, while franchising resembles a 

joint-venture type collaboration, a MSC 
tends to have characteristics of a sole 
venture. 

One of the OC arguments supports the 
traditional perspective on cultural dis- 
tance, although for different reasons. Ac- 

cording to this view, organization rou- 
tines that are effective in the home coun- 

try may not be so in the host market 
when high cultural distance exists. This 

impedes capability transfer within firm 
boundaries (Madhok, 1997). To prevent 
value erosion, firms must collaborate 
with host country entities whose rou- 
tines are better adapted to the local con- 
ditions. 

It must be noted that the relationship 
between cultural distance and owner- 

ship is far from certain. As Brouthers and 
Brouthers (2001) and Shenkar (2001) 
have noted, the empirical evidence is 

ambiguous, even contradictory. They 
cite studies that have found no relation- 

ship, positive relationship, as well as, 
negative relationship between cultural 
distance and the desire to establish col- 
laborative modes. 

Even the OC approach offers a very 
intriguing counterview. High socio-cul- 
tural distance could result in ineffective 
resource transfer across firm boundaries 

because of (a) a mismatch in the foreign 
entrant's and local collaborator's rou- 
tines and capabilities, and/or (b) the lo- 
cal collaborator's lower absorptive ca- 

pacity (Contractor and Kundu, 1998a; 
Madhok, 1997; Lam, 1997). Therefore, 
when cultural distance is large, the for- 

eign entrant may actually prefer to inter- 
nalize the transfer to preserve the value 
of its capabilities (and the resulting com- 

petitive advantage). However, given the 

preponderance of the evidence in favor 
of the collaborative modes, the following 
hypothesis is offered: 

Hypothesis 5: Larger the cultural dis- 
tance between home and host coun- 
tries, lower is the firm's probability of 

choosing a management service con- 
tract relative to franchising. 

Control Variables 
Four firm-specific factors and one mar- 

ket-specific factor are included in the 

analysis to control for possible extrane- 
ous variation: (a) size of the foreign en- 
trant, (b) international experience of the 

foreign entrant, (c) size of the subsidiary 
hotel property, (d) reputation of the for- 

eign entrant in the host market, and (e) 
service-sensitivity of the hotel's target 
audience. The entry-mode literature pre- 
dicts that the likelihood of establishing 
internal, company-run modes is higher 
for firms that are larger and more expe- 
rienced, and have strong reputation (to 
prevent collaborators from free-riding). 
On the other hand, the likelihood of es- 

tablishing internal, company-run modes, 
is lower for foreign entrants that estab- 
lish larger subsidiaries (Gatignon and 
Anderson, 1988; Erramilli and Rao, 
1993; Contractor and Kundu, 1998a; 
Contractor and Kundu, 1998b). Also, ex- 
traneous variation in modal choice could 
arise between hotels serving highly ser- 

VOL. 33, No. 2, SECOND QUARTER, 2002 229 



CHOICE BETWEEN NON-EQUITY ENTRY MODES 

vice-sensitive markets (in which custom- 
ers are very particular about the quality 
of service they receive) and those target- 
ing less service-demanding markets. 

Interaction Effects 
Following other entry-mode studies 

that have underscored the importance of 
interaction effects (Agarwal and Ra- 
maswami, 1992; Erramilli and Rao, 
1993), we propose to include some inter- 
action effects in the model. One of the 

objectives is to understand how firms 
make tradeoffs when pulled in opposite 
directions. The specific interaction ef- 
fects will be identified subsequently. 

METHODOLOGY 

Data Collection and Sample 
A questionnaire was developed and 

pre-tested on a sample of 30 Hotel Gen- 
eral Managers who attended an execu- 
tive program at Cornell University. The 

questionnaire was modified based on 
their feedback. The questionnaire was 
mailed to managers of five hundred and 

thirty hotels belonging to the Global Ho- 
teliers Club. A reminder was sent two 
weeks later and a second reminder was 
sent four weeks later with the copy of the 

questionnaire. Two hundred and one us- 
able questionnaires were received. The 

response rate was a respectable 39 per- 
cent. 

Thirty-eight non-respondents (hotels 
that did not respond even after the two 
reminders) were later faxed a short one- 

page form with some particulars about 
the background of the hotel and re- 

quested to complete the form and fax it 
back. Eleven hotels responded. Informa- 
tion provided by these hotels was com- 

pared with comparable data from the re- 

spondents. Also, the background infor- 
mation of the early respondents was 

compared to that of the late respondents 
(Armstrong and Overton, 1977). Taking 
these results together, it was concluded 
that non-response bias is negligible. 

Respondents were asked to indicate 
the description that best captured the 

foreign entrant's involvement in their 

property. Based on the responses, entry 
modes other than pure franchising and 

pure management contracts were re- 
moved from the analysis, resulting in a 

sample of 139 observations. Table 1 sum- 
marizes the salient characteristics of the 

analysis sample. The vast majority of the 

respondents are General Managers of the 
hotels surveyed (which helps improve 
the quality of data). Also, there are 46 
countries represented in the sample, as- 

suring the representation of a diversity of 
environments. 

Variables 
The Appendix lists the variables and 

their measures used in the study. The 

primary dependent variable, Y1, MODE 
is assigned a value of 0 for franchising 
and 1 for MSC. Franchising accounted 
for 25.2% of the observations. The sec- 
ond dependent variable Y2, INIMIT, is 
used to identify imperfectly inimitable 

capabilities. 
Variables Needed to Test Hi: To test 

this hypothesis, one needs to identify the 

"imperfectly imitable" capabilities that 
drive a firm's competitive advantage. As 
defined by the OC approach, capabilities 
are combinations of resources and skills. 
Therefore, a list of 22 resources was 
drawn from a variety of sources: Chan- 
dler & Hanks' (1994) list of resources, the 
researchers' industry knowledge and in- 
teractions with hotel managers. Survey 
respondents were asked to rate the ex- 
tent to which the foreign entrant enjoyed 
a competitive advantage in each of the 22 
resources (1 = No advantage, 5 = Great 
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TABLE 1 

SALIENT CHARACTERISTICS OF 

HOTELS IN SAMPLE FOR ANALYSIS 

(N = 139) 

(1) Location of Hotel 
> City Centre 63.3% 

- Suburban 9.4% 
Airport 4.3% 

- Resort 21.6% 
> Miscellaneous 1.4% 

(2) Positioning of Hotel 
* Luxury/5 Star 38.1% 
* Upscale/5 Star 30.9% 
* First Class/4 Star 27.3% 
* Others 3.6% 

(3) Mean Number of Hotels in World- 
wide Chain = 351.6 

(4) Mean Percentage of International 
Revenues for Parent = 57.4% 

(5) Mean Number of Rooms Per Hotel 
Property = 359.2 

(6) Mean Number of Employees Per 
Hotel Property = 420.4 

(7) Number of Countries in Sample = 46 
(8) Major Countries Represented in 

Sample 
? China 10.8% 
? Australia 10.1% 
? Singapore 5.8% 
? USA 5.0% 
? Thailand 5.0% 
? Indonesia 4.3% 
? Canada 3.6% 
? Germany 3.6% 

(9) Developing versus Developed 
Country Representation 
* Developing Countries 55% 
* Developed Countries 45% 

advantage). Their responses were factor 

analyzed (using the principal compo- 
nents method with varimax rotation) re- 

sulting in five factors. This led to the 
identification of five capabilities for the 

foreign entrant. Organizational Compe- 
tence (Xl, ORGCOMP) embraces a range 
of organizational skills and resources 
that enable the hotel to compete better, 

such as corporate culture, empower- 
ment, operating policies and procedures, 
and reservation systems. Quality Compe- 
tence (X2, QUALCOMP) includes skills 
and resources needed to offer high qual- 
ity service and ensure customer satisfac- 
tion. Customer Competence (X3, CUST- 
COMP) encompasses a variety of skills 
that help the hotel to create brand repu- 
tation, establish a customer base, and 
build customer loyalty. Entry Compe- 
tence (X4, ENTRCOMP) taps the hotel's 
abilities to find good locations and to 
time its entry into a certain market. Phys- 
ical Competence (X5, PHYSCOMP) cap- 
tures the hotel's skills to design and 
build physical facilities that are of desir- 
able quality, comfort and ambience. 

We defined imperfectly imitable capa- 
bilities as those that contribute signifi- 
cantly to the "inimitability" of a hotel's 
overall competitive advantage. First, we 
created a variable called INIMIT (Y2), 
which measures the perceived degree to 
which other firms can copy or imitate the 

foreign entrant's overall competitive ad- 

vantage in the host market. This is not 

specific to individual capabilities, but 

represents a global measure of inimita- 

bility of the foreign entrant's competitive 
advantage, as perceived by the respon- 
dent. Although this variable measures 
imitation by competitors, it can be 

equally effective to explain imitation by 
host-country collaborators, because the 

underlying causes for imperfect imitabil- 

ity are identical, as argued above. 
We regressed the five capabilities, de- 

scribed above, against INIMIT, and com- 

pared their standardized beta coeffi- 
cients. The results are summarized in 
Table 2. The larger the coefficient, the 
more the specific competence contrib- 
utes to the inimitability of the hotel's 

competitive advantage. Clearly, Organi- 
zational Competence (ORGCOMP) and 
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TABLE 2 
CAPABILITIES AND THEIR CHARACTERISTICS (N = 139) 

Perceived Degree of 
Difficulty in 

Transferring via 
Regression Resultsa Franchising 

for Dependent (1 = Very Easy, 
Capability Variable = Y2, INIMIT 5 = Very Difficult) 

Standardized Beta 
Coefficientsb Mean 

Physical Competence 
PHYSCOMP -0.04 2.61 

Entry Competence 
ENTRCOMP 0.07 2.82 

Customer Competence 
CUSTCOMP -0.17 3.01 

Quality Competence 
QUALCOMP 0.20c 3.29 

Organization Competence 
ORGCOMP 0.27d 2.96 

Notes: (a) Regression Model: F = 3.21 (p = 0.009), R2 = 0.10. 

(b) The larger the coefficient, greater is the capability's contribution to the inimita- 
bility of the hotel's competitive advantage. 

(c) Two-tail test, significant at p < 0.05. 

(d) Two-tail test, significant at p < 0.01. 

Quality Competence (QUALCOMP) are 
not only statistically significant, but are 
also the largest contributors to INIMIT. 
In other words, the greater the competi- 
tive advantage generated from ORG- 
COMP and QUALCOMP, the more inim- 
itable is the hotel's overall competitive 
advantage. On the other hand, Customer 

Competence (CUSTCOMP), Entry Com- 

petence (ENTRCOMP), Physical Compe- 
tence (PHYSCOMP) are not statistically 
significant, suggesting that they do not 
contribute to the inimitability of the ho- 
tel's competitive advantage. Based on 
this evidence, we conclude that ORG- 
COMP and QUALCOMP represent capa- 
bilities that are imperfectly imitable. 

To further test the validity of the 
above results, respondents were asked 

to rate each of the underlying 22 re- 
sources in terms of the difficulty of 

transferring them from the foreign en- 
trant's operations to the local operation 
through franchising (1 = very easy to 
transfer, 5 = very difficult to transfer). 
Using this data, the mean difficulty of 
transfer was calculated for the five ca- 

pabilities. Results reported in Table 2, 
generally support the expectation that 
ENTRCOMP and PHYSCOMP appear to 
be the easiest to transfer, while QUAL- 
COMP, CUSTCOMP and ORGCOMP are 
more difficult to transfer via arms- 

length modes. This evidence supports 
the general thesis in this study that 

imperfectly imitable capabilities are 
more difficult to transfer via market 
mechanisms than the imitable ones. 
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Variables Needed to Test H2-H5: The 

Appendix provides a detailed descrip- 
tion of the other variables used in the 

study. Where appropriate, the reliability 
coefficients are also reported. MGMT- 
AVAIL (X6) measures the availability of 

managerial staff in the host market, 
whereas PRTNRAVAIL (X7) indicates 
the availability of investment partners in 
the host country. BUSENV (X8) repre- 
sents the level of development of the 

host-country market, and CULTDIST 

(X9) captures the cultural differences ex- 

isting between home and host countries, 
as perceived by the respondents. In order 
to examine the face validity of these 
measures, Table 3 compares means of 
these four variables for developed 
(OECD countries) and developing host 
countries. As expected, the means for 
MGMTAVAIL, PRTNRAVAIL, and BUS- 
ENV are larger for developed countries. 
The mean for CULDIST is lower for de- 

veloped countries, since most of the ho- 
tel firms (foreign entrants) are from de- 

veloped countries. This evidence pro- 
vides considerable face validity for the 
measures. 

Control Variables: FIRMSIZE (Xi 0) 
measures the size of the hotel firm (i.e., 
the foreign entrant) in terms of the num- 
ber of hotels in the chain worldwide, 
whereas FIRMEXP (X 1) captures the 
firm's international experience in years. 
The size of the hotel property in the host 
market is captured by HTLSIZE (X12), 
and its reputation is represented by HTL- 
REPUTE (X13). Finally, the dergee to 
which customers in the host market are 
sensitive to high-quality service, is mea- 
sured by SRVCSENS (X14). 

Interaction Effects: Four interaction 
terms are included in the model to un- 
derstand how firms make modal choices, 

particularly when pulled in opposite di- 
rections. First, the ORGCOMPxBUSENV 
interaction will answer the question 
"will the firm serving developed markets 

prefer franchising (as posited in H4), 
even when its capabilities are imper- 
fectly imitable (H1)?" Second, the HTL- 
REPUTExPHYSCOMP interaction will 
address the question, "Given the fact that 
imitable capabilities like PHYSCOMP 

may not, by themselves, discriminate 
well between non-equity modes, will 

TABLE 3 

COMPAISON OF SOME RESEARCH VARIABLS: 
DEVELOPED Vs DEvELING CoumIN ES (N = 139) 

Developed Countries Developing Countries F Test for 
(OECD Countries) (All other Countries) Difference 

Research Variable (N = 66) (N = 73) in Means 
Mean Values Mean Values 

Availability of Management Staff 24.9 
MGMTAVAIL 3.03 2.18 (p = 0.000) 

Availability of Partners 3.6 
PRTNRAVAIL 2.85 2.53 (p = 0.067) 

Development of Business 87.9 
Envihanment BUSENV 4.23 3.03 (p = 0.000) 

14.2 
Cultural Distance CUL'I)iFFI 3.32 4.08 (p = 0.000) 
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combination with a contingent factor, 
like hotel reputation, do so?" Third, an 
answer to the question, "will the firm's 

preference for MSC when transferring 
Quality Competence become stronger 
in service-sensitive markets?" will be 

provided by the QUALCOMPxSRVC- 
SENS interaction. Finally, the QUAL- 
COMPxHTLSIZE intraction term is in- 
cluded to gain insights into the issue of 

transferring and managing capabilities to 

produce high-quality customer service 
for larger hotel properties. Extending the 

arguments made by some scholars (e.g., 
Shane, 1996), will the resultant problem 
of monitoring and controlling employees 
represent such a management challenge 
that the firm would sacrifice value and 
switch to franchising when host-country 
hotel properties are large? 

ANALYSIS AND RESULTS 

The independent variables are stan- 
dardized to mean zero and standard de- 
viation one. The correlation matrix (not 
reported here due to space constraints) 
revealed that most of the correlations 

among the 14 variables are relatively 
small. Further, an examination of the 
variance-inflation factors (VIF) (which 
were calculated for all of the indepen- 
dent variables) reveals that most of these 
are close to 1. The largest VIF value is 
2.15, which is well below the cut-off of 
10 recommended by Neter, Wasserman, 
and Kutner (1985). The evidence sug- 
gests that multicollinearity is, perhaps, 
not a serious problem with this data. 

Table 4 summarizes the results for two 

logistic regression models explaining the 
choice between franchising (MODE = 0) 
and MSC (MODE = 1). Model 1 reports 
the results for the main effects only, 
whereas Model 2 includes interaction ef- 
fects as well. The hypotheses are evalu- 

ated based on Model 1 results, since the 

predictions involve main effects. 

Hypotheses Testing: Model 1 enjoys 
good fit (X2 = 31.25, p = 0.005). Note that 
a positive sign on a coefficient suggests 
that the likelihood of choosing MSC in- 
creases relative to franchising, and a neg- 
ative sign implies that it decreases, as 
the value of the associated predictor in- 
creases. 

As described earlier, Organizational 
Competence (Xi) and Quality Compe- 
tence (X2) have been identified as the 

imperfectly imitable capabilities. In Ta- 
ble 4, both coefficients are statistically 
significant with positive signs suggesting 
that the likelihood of MSC increases as 
the contribution to the firm's competi- 
tive advantage from these two capabili- 
ties increases. Incidentally, the three 
other capabilities, Customer Compe- 
tence (X3), Entry Competence (X4) and 

Physical Competence (X5), which are 
imitable capabilities, do not have any 
impact on the choice between franchis- 

ing and MSC. In combination, the results 

provide powerful support for Hi. The 

statistically significant negative and pos- 
itive coefficients for MGMTVAIL (X6) 
and PRTNRAVAIL (X7), respectively, 
suggest that the likelihood of choosing 
MSC relative to franchising increases as 

managerial talent becomes scarcer and 
investment collaborators become more 
abundant in the host country. These re- 
sults support hypotheses H2 and H3, re- 

spectively. BUSENV (X8) has a signifi- 
cant negative sign, suggesting that fran- 

chising is preferred as the level of 

development of the host-country busi- 
ness environment is greater, as predicted 
by H4. CULTDIST (X9) is not a signifi- 
cant predictor, however, and so H5 has 
to be rejected. 

Interaction Effects: The Model 2 re- 
sults reveal that the four interaction 
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TABLE,4 
Io.OGISiue IifRowwws*KIl RZESUL*s 

Dependmt Variable: Y1, MODE (0 = FrRuic-hising, 1 = Meiu.genient Seivvice Contract) 

Refei-enceI 
Variable Hypothesis Model 1 Model 2 

Intercept 
Main Effects 

OrgWitfational Competence (Xi, OROCOMP) 
Quality Competence (X2, QUALCOMP) 
Custonme Competence (X3, CUSTCQMP) 
Entry Competence (X4, ENTRCOMP) 
Physical Competence (X5, PHYSCOMP) 
Availability of Managers (X6, MGMTAVAEL) 
Availability of Partners (X7, PRTNRAVAIL) 
Development of Btiuiness Env. (X8, BUSENV) 
Cultural Distance (Xg, CULTDIST) 

Control Variables 
Size of Foreign Entrant (X1O, FERMSIZE) 
Intl. Experience of Foreign Entrant (Xli, FIRMEXP) 
Hotel Size (X12, HTLSIZE) 
Hotel Reputation (Xl13, HTLRE PUTE) 
Service Sensitivity of Market (X14, SERVCSENS) 

Interaction Effects 
ORGCOOMP x BUSENV 
PHYSCOMP X HTLREPUE 
QUALCOMP X HTLSIZE 
QUALCOMP x SRVCSENS 

MODEL STATISTICS 
N 
Model Chi-square 
Probability 
Classification Rate 

1.503d 20069d 

Hi 0.593c 
Hi 0.417a 
Hi 0.269 
Hi -0.227 
Hi -0.216 
H2 051 
H3 0.364a 
H4 058 
H5 0.222 

0.325 
0.065 
0.137 
0.134 

-0.347 

0.037 
-0.408 

0.797c 
-0.308 

0.508a 

0.631a 
0.279 
0.815c 

-0.308 
-0.357 

0.653c 

139 
31.25 

.005 
78.4% 

139 
58.4 

.000 
85.6% 

Note: One-tail p-value: a = 0.10, b = 0.05, c = 0.01, d = 0.001. 

terms are highly significant. Although 
interaction effects can be interpreted in 
more than one way, the following in- 
terpretations are offered in view of the 
questions raised earlier. First, although 
foreign entrants seem to generally pre- 
fer franchising as the host business en- 
vironment becomes more developed, 

they switch to MSC when Organiza- 
tional Competence, an imperfectly 
imitable capability, makes an increas- 
ingly greater contribution to their 
competitive advantage. Second, while 

Physical Competence, by itself, may 
not influence the selection of the fran- 
chising mode (because it is imitable), it 
can become a powerful predictor in 
conjunction with strong firm reputa- 
tion. Third, the firm's proclivity to em- 
ploy MSC with rising importance of the 
Quality Competence becomes stronger 
in larger hotels. Finally, the influence 
of Quality Competence on modal 
choice becomes stronger when the 
hotel's market tends to be service- 
sensitive. 
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Model 2 results also show that CULT- 
DIST and CUSTCOMP, which were both 

insignificant in the main-effects only 
model, are significant with positive signs 
in the model including interactions. Ev- 

idently, the propensity for MSC is higher 
when cultural distance between home 
and host countries is higher. The pro- 
pensity for MSC is also higher when the 

advantage generated by customer com- 

petence is higher. 

DISCUSSION AND CONCLUSION 

While a significant amount of research 
has been devoted to understanding the 
choice between equity and non-equity 
modes, relatively little is known about 
how firms choose between different 
types of non-equity modes. The paper 
attempts to address this gap in the liter- 
ature. It describes a study of modal 
choices in 139 hotels based in 46 differ- 
ent countries. It develops several hy- 
potheses, based largely on the Organiza- 
tional Capability (OC) perspective, to ex- 

plain the hotel firm's choice between a 

franchising and management service 
contract. Four out of the five hypotheses 
were strongly supported. 

First, the significant, positively signed 
intercept term in both models (Table 4), 
supports the often-observed phenome- 
non that firms intrinsically prefer the in- 
ternal, high-control mode (Gatignon and 
Anderson, 1988; Erramilli and Rao, 
1993). This is an interesting piece of ev- 
idence that fails to support the transac- 
tion-cost contention that market modes 
are the default modal choice. 

Second, the results provide strong 
support for the OC-based proposition 
that imperfectly imitable capabilities, 
like Organizational Competence and 

Quality Competence, cannot be trans- 
ferred effectively through market modes 

(Madhok, 1997). Imperfect imitability 

not only protects the firm from its com- 

petitors, it thwarts efforts to transfer the 
needed capabilities to associates and col- 
laborators in the host market, "forcing" it 
to adopt internal modes. This finding is 

generally consistent with studies dem- 

onstrating that difficult-to-codify tacit 
know-how is transferred internally (e.g., 
Kogut and Zander, 1993; Arora and Fos- 
furi, 2000). 

On the other hand, the transfer of easy- 
to-replicate capabilities (e.g., Physical 
Competence) does not appear to directly 
influence non-equity modal choice since 

they can be transferred equally effec- 

tively by the internal non-equity mode 

(MSC) as well as the market non-equity 
mode (franchising). This is at variance 
with studies contrasting an internal eq- 
uity mode (wholly-owned subsidiary) 
with a market non-equity mode (licens- 
ing), where the latter mode is clearly pre- 
ferred when codified know-how is trans- 
ferred (e.g., Kogut and Zander, 1993; 
Arora and Fosfuri, 2000). The finding, 
perhaps, suggests that the difference in 
transfer costs between non-equity modes 
is not large enough to produce unambig- 
uous choices. However, the significant 
interaction between PHYSCOMP and 
HTLREPUTE sheds some light on the 
conditions under which clear choices 
could result when transferring imitable 

capabilities. While the transfer of Physi- 
cal Competence, by itself, does not 

clearly favor any one mode, it unambig- 
uously favors franchising when com- 
bined with a strong brand. 

The QUALCOMP and HTLSIZE inter- 
action is interesting in that it under- 
scores the importance of scale effects on 
modal choice. Other scholars have ob- 
served that firms shift to collaborative 
modes when the scale of operation grows 
larger, either to reduce risks (Gatignon 
and Anderson, 1988) or to minimize 
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management problems (Shane, 1996). 
Our result suggests that as Quality Com- 

petence (imperfectly imitable capability) 
becomes more important as a source of 

competitive advantage, the firm's desire 
for internal modes becomes even stron- 

ger as the size of the planned hotel prop- 
erty is larger. Evidently, the know-how 
needed to offer quality service becomes 
more complex (and even less imitable) as 
the hotel property expands in size, thus 

making MSC all the more necessary to 
transfer key capabilities to the host mar- 
ket. 

The interaction between QUALCOMP 
and SRVCSENS highlights the interplay 
between internal capabilities and exter- 
nal market requirements, a noted 

strength of the resource-based and capa- 
bility-based approaches (Collis and 

Montgomery, 1995). As the hotel's cus- 
tomers become more service-conscious 
and demand greater service, hotels stron- 

ger in quality competence become even 
more committed to internal modes like 
MSC. 

The results also corroborate the OC 
contention that firms cannot exploit 
their advantages without the benefit of a 
whole range of internal and external sup- 
port capabilities (Madhok, 1997; Hu, 
1995). Franchising becomes more attrac- 
tive as the availability of managerial staff 
(MGMTAVAIL) increases in the host 
market. When this external capability is 
scarce, firms have to make up for the 
shortfall through internal transfers (i.e., 
via MSCs). Similarly, the finding for 
PRTNRAVAIL implies that the MSC op- 
tion becomes increasingly attractive 
with greater availability of reliable in- 
vestment partners in the host market. 

In addition to the availability of cer- 
tain resources in the environment, the 
effectiveness of these resources is also 
critical. The result for BUSENV suggests 

that, as potential collaborators (e.g., fran- 
chisees) with high levels of competence 
and "absorptive capacity" become more 
abundant in the host market, entrant 
firms become more comfortable with 

franchising. This is generally consistent 
with findings reported by other research- 
ers (Contractor and Kundu, 1998a; Flad- 

moe-Lindquist and Jacque, 1995). On the 
other hand, the interaction between 
ORGCOMP and BUSENV also empha- 
sizes the fact that firms will be primarily 
driven by the transfer characteristics of 

their-advantage generating capabilities 
when making modal decisions. When 
these capabilities are imperfectly imita- 
ble, they not only shun franchising, but 
also become stronger advocates for MSC 
in developed markets (perhaps, to gain a 

bigger share of the revenue streams). In 
other words, while external support ca- 

pabilities are important, modal choice 

appears to be primarily driven by inter- 
nal capability considerations. 

The non-significant result for CULT- 
DIST (perceived cultural distance be- 
tween home and host countries) in 
Model 1 is in line with the results re- 
ported for hotels in Contractor and 
Kundu (1998a and 1998b). However, 
there may well be some confounding in- 
fluences suppressing the relationship. 
When these are apparently removed in 
Model 2 (most likely due to the strong 
interaction terms), the effect becomes 
significant and positively signed. Appar- 
ently, the preference for internal modes, 
like MSC, increases (relative to collabo- 
rative modes) as cultural distance be- 
comes larger. Obviously, this contradicts 
findings on cultural distance in tradi- 
tional entry-mode studies (e.g., Gatignon 
and Anderson, 1988; Agarwal, 1994), but 
is quite consistent with one of the OC 
perspective's arguments that internal 
modes may be more effective in cultur- 
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ally distant markets because differences 
in partner capabilities and routines make 
transfers across firm boundaries ineffec- 
tive (Madhok, 1997). 

None of the control variables appar- 
ently has any direct impact on modal 
choice. It is worth noting that firm char- 
acteristics, like size of the foreign en- 

trant, size of the host country property, 
the entrant's international experience 
and brand reputation, all of which have 
been found to significantly influence 
choice between different types of equity 
modes and between equity and non-eq- 
uity modes (e.g., Gatignon and Ander- 
son, 1988; Agarwal and Ramaswami, 
1992; Contractor and Kundu, 1998b), ap- 
parently have no direct influence on the 
choice between non-equity modes. 
Firms are seemingly indifferent to costs 
and risks associated with the two non- 

equity modes. 
The present study is perhaps the first 

empirical study exclusively focused on 
the choice between different non-equity 
modes. It is also one of a few recent 

attempts to examine a mode's effective- 
ness in transferring capabilities as the 
basis for explaining modal choice. The 
results help provide support and corrob- 
oration to the emerging OC framework. 
Madhok (1997) identifies the lack of 
measurement for key constructs, like im- 

perfect imitability, as a stumbling block 
for development of the OC perspective. 
The procedure outlined here to identify 
capabilities characterized by imperfect 
imitability is a useful step forward in 

alleviating this problem. 
Although the study focuses on the ho- 

tel industry, its key findings are general- 
izable to non-equity modal choices in 
other service industries and in manufac- 

turing firms. In a more general sense, 

they are relevant to any modal choice, 

equity or non-equity, as long as one is 

able to frame the choice as a contrast 
between internal and market-based 
modes. The ideas that capabilities gener- 
ating competitive advantage influence 
modal choice, that imperfectly imitable 

capabilities push firms towards internal 

modes, and that the availability of a sup- 
port infrastructure is critical to the type 
of mode chosen, are all universally ap- 
plicable to any OC-based explanation of 

entry-mode choice. 
Future research could aim to further 

improve the measures discussed in this 

study. Also, a wider range of non-equity 
modal choices could enrich the analysis. 
Replications in other industry settings 
would obviously serve to test the gener- 
alizability of these findings. 
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APPENDIX 
VARIABLES USED IN THE STUDY 

Y1 Non-Equity Entry Mode (MODE) 
Takes value of 0 for franchising and 1 for management service contracts 

Y2 INIMITABILITY of Competitive Advantage (INIMIT) a = 0.76 
6-item scale based on following question: Indicate the degree to which you agree/ 

disagree with the following statements concerning your hotel's competitive 
advantage in this market. (1 = Strongly Disagree, 5 = Strongly Agree). 

(a) It is difficult for our competitors to imitate us 
(b) Our services are unique and nobody but our company can offer them 
(c) It took us years to build our brand reputation-nobody can easily copy it 
(d) Our advantages are embodied in the company and not in individuals-nobody 

can copy us by stealing our employees away from us 
(e) We pre-empt our competitors by building our properties in prime locations. 
(f) Nobody can copy our corporate routines, processes and culture 

X1 Organizational Competence (ORGCOMP) a = 0.87 
6-item scale based on following question: Indicate the degree to which your parent 

company has competitive advantage in the following areas (1 = No Advantage, 5 
= Great Advantage). 

(a) Company culture 
(b) Employee empowerment 
(c) Information technology system 
(d) Operating policies and procedures 
(e) Quality of reservation system 
(f) Establishing a chain operation 

X2 Quality Competence (QUALCOMP) a = 0.92 
6-item scale based on following question: Indicate the degree to which your parent 

company has competitive advantage in the following areas (1 = No Advantage, 5 
= Great Advantage). 

(a) Quality of guest-contact staff 
(b) Quality of managerial staff 
(c) Ensuring service quality 
(d) Ensuring customer satisfaction 
(e) Teamwork among employees 
(f) Providing appropriate services 

X3 Customer Competence (CUSTCOMP) a = 0.83 
3-item scale based on following question: Indicate the degree to which your parent 

company has competitive advantage in the following areas (1 = No Advantage, 5 
= Great Advantage). 

(a) Creating brand reputation 
(b) Creating customer base 
(c) Creating repeat business 

X4 Entry Competence (ENTRCOMP) a = 0.77 
2-item scale based on following question: Indicate the degree to which your parent 

company has competitive advantage in the following areas (1 = No Advantage, 5 
= Great Advantage). 

(a) Finding good locations 
(b) Knowing the right time to enter 
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APPENDi (CONTIUED) 
VARIABLES USED IN THE STUDY 

X5 Physical Competence (PHYSCOMP) a = 0.93 
4-item scale based on following question: Indicate the degree to which your parent 

company has competitive advantage in the following areas (1 = No Advantage, 5 
= Great Advantage). 

(a) D6cor/design of physical properties 
(b) Ambience/atmosphere of properties 
(c) Comfort of physical facilities 
(d) Quality of physical facilities 

X6 Availability of Managerial Staff in Host Country (MGTAVAIL) 
1-item scale based on responses to following statement measured as (1 = Very 

Low, 5 = Very High) 
(a) Availability of qualified managerial staff in the host country 

X7 Availability of Investment Partners in Host Country (PRTNAVAIL) a = 0.82 
2-item scale based on responses to following statements measured as (1 = Very 

Low, 5 = Very High) 
(a) Availability of qualified local investment partners to parent company 
(b) Availability of trustworthy local investment partners to parent company 

X8 Attractiveness of Host Country Business Environment (BUSENV) a = 0.81 
3-item scale asking respondent to rate the business conditions in the host-country 

on 5-point scale (1 = Very Poor, 5 = Very Good) 
(a) Political stability 
(b) General business conditions 
(c) Quality of infrastructure 

X9 Cultural Distance Between Host & Home Countries (CULTDIST) 
1-item scale based on responses to following statement measured as (1 = Very 

Small, 5 = Very Large). 
(a) Differences in culture between this country and the parent's home country 

X10 Size of the foreign entrant (FIRMSIZE) 
Number of Hotels Worldwide in Chain. (Actual number reported by respondents). 

Xll International Experience of the Foreign Entrant (FIRMEXP) 
No. of Years Engaged in International Operations. (Actual number reported by 

respondents). 
X12 Size of Subsidiary Hotel (HTLSIZE) 

Number of Rooms in the Subsidiary Hotel in the Host Market. (Actual number 
reported by respondents). 

X13 Reputation of Hotel's Brand in Host Country (HTLREPUTE) 
1-item scale asking respondent to rate the reputation of the hotel's brand in the 

host country on 5-point scale (1 = Very Poor, 5 = Very Good) 
X14 Service Sensitivity of Hotel's Customers (SRVCSENS) a = 0.71 

3-item scale asking respondent whether he/she agrees with the following 
statements on 5-point scale (1 = Strongly Disagree, 5 = Strongly Agree) 

(a) Our customers belong to a very exclusive class whose needs are unique 
(b) Our customers are very particular about the service they receive 
(c) We would not succeed in this market without providing excellent service 
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