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ABSTRACT OF THE DISSERTATION

THE PATH OF LEAST RESISTANCE: AN ADVANCED INDEX ALTERNATIVE TO
THE CULTURAL DISTANCE INDEX FOR MEASURING INTERNATIONAL
EXPANSION
by
Dale Alan DeJong
Florida International University, 2017
Miami, Florida
Professor Karen Paul, Major Professor

In response to a call for more advanced and more inclusive models for measuring
difficulty of international expansion, the resistance index (R1) was created and is
advanced in this paper. The Rl includes several factors that contribute (detract) to the
success (failure) of firms regarding cross border expansion. The RI features variables that
represent country specific advantages (CSA), firm specific advantages (FSA), and
government specific advantages (GSA). These three areas are represented by a diverse set
of data obtained from such widely recognized agencies as the World Bank and Thomson
Reuters. Taking data from different sources, may render better predictability for firms
than using the popular cultural distance index. Therefore, it is proposed that the Rl may
be a more relevant tool for firms to use when they are considering international expansion
into a particular country, or for researchers to employ in undertaking success or failure in

international expansion.
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STUDY ONE

Introduction

The path of least resistance is the physical or metaphorical pathway that provides the
least resistance to forward motion by a given object or entity, among a set of alternative
paths. The concept is often used to describe why an object or entity takes a given path.
The Resistance Index (RI) is one step in this direction. This index can help firms and
managers assess situations surrounding international expansion possibilities by looking at
the areas of concern (factors giving the highest contribution to the resistance), taking
action to reduce or alleviate these problem areas, thereby pursuing the path of least
resistance. This tool will be especially helpful to practitioners who look at transaction
costs as a reason for international expansion.

The RI incorporates several variables (discussed later) from three different areas of
concern: country specific advantages (CSA), firm specific advantages (FSA), and
government specific advantages (GSA). Many scholars have suggested a need for a more
advanced and comprehensive model (e.g., Shenkar, 2001, 2012; Tung & Verbeke, 2010;
Zaheer, Schomaker, & Nachum, 2012) than the cultural distance model and the Rl is in
answer to that plea. Brouthers & Brouthers (2000) state “Our results provide initial
support for using a model which includes institutional and cultural variables, as well as
transaction cost variables to predict firms' choices between acquisitions and greenfield
start-ups in international expansion” (p96).

Zaheer, Schomaker, and Nachum (2012) state, “Following the adage that ‘the best tool is
the one that fits the job’, we suggest that research into a particular process or decision

may sometimes be best informed by theory and measures from fields other than



international business itself. This kind of interdisciplinary approach provides new and
potentially more insightful ways to parse the elements of societal difference and bring
greater rigor to the constructs and measures of distance” (p25). Luo and Shenkar’s (2011)
theoretical paper proposing a cultural friction model, based on the mechanical
engineering friction model, is an excellent example of this interdisciplinary cross
reference. The Rl is also based on the engineering model of friction with a considerably
different tack in how it is used. While Luo and Shenkar state “Although it is beyond the
scope of the present paper to develop a full-fledge framework” (p10) this paper
constructs a full-fledged framework for RI.

Both the cultural friction model (Luo & Shenkar, 2011) and the RI are in response to the
cultural distance index (CD) from Kogut and Singh (1988). The CD model has enjoyed
great success over the years in part due to its simplicity. As stated by Ambos and
Hakanson (2014), “The popularity of the index was primarily due to the ease of its
computation” (p2).

Ever since Hofstede published “Culture's Consequences” (1980), the academic and
practitioner worlds have been turned upside down. In this seminal work Hofstede
categorized culture with four cultural dimensions: uncertainty avoidance,
individualism/collectivism, masculinity/femininity, and power distance. The world of
international business has been debating the effectiveness of such measures ever since.
Kogut and Singh (1988) created a formula to measure the differences in the Hofstede
numbers between countries called the Cultural Distance (CD) index and the

commentaries for and against this index have raged subsequently.



In 2001 Shenkar wrote his award winning paper called “Cultural distance revisited:
Towards a more rigorous conceptualization and measurement of cultural differences” in
which he critiques the shortcomings of the cultural distance model. One of Shenkar’s
most critical statements is, “The appeal of the CD construct is, unfortunately, illusory. It
masks serious problems in conceptualization and measurement, from unsupported hidden
assumptions to questionable methodological properties, undermining the validity of the
construct and challenging its theoretical role and application.” However, even after such
criticism the CD model continues to enjoy wide success to this date.

In response Luo and Shenkar (2011) published their cultural friction model. The cultural
friction model is not a finished product as the author’s state. The main point of the paper
was to inspire someone to come up with a functioning model that would incorporate more
variables than just Hofstede’s dimensions as used in the CD index. To this end this paper
conceives of the RI. The RI is more complex than the CD index, however, it is still
computationally easier to use than the cultural friction model.

Definition

There has been considerable debate concerning the metaphor “distance” and its relevance
to different business situations. Johanson and Vahlne (1977) use psychic distance, Berry,
Guillen and Zhou (2010) use nine different measures of distance: economic, financial,
political, administrative, cultural, demographic, knowledge, global connectedness, and
geographic. The question becomes this: can the term “distance” convey the varied

meanings of the different variables with which it is associated?



Shenkar, Luo, and Yeheskel (2008) have suggested that,“Substituting “friction’ for
‘distance’ denotes shifting the emphasis from abstract differences toward contact between
specific entities, onto their partisan concerns” (p 911). Unfortunately, not many people
have taken this approach and the “distance” metaphor is still widely used. Yet, though the
idea of “friction” is sound the metaphor is a problem. “Friction” is not a commonly used
term in business or with the general public. The term “resistance” is a term that may
accomplish shifting the emphasis away from “distance” and still be acceptable.
“Resistance” is more commonly used in business and especially in finance when referring

to resistance at certain levels of stock price.

According to the Oxford English Dictionary (OED)(“resistance,”2017):

resistance, n. is

la. The action of resisting, opposing, or withstanding someone or something

2a. The impeding or stopping effect exerted on an object or substance by another, or by a

force: the susceptibility to such an effect on the part of an object or structure.

When investigating international expansion, managers have to look at what will resist,
oppose or impede the company’s entrance into the foreign market. The OED continues
with examples of the use of the term “resistance.”

Phrases

P1b. line of least resistance n.

the easiest route, method, course of action, etc. (also path, etc., of least resistance).



Again, managers want to know the easiest route, method, or course of action the
company might take to make the venture successful. From a transaction cost viewpoint,

this means minimizing costs and maximizing profits.

The OED also uses the stock market as an example of the use of resistance:

Compounds

Cla. Relating to or involving resistance to force or pressure. resistance-attribute n.

Cdresistance level n. Stock Market an upper price level for a security or commodity that

is repeatedly reached but not exceeded due to market resistance:

The dictionary then goes on to give examples of how resistance is used with other words.

Here are some of the examples given:

C5. With preceding word denoting an action or effect that is resisted, as abrasion
resistance, crease resistance, shrink resistance, skid resistance, etc.: or one denoting a

state or substance that is resisted, as drug resistance, flame resistance, etc.

Thus, resistance is very apropos for a business model yielding the degree of difficulty a

firm might encounter concerning a specific cross-border expansion.

Explanation of the Resistance Index
The RI was inspired by the friction model of Luo and Shenker (2011) as mentioned

before (shown below).
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This is a very impressive looking model but it is not easy to use and some of the variables

are difficult, if not impossible, to quantify.

However, unlike the Luo and Shenkar model, the RI has maintained a simpler version of
the engineering friction model (Avallone, Baumeister, and Sadegh, 2007). The original

friction model is:
F =f N.

When the Rl morphs into the final version it is quite different, but in practice it remains
as simple as the original friction model shown above. It is important to understand the
components that make up the original friction model. The symbol f is the load, or what
we are looking to move. This load can be made up of many elements or a single element.
Therefore, if we envision a box with several different items in it, like a can of paint, a
ladder, paint brushes, and so forth, they would all together constitute the load. N is the
surface over which the load is to be moved. If we want to move our box of painting
supplies across the driveway and into the garage, it would depend on how smooth or
rough the driveway is as to how difficult the task will be. The F is not friction, so to
speak, but is the force necessary to break the load loose so it will travel over the
driveway. The friction is the resistance to the movement of the load over the surface and

F is the necessary force needed to accomplish this task.



To continue the analogy into the business realm, suppose the box contains the CSA that a
firm is confronted with when trying to go abroad. The surface area’s roughness or
smoothness is dependent on the GSA or the governmental practices that make it easy or
difficult for a firm to expand into the host country. This is represented by the World
Governance Indicators (WGI). If we were to stop here, we could see what force would be
necessary to overcome these obstacles and this would certainly be helpful. However, we
would be forgetting an ingredient that some researchers, like Harzing and Christensen
(2004), feel is paramount to the success of any firm’s international venture, the people in
the firm. Since it is difficult to use individuals we can use what the individuals do and
accomplish within the firm as a proxy for the thoughts and actions of the employees and
managers in the firm. This is where Thomson Reuters’ Asset 4 ESG is used as a
representation of how well the firm is prepared for an international expansion. Asset 4

ESG is a measure of a firm’s corporate responsibility and sustainability.

There is a third component that can be added to the equation showing friction and that is
called a “lubricant”. Lubricants help to ease the friction between the load and the surface.
The better the lubricant, the easier the load will move, and less force will be required to
move the load. If the lubricant is of poor quality, the less help it will be in reducing the
friction, and thus it will create the need for greater force to move the load. Now, the
question becomes, how do we apply this concept to ESG? If the board of directors is
nationally diversified, it should be easier to expand internationally. The same goes for the
other 17 subcategories such as workforce /diversity and opportunity, which gives the firm

experience in dealing with a diverse group of employees, which is beneficial in



expanding internationally, where they will be confronted with different work groups. So
the better the ESG numbers for a firm the better prepared the firm and the less difficult
for the firm to expand internationally. This lubricant is denoted as the FSA in the model

as it constitutes a firm specific advantage.

Explanation and Justification for Resistance Index
As shown, the RI is based on three major components: FSA, CSA & GSA. When looking
at each component of the model, the load factor, f, is considered CSA, the surface, N, is

considered GSA and FSA is considered the lubricant. The RI is shown below.
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Here,
R= resistance
A= arbitrary positive real number (a scale factor)
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-1 Cultural overlap model (Maseland, 2011)
0.5<T<697.0 number of days to start a business
-25<ASI<25 surface smoothness (WGI)

G; government variables

0<GD < 20,038 geographic distance
P preparedness of a company (ESG)
Pmax = 18 * 100 = 1800 (maximum possible preparedness of a company)



J=1 Here, each of the 18 values of P; can vary between 0.0 and 100.

E =(C,+C,+C,)/300

entry for export/import
C,+C,,)/200

2 :( entry for licensing
E, =(C,+C,+C,+C,+C,+C,,)/ 600

entry for joint venture

E,=(C,+C,+C,+C,+C,+C,+C,,)/700

entry for greenfield
E.=(C,+C,+C,+C,+C,+Cy+C,+C,,)/800

entry for mergers/acquisition

10<k<40 number of days to start a business exponent
1.0<1<4.0 geographic distance exponent
1.0<m<4.0 entry mode exponent

1.0<n<40 government exponent

1.0<0<40 preparedness of the company exponent

The first section of the model becomes:
r=ae [t (1= SN[+ Gora) |+ (ose) * (o)
= * —_—— —_
10 970 20,038 20,038
I AN
i=1 l
(357

This section represents the CSA factor in the model which consists of the cultural overlap

model (CO), days to start a business (T), geographic distance (GD), and entry mode (E).
The A term is a scale factor so users of the index can create a range that is most suitable

for their research.



CO, the second term in this section, comes from the cultural overlap model (Maseland,
2011). The cultural overlap model employs the concept of commonalities instead of the

concept of differences used by the cultural distance model. As stated by Maseland (2011)

Rather than distance to a cultural means, what matters to firms is
what segment of the population in a country has the same values as
the firm. We construct an overlap measure on the basis of a set of
values from the WVS. We show that it has significant effects on
MNE location decisions, while upon inclusion of this variable,
cultural distance has no significant effects. We conclude that
cultural overlap is a theoretically and empirically more relevant
conceptualization of cultural differences than cultural distance.

(p.1)

The more two cultures have in common, the easier it will be for international business to

expand from one culture to the other. Therefore it is postulated:

Proposition 1. The more two countries have in common culturally (higher CO number)

the lower the resistance to international expansion and thus a lower resistance number.

The third term is “days to start a business”. This variable is from World Bank’s World
Development Indicators (WDI). The time required to start a business (days) gives the
number of days required to complete the process, do the legal paper work etc., to start a
business in each of the over 200 countries covered in the WGI database. The number of
days to start a business is based on the fastest method possible. That means, if the firm
can pay extra to have the process expedited, that number of days is used in the database.
This is the fastest legally possible way to start a business for each of the economies

covered.

If it takes an abnormally long period of time to start a business in a certain country, the

firm may choose to not to invest in that country. Thus:

10



Proposition 2. The greater the length of time necessary to start a business, the higher the

resistance factor.

The fourth part of the CSA section in the resistance index is geographic distance (GD).
The GD is the distance between capital cities of countries. This variable is used due to
research results from several different sources, such as Rugman and Verbeke (2008), who
state that “Service quality can therefore also be expected to vary across geographic
space” (p.399). While others have also suggested geographic distance should be
considered (e.g.Sarkissian & Schill, 2004; Dodd, Frijns, & Gilbert, 2015), others, like
Aybar and Ficici (2009), have stated “there is ample evidence suggesting that geographic
distance raises the cost of transferring knowledge and technology, and dramatically
reduces the effectiveness of knowledge-sharing (e.g., Almeida & Kogut, 1999;
Branstetter, 2001; Keller, 2002; Storper & Venables, 2004)” (p.1321). Therefore, it is

proposed:

Proposition 3. The greater the geographic distance between two countries, the greater the

resistance.

The fifth factor is entry mode. The RI uses five types of entry mode: licensing, exporting,

joint venture, greenfield, and acquisition. Each entry mode is weighted differently based

on the difficulty and shown by E, through Es For example, to do licensing is a matter of
contracts between two parties. This is not difficult, but an acquisition is more difficult

because you have an equity investment, meshing of personnel, and cultural differences

11



that must be taken into consideration (Buono & Bowditch, 1989; Elsass & Veiga, 1994;

Very, Lubatkin, & Calori, 1996). Thus, it is postulated:

Proposition 4a. Resistance will be the highest for merger and acquisition entry mode.

Proposition 4b. Resistance will be lower for greenfield entry mode than for merger and

acquisition entry mode.

Proposition 4c. Resistance will be lower for joint venture entry mode than for greenfield

entry mode.

Proposition 4d. Resistance will be lower for export entry mode than for joint venture

entry mode.

Proposition 4e. Resistance will be lower for licensing entry mode than for export entry

mode.

The second part of the model follows:

e T95T(3.5 +45);\
7 * Gg

This represents the GSA factor in the model, which consists of six factors obtained from
the World Governance Indicators (WGI). These six factors are: Voice and
Accountability, Political Stability and Absence of Violence, Government Effectiveness,
Regulatory Quality, Rule of Law, and Control of Corruption. These six factors are
important components of the RI according to Bandyopadhyay, Roy, & Liu, (2015). They

state that corrupt countries “are characterized by burdensome regulations, which are

12



exploited by dishonest officials to extract bribes from traders, thereby driving up the costs
of trade” (p11). Also, Nunn (2007) says “contract enforcement explains more of the
global pattern of trade than countries’ endowments of capital and skilled labor combined”
(p570). Rao, Pearce, & Xin (2005) added the importance of governments in the
relationship of managers, their decision making, and the trust developed by them for

doing business in a specific country, stating:

Governments with a weak rule of law, high levels of graft and low levels of
accountability create uncertainty and undermine the development of trust
throughout society, reflected in working organizational relationships. Not only are
citizens cautious about engaging with strangers in the public sphere in these
opaque environments but also even trust in close business associates is
compromised (p116).

As can be seen here, the government plays a vital role in decision making for firms. A
firm is more apt to do business in a country whose government is more stable and less

corrupt. Thefore:

Proposition 5. Resistance will be higher, the lower the VVoice and Accountability.

Proposition 6. Resistance will be higher, the lower the Political Stability and Absence of

Violence.

Proposition 7. Resistance will be higher, the lower the Government Effectiveness.

Proposition 8. Resistance will be higher, the lower the Regulatory Quality.

Proposition 9. Resistance will be higher, the lower the Rule of Law.

Proposition 10. Resistance will be higher, the lower the Control of Corruption.

13



The last portion of the model is:

k210 P\
1-0.999 (W)

This section of the Rl model represents the FSA factor and is called firm preparedness.
Firm preparedness consists of 18 subcategories contained in the Asset 4 ESG database.
The Asset 4 ESG database is broken down into four main categories; governance,
economic, environment, and social which are further broken down into 18 subcategories:
Board Functions, Board Structure, Compensation Policy, Integration/Vision and Strategy,
Shareholder Rights, Margins/Performance, Profitability/Shareholder Loyalty,
Revenue/Client Loyalty, Emission Reduction, Product Innovation, Resource Reduction,
Customer/Product Responsibility, Society/Community, Society/Human Rights,
Workforce/Diversity and Opportunity, Workforce/Employment Quality,
Workforce/Health & Safety, and Workforce/Training and Development. Black,
Mendenhall, & Oddou (1991) state “Cross-cultural training enables the individual to
learn both content and skills that will facilitate effective cross-cultural interaction by
reducing misunderstandings and inappropriate behaviors” (p 120). Johnson, Lenartowicz,
& Apud also state “the inability of firms and their managers to adjust to the demands of
the international business environment has been advanced as a primary cause of
international business failures (Tung, 1982; Doremus et al., 1998; Ricks, 1999; Apud et

al., 2003)” (p525). Therefore it is proposed:

Proposition 11. The lower the firm preparedness, the greater the resistance.

14



As with all of the models there remains the question regarding what variables to use. The
unique advantage the RI has is that it can be used with different variables by simply

following the format set up for all variables in the model.

A closer look at the model reveals that all parts produce numbers between 0 and 1. This
makes all of the parts comparable on the same scale. In fact, a score of 0, for some
variables, means that the variable is very good and does not contribute to the resistance,
so it needs to remain in the model to show this effect. However, because this is a
multiplicative model, if any of the components equal 0 then the entire model equals 0 and

is worthless. The 1+ term turns all of the components into a scale from 1 to 2.

The advantage of the resistance index is that any variable can be eliminated and the index
still functions. Alternatively, another variable can be added just by making sure that the
variable is set to a 0 to 1 scale. For example, let’s say we want to add language
differences. If we have a quantified scale of differences, we simply set the number over
the max number possible in the set and we have a 0 to 1 scale. Then simply add 1 and
now the variable fits into the model with the same weight as each of the other variables.
What about weighting variables? Researchers and practitioners may feel that a particular
variable should be considered more than the other variables. The RI is flexible enough to
accommodate this in two ways. You can weigh the variable itself. For example, if you
feel the corruption variable should be given greater weight you can simply multiply it by
the factor you feel is appropriate. The second way you can weigh variables is by

grouping. For example, if you believe the GSA variable as a whole should be given

15



greater weight than the other variables you can multiply the group by a factor of your

choosing.

Another aspect of the RI is that you can give different characteristics to each variable, as
connoted by the exponents of the model. If you believe the variable takes a certain shape
(e.g. if a variable increases exponentially), then you can give it an exponent to show that
movement. For example Azman-Saini, Law, & Ahmad (2010) developed a model to
show that FDI “kicks in” only after a certain threshold in financial markets is reached.
This may be an important factor for larger MNCs, so they may want to incorporate this
model into the RI. This can be done in the RI on an individual level (not shown in the

model) or by group level (shown in the model).

Researchers as well as practitioners may have a model they believe best suits a certain
area of consideration in international expansion. For example Berry, Guillen and Zhou
(2010) have an equation for measuring political distance. Just as the cultural overlap
model was adapted for the RI, the political distance model can also be adapted and

implemented into the index.

As can be seen, the flexibility of the Rl makes it a tool potentially of use in both in
academia and the business world. The RI addresses many of the limitations of the CD
model, thus giving it more credibility for both practitioner and researcher. The CD model
is one dimensional in the sense that the difference between two countries is the same no
matter which country is the home country and which country is the host country. The RI

takes this into consideration with the addition of several other important variables. For

16



example, it adds entry mode and days to start a business are based on host country

factors.

Another drawback of the CD model is that the data used were gathered between 1967 and
1972. The data were from one U.S. company, IBM, and only management personnel
filled out the surveys. On the other hand, R1 uses data collected on an ongoing basis. The
days to start a business data is collected by World Bank on a yearly basis as is the entry
mode data from ease of doing business. The World Governance Indicators are collected
yearly. Thomson Reuters collects the Asset 4 ESG data on a yearly basis. CO uses data
from the World Values Survey, which is collected in waves every four years. The only
data not updated, so to speak, is the geographic distance between capitals. This is updated
as need be such as when a country may split or when it might reunite, such as Germany

when they consolidated with the German Democratic Republic.

For those concerned with the “distance” metaphor, the term “distance” is only used with
geographic distance. All of the other variables used are named according to the purpose
of the data gathered. Contrary to the CD model, the name of the RI is such that it will not
carry the implication of physical distance. Since Hofstede’s numbers have not been
updated, the CD numbers have remained the same for almost 30 years and can be seen as

fixed. However, the RI is continually changing as the data are updated from year to year.

How to Measure Resistance
The RI is based on the premise that it is a potentially useful tool for international
expansion decision making. The method used for calculating resistance is based on

Hofstede’s method when he explained his culture dimensions and how they were

17



measured. Hofstede gives the range and interpretation of his data. | quote from his web
site:
The scale runs from 0 - 100 with 50 as a midlevel. The rule of thumb is that if a
score is under 50 the culture scores relatively LOW on that scale and if any score
is over 50 the culture scores HIGH on that scale. In the case of IDV - the LOW
side (under 50) is considered ‘Collectivist’ and above 50 considered
‘Individualist’. A country with a score of 43 would be collectivist but less
collectivist than someone with 28 who is moving down toward the 0 mark.
As we can see from his explanation, Hofstede gives a range, a midpoint, and
interpretation of the meanings that can be ascertained from the results.
The reasoning behind the RI measurement is this same as Hofstede’s. There are several
factors in the equation, but when they are all converted to the same scale of 0 to 1 they
can be compared equally. As noted before, 1+ is added to the equation to prevent any
variable from equaling 0, which would then render the equation useless. Therefore, we
can find the range of the RI by multiplying the lowest number, one, six times for each
variable. Thus the lowest end of the RI range is one. We find the upper limit of the range
by multiplying two times six which results in 12. Accordingly, the RI produces a range
between 1 and 12. The midpoint is 6.5 (12-1=11/2=5.5+1=6.5) and, using Hofstede’s
logic, the higher the number the model produces above this point, the more difficult for
the firm to succeed in the questioned market. If the model produces a number below 6.5,
this would indicate an easier entry into the market in question. And continuing using this
same logic, if the resistance number produced is 4.2, entry is easier than it would be if the

number were greater than 4.2, but more difficult than if it were a lower number such as

2.4.
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Another feature of the RI that is of particular interest, especially to practitioners, is the
production of the top ten variables that have the highest input into the calculation. As
stated before, the higher the number for a variable the more difficult that area is or the
more resistance the firm will be faced with in that area. Use of this feature will help
managers in understanding the most difficult parts of the venture and give the practitioner

an opportunity to address these issues before commencing with the venture.

Strengths of the Model

One of the strengths of the RI is the fact that it contains full data for 214 countries. This
is possibly the most comprehensive set of country data used in any model for research in
international business expansion. Having such a large number of countries keeps all users
of the index away from having the problem described by Franke & Richey Jr (2010):
“Regardless of the care taken in other aspects of research design, comparing small
numbers of countries will hamper successful generalizations in IB research” (p1290).
Franke & Richey Jr. also endorse the use of a broad “array of settings, measures, and

methods” (p1290).

Coopetition is a novel idea introduced by Luo (2004). Luo discusses the role of
government interacting with MNCs as both, the government and the MNC, having their
own agendas which may be competing with one another, but also realizing they must
cooperate with one another. He also points out that there is a big difference between
governments of emerging markets and governments of developed markets. The WGI
database takes into consideration government factors and allows the R1 to employ these

differences in the outcomes of the resistance factor. Luo’s research also deals with firm
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attributes and how they play a part in negotiations with governments. Many of the
attributes mentioned are covered in the ESG database used like a lubricant to smooth the
expansion. This corresponds to what Luo is purporting in his paper. In a similar vein,
Witt & Redding (2009) look at the differences of executives and how they perceive
economic environments. The authors believe that executives’ perspectives are important
in decision making with regards to international business. They quote Ralston et. al.
(1997) “When an individual incorporates both national culture influences and economic
ideology influences synergistically to form a unique value system that is different from
the value set supported by either national culture or economic ideology” (183). This is a
perfect example of the need for models that incorporate more than just one variable like
CD. The most interesting part of this statement is that all three of the areas of concern are
covered by the RI. Practitioners can use the RI to evaluate different countries they may be
interested in expanding to and choose accordingly. For example, should a firm choose
between going to Colombia or Vietnam? This is not a simple one dimensional decision
that needs to be made but one that involves many factors. For example, according to the
CD model, the distance from the United States to Colombia is 4.3 and to Vietnam it is
3.7. Using the CD model, a firm would be inclined to expand into Vietnam as opposed to
Colombia. But when we take a closer look at the situation, we can see the geographic
distance is considerably different. This difference has to have an effect on shipping costs
and time to receive goods. Colombia is Spanish speaking, which is a familiar language to
a lot of people in the United States, but the Vietnamese language is not familiar to most
people in the United States. This language barrier could create difficulties in contract

negotiations. From this example, we can see some of the drawbacks of the CD model.
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The RI for this same scenario shows a greater resistance in going to Vietnam than going
to Colombia from the United States. In the RI, a firm can customize the input factors they
desire to look at and weigh them accordingly and then make comparisons. In this
example, they could input language differences as a variable, and if the products involved
are time sensitive, they can weigh the geographic distance more heavily than other

variables.

Conclusion

In the world of international business, both practitioner and researcher look for ways to
better understand cross-border expansion. Theories such as transaction cost have been
used for decades to explain this expansion, and the RI is a tool that assimilates the bases
of transaction cost to better enlighten our understanding of this process. Other theories
such as institutional theory and the eclectic paradigm can also be merged into the RI
model and, to a certain extent, already have been incorporated, with the inclusion of the
geographic distance variable and firm variables through Asset 4 ESG. Other theories
could be integrated and the RI expanded or contracted according to the needs of the user.

As can be seen, the strength of the Rl is its flexibility.

The RI was created to be more comprehensive for international expansion than the CD
index. As explained previously, the CD model is based on limited elements while the Rl
fewer limitations. As Luo and Shenkar (2011) state, “The fixation on cultural “‘distance’
has clearly constrained the scope of theory development in international business” (p12).

The RI is a movement away from this “fixation” into an area of unlimited possibilities.
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An undertaking of this magnitude is not without its limitations. The RI has incorporated
variables that were deemed pertinent for consideration to international expansion.
However, it would be difficult to conceive that all variables of interest could be
incorporated into one index. If a researcher does not want to use the CSA, FSA, and GSA
format, it is understandable. Kwon and Konopa (1993) found no significance for
geographic distance in their research. Therefore, it may be argued that it should not be

used in the RI.

Using Asset 4 ESG, while considered one of the best measures of sustainability, could be
construed as less rigorous than the Bloomberg ESG data or Goldman Sachs’ ESG.
Therefore Asset 4 ESG could be replaced by either one of these datasets. It is also
possible to contend that ESG does not adequately describe the firm’s capabilities of
expanding internationally. Firms may have proprietary capabilities that they want to
figure into the equation instead of ESG. Researchers may want to use industry variables

instead of firm variables to better understand the phenomenon of interest.

The variables of interest used in the model may constitute a limit to the RI, but its
flexibility more than compensates for this limitation. This flexibility also makes the Rl a
tool with unlimited potential. The world of business, and international business in
particular, is always changing, evolving, and growing. The RI is capable of changing
with the addition or subtraction of variables. The RI is evolving into a more sophisticated
index as weights and exponents are adjusted to meet the varying needs of businesses. The
RI is capable of growing into as complex an indicator as a researcher or practitioner may

need.
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It is unknown what the future of international business will be, but we can rest assured
that it will consist of new theories, new datasets, new phenomena of interest and new
approaches to deal with these changes. With the RI, researchers will have a tool that is
capable of integrating the changes in all of these arenas. Practitioners will be able to use
the RI to better understand the changes and help formulate new strategies as needed in

the future.
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STUDY TWO

Introduction

The subject of culture and the role it plays has been the study of researchers for
many years. The Malinowskian Delemma (1922) questioned how researchers can look at
different cultures and make unbiased assumptions about those cultures. Today the
debates still linger on how best to look at culture and its effect on business decisions. In
1980 Geert Hofstede published “Cultures Consequences” in which he classified national
cultures by four dimensions. These dimensions have been used extensively in many areas
of business analysis. Kogut and Singh (1988) created an index for measuring “distance”

between countries based on Hofstede’s dimensions.

4
cDy = > {(y = 1) v} /4

i=1

Where [;; stands for the index for the ith cultural dimension and jth country, V; is
the variance of the index of the ith dimension, u indicates the United States, and CD; is
the cultural difference of the jth country from the United States (Kogut & Singh, 1988; p.
422). This index has become known as the Cultural Distance index (CD) and has been

widely used by researchers as well as practitioners.

As of 2017 the simplistic measures of the CD model continue to make it popular.
Still, there is a question of the usefulness of the CD model. Harzing, and Pudelko’s
(2016) paper is entitled “Do we need to distance ourselves from the distance concept?
Why home and host country context might matter more than (cultural) distance.” While

Zaheer et al. (2012) say “international management is management of distance’’(p. 19),
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Harzing and Pudelko (2016) found that “ the explanatory power of distance is highly
limited once home and host country context are accounted for” (p. 1). Consequently, they
call for a more comprehensive advanced model.

Popli and Kumar (2015) state in response to the many pleas for more advanced
models, “We respond to the calls of prominent scholars for novel conceptual efforts
(Shenkar, 2001, 2012; Tung and Verbeke, 2010; Zaheer, Schomaker, and Nachum, 2012)
in a more holistic manner to capture the effect of CD. Specifically, we reflect and build
on the argument that “the firm itself plays a role in the ramifications of distance’ (Zaheer
etal., 2012, p. 24)” (p. 528). However, their answer is the marginal cultural distance
model (MCD), and it too uses the CD model of Kogut and Singh. Thus, it is vulnerable to
the same criticism as this component.

One outcome of this critical examination of the CD is the realization of a need for a more
comprehensive model. A model is needed that can consider different aspects of business
and incorporate several dimensions into one index. The Resistance Index (RI) was
created to meet the needs of practitioners dealing with global expansion and researchers
looking for a more robust index to explain the many varied facets involved in

international expansion.

As pointed out by Shenkar (2001), the Cultural Distance (CD) model is often used
when looking at success or failure of an international venture. In Shenkar’s (2001) award-
winning paper, he systematically critiques the aforementioned CD model. In one of the
most notable and probably most quoted statements, Shenkar states, “The appeal of the

CD construct is, unfortunately, illusory” (p. 520), going on to state the problems of CD
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and the reason for the paper. He says of the CD model, “It masks serious problems in
conceptualization and measurement, from unsupported hidden assumptions to
questionable methodological properties, undermining the validity of the construct and
challenging its theoretical role and application” (p. 520).

The RI attempts to address these issues with a more advanced and comprehensive
index. The RI is constructed so that it is flexible yet powerful. It takes into consideration
three different areas of concern: firm specific advantages (FSA), country specific
advantages (CSA), and government specific advantages (GSA). These areas are covered
using different databases, all readily available with the exception of Asset 4 ESG (ESG)
which is used for FSA. GSA is covered by the World Governance Indicators (WGI) from
World Bank and uses six categories: Voice and Accountability, Political Stability and
Absence of Violence, Government Effectiveness, Regulatory Quality, Rule of Law, and
Control of Corruption. CSA is represented by the following: Entry Mode (derived from
Ease of Doing Business from the World Bank; Geographic Distance (from capital cities
to capital city); Days to Start a Business (from World Bank); and the Cultural Overlap
model (from Maseland, 2011) which uses data from the World Values Survey (WVS).
The inclusion of these different aspects should result in a robust index that may be more
accurate in making predictions than the CD.

Literature Review

The CD was created in 1988, but this was not the first attempt at measuring
differences between countries. In 1977 Johanson and Vahlne (1977) introduced the
“psychic distance” model, since used extensively as is corroborated by the fact that is has

over 10,000 Google citations. Other researchers have created models trying to measuring
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international expansion with less success (e.g. Berry, Guillen & Zhou, 2010; Popli &

Kumar, 2015).

To this end, Nebus, and Chai, (2014) state the following:

The IB literature of the past thirty-five years which addresses the concept
of “psychic distance,” and its offshoot “cultural distance,” can be
characterized as nothing short of prolific, pervasive, and provocative. The
literature is prolific as more than seventy nine empirical studies include
psychic or cultural distance as an antecedent or moderator (Harzing and
Christensen, 2004; Kirkman, Lowe and Gibson, 2006; Tihanyi, Griffith
and Russel, 2005). It is pervasive as it has been used to explain many
different outcomes in different literature streams from entry mode (Kogut
and Singh, 1988; Morosini, Shane and Singh, 1998; Reuss and Lamont,
2009), export behavior and trade flows (Brewer, 2007;Dow, 2000;Dow,
Douglas, and Karunaratna, 2006), sequence of internationalization
(Nordstrom and Vahine, 1994), to strategy (Sousa and Bradley, 2006) and
organizational performance (Evans and Mavondo, 2002; Holzmdiller and
Kasper, 1991). Finally, it has been provocative in that there have been no
less than twelve theoretical articles whose sole purpose is criticizing or
commenting on the psychic, or cultural, distance construct or its
operationalization (Bae and Salomon, 2010; Drogendijk and Zander, 2010;
Evans, Treadgold and Mavondo, 2000; Shenkar, 2001, 2012; Shenkar,
Luo and Yeheskel, 2008; Smith, 2010; Stottinger and Schlegelmilch,
2000; Tung and Verbake, 2010; Zaheer, Schomaker and Nachum, 2012)

(p. 8).
Zaheer (1995) called attention to the idea of liability of foreignness. Liability of

foreignness was used to show that differences between countries have an effect on the
success of a foreign business. This has morphed into an area that encompasses many
different aspects of business such as institutional distance, cultural distance, and
geographic distance. Experience of a firm’s top management team has been shown to
help reduce the liability of foreignness (e.g. Miller and Eden, 2006; Zaheer and
Mosakowski, 1997; Salomon and Wu, 2012). Liability of foreignness has certainly had a

positive effect on the popularity of the CD model.
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The CD model is not only used for international management, but has found its
way into the area of finance. Dodd, Frijns, and Gilbert (2015) look at the effect of CD on
whether a firm decides to cross list their stock or not. The results indicate that it depends
on whether the firm is from an emerging country or not. “We document that cultural
proximity is an important consideration for cross-listing destination for companies from
developed markets but appears to be dominated by other motivations for companies from

emerging markets” (p. 738).

Another way in which CD is used is to explain interstate conflict. For example,
Bove, and Gokmen (2016) take an interesting slant on CD in their article titled “Cultural
distance and interstate conflicts.” Their research shows, “The empirical evidence points
consistently towards the importance of cultural distance in explaining the odds of inter-
state conflict” (p. 10). However, they use three different types of measurements for
cultural distance: the CD model, the improved model by Kandogan, and a model based

on the WVS, and all show how important CD can be regardless of the way measured.

Colakoglu and Caligiuri (2008) look at the CD effect on expatriates and found
that the higher the CD, the higher percentage of expatriates there are and the lower the
subsidiary performance. If there is a greater need for home office control required by
greater CD, then it stands to reason, as Black, Mendenhall, and Oddou (1991) said, that
training in this area is of vital importance.

While CD has enjoyed success in many facets of business, it has also encountered
its share of criticism. Dikova and Sahib (2013) point out several inconsistencies of CD.

They used CD to look at cross border acquisitions and found that experience was the
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main factor of consequence. The authors also compared the 2004 nine-dimension
GLOBE study to Hofstede and found similar results. Siegel, Licht, and Schwartz (2013)
also used a Schwartz (1994) dimension called egalitarianism (equality) to test its effect
on foreign direct investments (FDI). They found that egalitarianism was negatively
related to FDI at a statistically significant level. They also found these results to be
robust, even when using different measures: Hofstede’s (2001), GLOBE (House et al,
2004), and Power Distance (Berry et al. 2010). Research like this suggests we need to use

more than just a cultural dimension when looking at international expansion.

Ahammad, Tarba, Liu, and Glaister (2016), who give many examples of recent

research and the results, state the following:

The exploration of cross-cultural differences in merger and acquisition (M and A)
has yielded inconsistent and perplexing findings (Gomes, Angwin, Weber, and
Tarba, 2013; Gomes, Weber, Brown, and Tarba, 2011; Teerikangas and Very,
2006; Weber and Tarba, 2012; Weber, Tarba, and Reichel, 2009, 2011). Several
studies conducted in the last two decades show that cultural differences have a
negative effect on M and A performance, but other studies have explicitly
indicated that cross-cultural differences affect both negatively and positively M
and A performance (e.g., Ahammad and Glaister, 2011a, 2011b; Reus and
Lamont, 2009; Sarala and Vaara, 2010; Slangen, 2006; Vaara, Sarala, Stahl, and
Bjo'rkman, 2012; Weber, Tarba, and Rozen Bachar, 2011; Weber, Tarba, Stahl,
and Rozen Bachar, 2012) (p. 66).

These authors look at the national culture versus the organizational culture and find a

negative relationship on performance if the two types of culture are different.

Nebus and Chai (2014) make a good point when they ask the question: should we
just jettison the model? The answer they give is no; however, to many researchers the

answer is not clear. Do we continue to use a model that has dubious results and call it
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significant research, or do we in fact jettison the model? Until we have something better

in place, we may never agree on the answer to this question.

In light of this dilemma, the RI was created. The object of this paper is to
understand the advantages of the RI and to explore whether it provides a useful
supplement to CD, or even a possible replacement. Consequently, this paper will

systematically compare the two models.

Comparison of CD and the RI

Shenkar (2001) points out several areas of concern regarding the CD model in his
paper. Each of these will be covered point by point and compared with the RI. Shenkar’s
(2001) first point is “the use of CD in the foreign investment literature” (p. 520). He
critiques the use of CD in foreign investment decision making concerning which
countries provide a favorable setting for international expansion. The theory is that the
greater the CD between two countries, the less likely a firm would be successful in an

investment. The research that has been done has produced mixed results.

One feature of the RI is that it enables identification of the variables that have the
highest significance in the calculation allowing analysis of the favorability (or lack
thereof) for international expansion. Using this feature will help in understanding the
most difficult parts of the venture and give the practitioner an opportunity to address

these issues before commencing with the venture.

The CD model has other flaws, as pointed out by Beugelsdijk et al. (2015) in their

development of the cultural overlap model. The CD is mean based, but Beugelsdijk et al.
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believe the more appropriate measure would be variance based. They develop a variance
based model by using WVS, which uses individual responses to ten questions contained
in the database. This cultural overlap model uses these values to then determine “cultural
distance” as they call it, but I would prefer to call it “similarities” as used by Maseland
(2011). They empirically tested the variance based model and found it to be “a more
accurate proxy of the liabilities of foreignness faced by internationalizing firms than
traditional mean-based measures of CD do” (p. 179). Au (1999) also proposed a variance
method for looking at culture with the intra cultural variation (ICV). Once again WVS is
used, because it samples many individuals from different demographics over different
periods of time, thereby addressing some of the drawbacks of Hofstede’s research.
However, since the CD model is a mean based index, which is one of the reasons for its
being criticized. It is interesting to note that Kogut and Singh themselves stated in their
seminal piece, “The results should be interpreted with care” (p. 427). Another critique of
the CD model is that it has been used with little critical attention, which is obviously
contrary to what the authors had in mind. Taras, Steel, and Kirkman (2016) also weigh in
on the extensive uses of CD. They voice the same concerns that Beugelsdijk et al. (2015)
have, quoting Tov and Diener (2009, p. 33) who warn, “By equating entire nations with
single cultures, we risk overlooking important differences within nations, as well as
similarities that extend beyond national borders.” This is further justification for the use
of CO as one component of the RI. Beugelsdijk and Maseland (2010) attest to the use of
culture in the realm of economics and how it helps in building a “more comprehensive

and realistic theory” (p. 75).
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Taking the idea of variance a step farther, Axelrod (1997) addressed the
convergence or divergence of cultures. Axelrod’s model helps to explain why we have
regions, nations, and so forth due to commonalities and how these beliefs transition over
boundaries, “It treats culture as the attributes that social influence can influence” (p. 222).
This would be consistent with the idea of using WVS data since these data are on an
individual level and thus take into consideration what Axelrod demonstrates can be
influenced and what cannot be influenced on the individual level that will have an effect
on culture. Understanding how different influences might affect outcomes is important in
understanding international business. Williamson (1981) was well aware of the need to
consider more than one influence when he quoted Friedrich A. Hayek, “his (Friedrich A.
Hayek) insistence that attention to the details of social processes and economic
institutions was made necessary by the ‘unavoidable imperfection of man's knowledge’
(1945, p. 530)” (p. 1541).

To take this idea a step further, Johnson, Lenartowicz, and Apud (2006), in their
study of cross cultural competence (CCC), found that “studies of CC in IB tend to ignore
the larger environments in which expatriate managers operate: the economic, political,
and technological environments, for example, that can make an overseas assignment
particularly challenging, as well as the contextual influences that can impede effective
cross-cultural communication (Von Glinow et al., 2004)” (p. 526). They assert that
research is being confounded by other variables not taken into consideration such as
language, economy, politics, and legal systems, while recognizing that knowledge of

culture is also important.
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The RI takes into consideration many of the aspects these authors bring to light.
Using the WGI data takes into consideration the political issue by looking at the political
stability of a country, the control of corruption, and other factors. The economic concern
is addressed by using data on contract enforcement, openness of people to foreign
investments, and other similar variables. Rl attempts to address the concerns about
contextual influences by incorporating data from Asset 4 ESG. In the social category of
ESG, a firm’s training program is rated according to international components. The board
is evaluated on its national diversity, since the more diversified the board is, the more
capable it is of understanding different cultures, and the better to assimilate them into the
corporate culture. Black, Mendenhall, and Oddou (1991) state, “Cross-cultural training
enables the individual to learn both content and skills that will facilitate effective cross-
cultural interaction by reducing misunderstandings and inappropriate behaviors” (p. 120).
Johnson, Lenartowicz, and Apud also state, “the inability of firms and their managers to
adjust to the demands of the international business environment has been advanced as a
primary cause of international business failures (Tung, 1982; Doremus et al., 1998;

Ricks, 1999; Apud et al., 2003)” (p. 525).

Ambos and Hakanson (2014) also call the use of the metaphor “distance” into
question as well as the CD model, of which they state, “The popularity of the index was
primarily due to the ease of its computation with little or no consideration of its validity
and reliability” (p. 2). They even call into question Hofstede’s data, given it was done
only within one large U.S. based company (IBM) and the survey was only given to the

management personnel. They even go so far as to state the use is “untenable”, citing other
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articles (Brewer, 2007; Hakanson and Ambos, 2010; Harzing and Christensen, 2004;

Sousa and Bradley, 2006; Stottinger and Schlegelmilch, 1998) as corroboration.

The Rl is easy to use since it is a multiplicative index that includes data from
well-known sources (e.g., World Bank and World Values Survey). The ease of use is
complimented by the comprehensiveness of the index. This comprehensiveness is
accomplished with variables covering areas of government, country, and firm.
Incorporating these diverse variables adds to the validity of the model, while the use of

well-known databases adds to its reliability.

There are other drawbacks to the Hofstede data as pointed out by Taras, Steel, and
Kirkman (2012). They point out how problematic it is to use data collected from 1967 to
1973 fifty years later. Again, these issues are avoided in the RI by using databases that
are updated systematically on a yearly basis. The WVS, used in calculating the CO, is

collected every four years but this is still better than using older, static data.

Concerning entry mode, Shenkar goes on to mention that the results of many
studies are mixed (Benito and Grisprud, 1992; Padmanabhan and Cho, 1996). He cites
many situations regarding CD and foreign direct investment (FDI), calling attention to
the different results produced. The theory underlying Shenkar’s study is the closer the
cultural distance, the less control that is needed, whereas the greater the distance, the
more control is needed. Entry mode is then based on control, for example greenfield
(constructing new facilities outside of parent country) or acquisition (greater control)
would be used when there is greater CD, but exporting or licensing (less control) would

be used for closer proximities. From a transaction cost economics point of view, the more
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distant the country, the higher the transaction costs for several reasons such as
transportation costs (Kwon and Konopa, 1993) or transferring of capabilities (Buckley
and Casson, 1976; Scott, 2003). The bottom line is that, while CD is used to predict entry
mode, the CD model only considers entry mode from one perspective, the cultural
dimensions defined by Hofstede. As Shenkar points out “Gatignon and Anderson (1988)
acknowledge that CD does not fit very well within the transaction costs argument” (p.

521).

The RI has a component for entry mode and evaluates each scenario on the bases
of which entry mode is chosen. The RI uses five types of entry mode: licensing,
exporting, joint venture, greenfield, and acquisition. Each entry mode is weighted
differently based on the difficulty to achieve each entry mode. For example, to do
licensing is a matter of contracts between two parties, generally not very difficult. An
acquisition, on the other hand, is very difficult because an equity investment, meshing of
personnel, and overcoming cultural differences must all be taken into consideration
(Buono and Bowditch, 1989; Elsass and Veiga, 1994; Very, Lubatkin, and Calori, 1996).
Joint ventures are somewhere in between, with more difficulty than licensing but less
than acquisitions, because there is a partner involved who should make some of the
transitions easier and possibly share the equity outlay. Therefore, the advantage of the RI

model is that it incorporates entry mode.

From a transaction cost point of view, as Shenkar points out, results using the CD
model are mixed; consequently, we cannot assume that CD alone is responsible for

results. As mentioned before, Williamson points out the need for more factors to be
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considered when looking at transaction costs and international expansion. The RI model
takes many factors into consideration that can help explain cost transactions. The RI
looks at the government of the host country, its ability to enforce rules and contracts, the
stability of the government, and its level of corruption. Since all of these factors are taken
into consideration, as well as geographic distance that may affect transportation costs and
firm capabilities, the Rl is a relatively comprehensive instrument with regards to

transaction costs.

The third main point Shenkar makes concerns affiliate performance. Again, he
points out results cited from other authors such as Park and Ungson (1997) who report
that the greater the cultural distance, the better the success rate of joint ventures. Kogut
and Singh (1988) reported findings in opposition to Park and Ungson’s (1997) findings
indicating the greater the distance the less chance of success. Again, the RI is designed to
provide a more detailed analysis of issues like poor affiliate performance by the use of
firm variables that will aid in the successful transition and incorporation of affiliates. This
is accomplished through eighteen subcategories of the Asset 4 ESG database by Thomson
Reuters. These subcategories cover such things as board diversification and international
training of employees, as well as other variables valuable in international expansion.
Consequently, the Rl model figures into its calculations the ability of the firm to cope
with international expansion, giving these firms a better chance of success. Another
factor is that lower scores on Asset 4 ESG data suggest a firm is not well equipped to
handle the various obstacles they will be confronted with undertaking an international

expansion.
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Hidden Assumptions, Conceptual Properties, and Methodological Issues

Shenkar next looks at what he calls “hidden assumptions” of the CD model and
categorizes them into two groups, conceptual properties and methodological properties.
Shenkar defines each area as follows: “Conceptual properties produce illusions that are
the core of the CD construct and undermine its validity within the context of FDI
theories. Methodological properties present instrumentation and measurement biases that
distort the accurate measurement of cultural differences; they are most closely associated
with the Kogut and Singh (1988) index but address broader measurement issues as well”
(p. 522-523).

Shenkar breaks down conceptual properties into five areas. His first point is the
illusion of symmetry (p. 523). Distance, by definition, is symmetric. The distance from
point A to point B is identical to the distance from point B to point A. Shenkar points out
this is an illusion because with geographic distance it is symmetrical, but when looking at
countries, it may be different for a firm from country A going to country B than it is for a
firm from country B going to country A. The CD model does not consider this difference,
as the model produces the same number regardless of direction of movement. Thus, it
implies that it is no more difficult for a firm from a developing country to go to a
developed country than it is for a firm to go from a developed country to a developing
country. Researchers and practitioners alike know this not to be the case, and that the
differences are part of what requires different strategies.

The RI is well suited to address this situation in the method for handling data,
because it looks at government variables based on the host country. Consequently, there

is generally a difference between the government of a developed and a developing
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country, and this difference is incorporated into the analysis. The other factor that should
be taken into consideration is the firm itself. Institutional theory tells us that a firm is
influenced by other firms around it, and therefore it stands to reason that firms from
different countries should be somewhat different from one another, but perhaps not so
different from firms in the same country or other countries with similar governments.
Again, this is taken into consideration by using the variables from the ESG database.

Shenkar’s second point is the illusion of stability. Measured at a single point in
time, CD is implicitly assumed to be constant (p. 523). Shenkar points out that there are
several points of view that do not hold to the theory that culture changes very slowly. The
CD model uses Hofstede’s cultural dimensions from a study done in the late 60s and
early 70s. For the CD model to be relevant it must assume that culture changes slowly
and incrementally. It is over forty years since Hofstede collected his data. While he and
other researchers have updated some of the data and expanded it slightly, much of it is
still based on the original data collection. The numbers used for CD are based on the
updated Hofstede numbers. But we must keep in mind that not all of the data were
updated by resampling all of the management people in IBM, as was the situation in the
first sample. So the problem remains that a lot of the data may be outdated and there is no
systematic approach to collecting these data on an ongoing basis.

The RI model uses databases that are systematically updated regularly. The only
data not updated is the geographic distance which remains constant unless there is a
change in country status (new country created or two countries merge to form one), in
which case the data are updated accordingly. The WGI data are updated yearly as are the

ESG data. The WVS data are updated by waves in which data are collected over a four
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year period of time so new data are disseminated every four years. The other data base
that is used to produce the weighted entry mode figures is updated annually. All of this
has the effect of keeping the RI relevant over time. If the culture does change slowly, that
will be shown in the waves from WVS and figured into the model. Therefore, the RI
model does not have issues with measures becoming outdated.

Shenkar’s third point is the illusion of linearity. Also embedded in the distance
metaphor is the assumption of linear impact on investment, entry mode and performance
(p. 523). Shenkar points out discrepancies in assuming that there is a certain sequence of
events when choosing to use the CD model. Shenkar refers to expatriate literature and the
fact that some research has shown that expatriates have issues with different cultures
whether they are close or distant, citing Brewster (1995) and O'Grady and Lane (1996) as
examples. The RI takes this human element into consideration in the calculation of the
model. The model uses subcategories of Asset 4 ESG, of which several items point to
employee preparation. One specific subcategory is international training which
emphasizes the training, or lack thereof, of employees in order to educate them
concerning international differences in diverse areas. This investment is intended to lower
expatriate turnover and increase productivity. Several studies show that with cultural
training there is marked improvement in expatriate performance (e.g., Colakoglu and
Caligiuri,2008).

The fourth point is the illusion of causality. An implicit assumption in much of
the literature is that CD has a causal effect on the FDI pattern, sequence, and
performance. The connotation is that culture is the only determinant of distance with

relevance to FDI (p. 524). Shenkar provides several examples of research that show many
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factors that contribute to decision making when international expansion is considered.

Those factors range from geo-culture distance (Goodnow & Hansz, 1972) to language

(Buckley & Casson, 1976) to political instability (Thunnell, 1977). Practitioners know
that decisions of this nature and magnitude are not contingent on one factor such as the
CD model.

Consequently, the Rl model takes into consideration country variables, firm
variables, and government variables. With reference to the three areas just mentioned, the
reference to language was not taken into consideration in the RI. This was due to the
difficulty of quantifying differences in languages. Most cases that use language and
quantify it use 1 for same language and 0 for different. This does not take into
consideration language commonalities. An individual who speaks Dutch, for example,
generally can understand someone who speaks German because Dutch is a Germanic
language, but is less likely to understand Arabic or Mandarin Chinese.

The RI does incorporate the area of political instability, mentioned by Thunnell (1977) in
the use of the WGI database of which one of the six variables is Political Stability and
Absence of Violence. The other variables, VVoice and Accountability, Government
Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption are also
valuable in better understanding the political stability of a government.

Brown, Rugman and Verbeke (1989) argue that “the combination of economic
and cultural factors creates firm specific assets, which can cause failure” (p. 524). They
add to this analysis by bringing into the conversation the idea that a combination of
factors may bring results that each individual variable would not show. The RI

automatically incorporates this idea that results may differ in combination because
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cultural factors are considered with the inclusion of the cultural overlap model and
economic factors are considered using WGI, Entry Mode, and Days to Start a Business.
Since these variables are being combined into one model, the resulting analysis includes
the combined effects of all the variables.

The fifth point in the conceptual properties area is the illusion of discordance.
“The implicit assumption that differences in cultures produce lack of “fit” and hence an
obstacle to transaction is questionable” (p. 524). Shenkar’s main point here is that there is
such a thing as complimentary situations, and this would include cultures. Indeed,
complementarity is the reason for most acquisitions and international joint ventures.
Firms are looking for other firms that have something they need or want, and they can get
that something by acquiring or partnering with another firm. A simple example is if a
firm from country A wants access to the markets in country B, it might be easier to
partner with a firm that already has a presence in the marketplace in country B than to
enter directly and alone. A newer phenomenon now is the acquisition of a firm in country
B that has certain tax advantages that would be beneficial for a firm from country A. This
situation is hard to program into any model, and it is especially difficult to find a proxy
that is predictably updated. But the main point is that the distance measure is not
necessarily harmful as long as other factors are taken into consideration. The objective is
to show precisely what Shenkar is referring to when he addresses the shortcomings of the
CD model, in that there are factors other than CD involved in FDI. It is in this light that
the RI has included the many variables it has in an attempt to cover as many
considerations as possible when analyzing international expansion. RI incorporates

seventeen variables for country factors, six governance factors, and eighteen firm factors.
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Moving on to what Shenkar calls the “Methodological Properties” (p. 524), he has
three areas of concern, “The Assumption of Corporate Homogeneity, The Assumption of
Spatial Homogeneity, and The Assumption of Equivalence” (p. 524-525).

The first area, The Assumption of Corporate Homogeneity, is “The CD index
used to measure the construct relies on national culture measures and implicitly assumes
lack of corporate culture variance, an assumption that lacks support (e.g., Hofstede,
Neuijen, Ohavy and Sanders, 1990)” (p. 525). Shenkar uses the example that corporate
culture may influence national culture beliefs, but points out that it may be for good or
for bad, citing Laurent (1986) and Schneider (1988) as just two examples. As posited
before, the CD model does nothing to consider direction of movement, and this is a
similar situation with cultural variance. It stands to reason that if there are differences in
national cultures, there would be differences in firm culture and national culture. The CD
model only looks at national culture, although there are those who might argue since
Hofstede gathered all of his data from one firm, IBM, that there might be a firm culture
involved. This reasoning would then leave the CD model completely vulnerable to
questions because it would only measure IBM’s firm culture differences in different
countries, not different country cultures. It does not appear other researchers believe
Hofstede measured firm culture alone since they have used this measure for national
culture for over forty years. However, we find another issue with the CD model as
exposed by Shenkar. The RI has taken this issue of firm culture versus national culture
into consideration and uses the ESG data as the measure of firm culture and CO as a
measure of national culture. The ESG data are on a scale of 1 to 100 with 100 being the

best. So if a company implements a rigorous international training program it may score
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100, while a firm with no international training program may score a 0. With eighteen
categories covering firm governance, economics, social, and environmental concerns the
RI attempts to quantify firm culture. Consequently, when researchers talk about the
interaction of firm culture and national culture, both aspects can be considered in the RI.

The second point “The Assumption of Spatial Homogeneity” (p. 525) is defined
as “Measuring distance from one national culture to another, the CD index assumes
uniformity within the national unit” (p. 525). Shenkar goes on to say “evidence suggests
that intra-cultural variation explains as much if not more than intercultural variation (Au,
2000)” (p. 525). The CD model, through the use of Hofstede’s numbers, assigns a
number to a country, a technique brought into question by Shenkar (2001), Au (2000),
and others. It is this situation that moved Maseland (2011) to create his CO model to
measure culture. Instead of measuring the mean or average of the data Maseland uses a
variance model that considers intra-cultural variation instead of inter cultural variation.
This was the reason the CO model is used instead of the CD model to represent national
culture in the R1. As mentioned previously in this paper, researchers have shown the CO
model using variance to be preferred to the CD model that uses only mean.

The last point is “The Assumption of Equivalence” (p. 525). Shenkar points out
that the CD model is suspect, just as Hofstede’s data are suspect. The use of one
company’s data and the one-time collection of data caused Shenkar to break down the
work into two areas of concern. The first area deals with the updating of the data.
Shenkar points out that Hofstede did add a dimension, but it is seldom used and not well
supported. However, Shenkar’s attack on the updating of the model is not often done,

since most researchers simply add something to the CD model. For example, when
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Hofstede updated his information or added another dimension, many researchers simply
used the original CD model but modified it to reflect five dimensions instead of four.
Others have used the GLOBE (House et al., 2004) data with the same model by
incorporating these same changes. The idea is the same in that each GLOBE dimension is
subtracted from the other with the difference squared and divided by the variance of the
dimension, then divided by the total number of dimensions usually being nine with
GLOBE. So in this sense the model is still used and considered relevant. In defense of
Kogut and Singh, others (e.g., Popli and Kumar, 2015) have already made changes or
“improvements” to the model. Given the wide acceptance and use of CD, many
researchers probably see no reason to change the framework of the model. The RI
includes multiple variables giving it a more comprehensive result. Yet these variables can
be changed, deleted, or added to, and thus the RI lends itself to updating continuously.
The present variables are continuously updated, so if the index is changed it can still be
considered current as long as the existing variables are updated systematically. Therefore,
the R1 is not very vulnerable to becoming outdated.

The second point is the assumption that everything is equivalent. By this Shenkar
means that some measures are more important from others, but this is not reflected in the
CD model, although even Kogut and Singh demonstrate that some of the dimensions may
be more influential than others. The CD model gives each dimension the same weight,
thus those that may be more influential are not given adequate consideration. With the RI
model, each variable, as well as each composite, can be weighted. So if the researcher
wants to give international training a greater weight, it is possible within the RI. It is also

possible to weight the overall composite such as the WGI factors. Weighting can be done
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in several ways such as using a multiplicative weight. For example, if the researcher
believes training should be given double the value of the other ESG variables, the
researcher simply denotes the weight of the variable in the formula. If the desire is to give
more weight to the government section of the model, they can do the same thing, with
that element. A strength of the RI is that if you believe a factor acts in a different manner
such as growing exponentially, this too can be addressed.

In closing, Shenkar mentions that “the “distance” metaphor is translated into a
focus on what sets cultures apart but not on what might bring them together” (p. 526).
The RI uses data that are mostly on a continuum of what could be considered most
effective to least effective and as such shows how to bring together that which may be
viewed as distant. As Shenkar has pointed out, the metaphor “distance” can cause a
problem with interpretation, so this is a reason for not having a distance variable other
than the geographic distance variable in the RI.
Limitations

One limitation of the RI is that it is so much more complex and harder to compute
than CD. While the strength of the RI is its comprehensiveness and flexibility, these
characteristics can also be limitations. The RI can incorporate other data sets and updated
versions of existing data sets, but whatever data are added must be in exactly the same
form as the existing data sets. For example, if the new data set being added is based on
countries, all of the countries in the new data set must be named exactly the same as they
are in the other data sets being used. For example, you cannot have one data set using
“Congo” and the other data set using the “Republic of Congo.” Along this same line, the

data sets in the R1 are case sensitive. Therefore, you cannot have one data set with “The
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Bahamas” and the other data set with “the Bahamas.” Another limitation within data sets
is that missing data must be handled in exactly the same manner. One data set cannot use
NA while another data set uses 0. These restrictions can be very difficult to identify and
time consuming to correct when trying to compute the RI. Despite this limitation, the RI
does meet the calls for theoretical advances beyond the CD (Berry et al., 2010; Hakanson
and Ambos, 2010; Shenkar, 2001, 2012; Tihanyi et al., 2005; Zaheer et al., 2012).
Conclusion

The criticisms of the CD model have been addressed and the manner in which the
RI1 handles these criticisms has been shown in this discussion. Overall, there are a number
of limitations to the CD model that the RI addresses. The CD is mean based while the RI
is variance based. The CD does not take contextual influences into consideration while
the RI addresses this through multiple variables. The CD uses the “distance” metaphor
whereas the RI uses the idea of “resistance.” The CD uses outdated data while the RI uses
data gathered on a continual basis. Thus, the RI addresses the “hidden assumptions”
Shenkar analyzes in the CD model.

Ambos and Hakanson (2014) present the following recommendations for creating
more advanced models: (1) “when possible use more than one distance measure” (p. 5);
(2) “aim for a closer link between the research question at hand and the measure
employed” (p. 5); (3) “move away from the predominant perception of distance as
something negative” (p. 6); (4) “recognize the existence of asymmetries and the
importance of directionalities” (p. 6). They go on to state “New conceptualizations and a
new terminology are needed that more clearly denote their theoretical basis, the

assumptions upon which this rests, and the limits to their empirical applicability” (p. 6).
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The RI tries to answer this gap by introducing a more comprehensive model that
will address these issues and more. The first recommendation is addressed with the use of
more measures, although we do not call them “distance” to avoid the problematic
metaphor as previously mentioned. The second recommendation is addressed by the
flexibility of the RI, enabling researchers to address specific questions in many area of
research. The third recommendation is addressed by only using distance as a geographic
variable. The other variables, such as Entry Mode and Days to Start a Business, do not
carry negative connotations. And finally, the fourth recommendation is addressed by
using data from home and host countries, therefore taking directionality into
consideration.

Thus, | propose that the R1 is capable of handling several variables and producing
a result that may be more useful for international expansion than the CD model. The RI
proposes a more advanced model that incorporates many validated variables to produce
results that may be of value to not only researchers, but also to practitioners. The promise
of being able to manipulate the model according to users’ preferences brings an
intriguing value to future users of the RI. The conceptual and theoretical research that can
be accomplished with the RI is the contribution this index has to offer to the researcher
and practitioner. The next step in assessing the value of the RI is to test it in some actual

cases to see if the results yielded are of equal or better value than CD.
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STUDY THREE

Introduction

The success or failure of an international venture can mean the success or failure
of a company. How to reduce the risk of failure is of vital importance to managers. As
Hammond, Keeney, and Raiffa (1998) state in their Harvard Business Review article
entitled “The hidden traps in decision making,” “Where do bad decisions come from?
Mostly from distortions and biases” (p.1). They go on to say that “the best protection
against all psychological traps—in isolation or in combination—is awareness.

Forewarned is forearmed” (p.10).

The RI is a newly developed tool designed to enable us to better understand
international expansion of firms into particular countries, enabling managers to reduce
the risk of failure. The RI is a comprehensive model that consists of variables from three
different areas of interest: government, country, and firm. The government area utilizes
the World Governance Indicators (WGI), of which there are six categories: Voice and
Accountability, Political Stability and Absence of Violence, Government Effectiveness,
Regulatory Quality, Rule of Law, and Control of Corruption. The country factors are
represented by: the Cultural Overlap (CO) model (Maseland, 2011), which uses the
World Values Survey; Time to Start a Business, which is from the World Bank Time to
Start a Business; Geographic Distance, which is measured from capital city to capital
city; and entry mode, which is from World Bank Ease of Doing Business. Firm factors

come from Thomson Reuters Asset 4 ESG. Taking all of these variables together, the RI
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looks at forty one different contributing factors to assess resistance to a given

international expansion.

Using these three different groupings (i.e., government, country, and firm) the Rl
incorporates relevant aspects from different areas of concern for managers of firms
planning international expansion, thereby producing results with which managers can
make knowledgeable decisions. By taking so many factors into consideration, the Rl
helps managers to be aware of the many different factors they will be confronted with
and what will be most problematic. For example, if the RI produces a high number,
meaning the expansion in question will be difficult, the manager can look at the scores of
particular variables to better understand what areas created this high score. When a high
score is discovered within the variables, the manager knows that area is a weakness and
should be addressed. For example, if there is a high score for international training,
meaning the firm’s training program is not internationally based, the manager may decide

to reorganize the training program to be more inclusive of international methods.

Case studies are one of the best ways to delve more deeply into the various
aspects of international expansion. There are different ways to present case studies and
Cuervo-Cazurra, Newburry, and Park (2016) use a process method. To illustrate the
reliability of the RI, this paper follows Cuervo-Cazurra et al. (2016), using their critique
of three cases involved in choosing a country for expansion. The RI will be shown in
relationship to their critique in order to demonstrate how the Rl would be used to make

well informed decisions. The CD will then be considered and compared to the RI.
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When looking at the choice of country, Cuervo-Cazurra et al. (2016) state “The
greater challenge is to identify which particular country is the most appropriate for the
company” (p. 31). The RI, by including firm, country, and government variables,
attempts to help managers in making the decision of which country is most appropriate
for international expansion. The scenarios of the company and possible host countries can
be entered into the RI to produce results for each possible expansion. The scenario with
the least resistance produced (the most favorable result) could be compared to the second
possibility and so forth to rank countries of possible expansion for the managers. Then,
managers could compare the highest contributing factors and decide if those factors can

be influenced by the firm or not, which would aid in the decision making.

It is along these lines that we look at Cuervo-Cazurra et al. (2016) and see if the
RI is capable of reflecting the concerns of each case study. This paper will analyze three
cases covered by Cuervo-Cazurra et al. (2016) in their chapter “Country Selection.” The
first case involves the Chinese automaker FAW and its expansion into Mexico; the
second case involves Vale, the Brazilian iron ore producer, and its expansion into China;
the third case involves Cemex, the Mexican cement producer, and its expansion into

Colombia.

Case 1

FAW is one of the big four automakers in China along with Dongfeng Motor,
SAIC Motor, and Changan Automobile. Grupo Salinas was looking to expand its
operations in Mexico and signed a memorandum of understanding with FAW in 2007

(Cuervo-Cazurra et al., 2016). This venture was considered a failure, with FAW leaving
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the Mexican market in 2010 in part due to the world recession in 2008. However,
Cuervo-Cazurra et al. (2016) go on to show that the recession was not the only problem

incurred in this expansion.

Critique of FAW

The first thing to be considered with this critique is that FAW is not among the
firms listed in Thomson Reuters Asset 4 ESG (ESG) database. However, in the over 3600
firms listed, there are other Chinese automobile manufacturers that can be used to
represent FAW in our analysis. FAW is one of the top four automakers in China. The
other three are Dongfeng Motor, SAIC Motor, and Changan Automobile. Dongfeng
Motor is listed in the data set and, therefore, can be used as representative of FAW.
Managers of firms not listed in the ESG dataset can use this same tactic in order to use
the RI as a tool for better understanding their proposed international expansion. ESG has
eighteen categories and managers can compare their firm to a representative firm in the
database and generate an ESG dataset for their firm. Although Dongfeng Motor is not
affiliated with FAW, since both companies are part of the big four Chinese automakers,

most of the eighteen categories in ESG should be similar.

Substituting Dongfeng Motor for FAW, the RI can now be compared with the
critique of Cuervo-Cazurra et al. (2016). By doing this comparison, a more in depth
picture of what took place with the expansion of FAW into Mexico can be seen. Cuervo-
Cazurra et al. (2016) look at the market in Mexico, deem it ripe for FAW expansion, and
also look at Grupo Salinas, who FAW partnered with in this venture. They go on to

explain that these two companies seemed to complement each other, with Salina well

o1



established in the Mexican market and FAW a well-established automaker in China. The
RI does not look at this apparent complementary fit, but simply looks at the type of entry
mode. Joint venture is the type of entry mode used by these two firms and this would be
considered a middle difficulty entry mode by the RI. The least difficult is licensing and
the most difficult would be an acquisition (Buono & Bowditch, 1989; Elsass & Veiga,
1994; Very, Lubatkin, & Calori, 1996). The RI uses entry mode based on host country
and the ease of doing business in that country. For this scenario, the RI produced a
number of 1.33 on a scale of 1 being easiest and 2 being most difficult. This would be in
line with the rationale that a joint venture should not be difficult to establish, and this was

in fact the case with FAW and Salinas.

While Salinas was the instigator of this venture, FAW must be seen as the firm of
interest since they would be undertaking the international venture (Salinas would still be
doing business domestically). Cuervo-Cazurra et al. (2016) mention the management of
Salinas but not of FAW. However, they draw no conclusions about FAW’s international
capabilities. Nevertheless, research has shown that the firm’s ability to expand
internationally depends on the firm’s ability in areas such as training programs
(Colakoglu & Caligiuri, 2008) and top management team national diversity (Neilsen &

Neilsen, 2013).

The RI looks at the firm through ESG and the RI for this category is 1.76. Again,
Dongfeng is used as a substitute for FAW. As can be seen from Table 1, ESG shows four
main categories: corporate governance, economic, environmental, and social. Within

these four categories there are eighteen sub-categories from which the firm’s capabilities
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of international expansion with the RI can be assessed. Table 1 shows the raw data from
ESG based on a scale from 0 to 100. The higher the score, the better the firm is in that
category. Therefore, the lower the score, the less prepared the company would be for
international expansion. Upon inspection of the table we can see some very low numbers

(e.g., Board of Directors/Board Functions 3.52).

One of the advantages of Rl is that we can get a better understanding of each
category by including the eighteen sub categories. When examining these sub categories,
we get a better understanding of the company’s ability to go abroad. The first category is
Corporate Governance, which is broken down into five sub categories. Compensation is
mid-level, but the rest of the sub-categories are very low. Board Functions is the lowest
factor of this group and may be a cause of cultural insularity showing the company may
not be as adaptive as required for international expansion. According to Thomson
Reuters, the definition for structure is “It reflects a company's capacity to ensure a critical
exchange of ideas and an independent decision-making process through an experienced,
diverse and independent board” (Asset 4 ESG data glossary). As mentioned before,
diversification of the board is very important to the success of a firm in international
expansion. The Vision and Strategy sub category looks at the ability of the board to
incorporate all aspects of the four categories into a vision for the firm and its strategic
management decisions. Shareholders Rights takes into consideration the attractiveness of
a firm to minority shareholders. This area may not appear to be important in this situation
since it is a joint venture, but it may give us insight into the public’s view of a firm.

Cuervo-Cazurra et al. (2016) addressed the public opinion of the Mexican people with
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regards to Chinese automobiles, saying “Mexican consumers shunned the Chinese-made

cars, as they were suspicious of the reliability of the Chinese brand” (p. 34).

Looking at the Economic category, it would appear this category is also low, with
the exception of performance. Profitability/Shareholder Loyalty is low, but not in
comparison to the Corporate Governance category. This sub category is self-explanatory
and measures the firm’s commitment to these areas. Revenue/Client Loyalty is the lowest
indicator in this category and looks at the company’s capacity to grow. This may be an
indication of inexperience in international expansion or an indication that international

expansion is not valued by the firm.

In the Environmental category we a find product innovation very high, but the rest
of the category is low. The Emission Reduction sub category addresses the company’s
commitment to controlling environmental emissions. Cuervo-Cazurra et al. (2016), when
talking about the difficulty of FAW to send vehicles to the U. S. and Canada, stated that
the cars produced by FAW were unable to meet safety and emission standards required
by DOT in the United States. Resource Reduction is concerned with eco-efficient
solutions and more efficient supply chain management. When considering international
expansion, this area may show how well a firm is prepared for taking on the more
intricate details of international supply chain management. Another factor that should be
considered when looking at the Environmental category is the public view toward the
firm in light of its environmental practices. This may have an effect on the brand

popularity, or lack thereof.
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The Social category has all seven sub-categories rated as low. Of these sub
categories, Customer/Product Responsibility is the lowest. This sub category looks at
creating value-added products and services. Scoring low in this category may add
credence to the Mexican people’s opinion that Chinese automobiles were not reliable
(Cuervo-Cazurra et al., 2016). The Society /Community sub category is concerned with
the company’s reputation and may be viewed as complementary to the previous sub
category. Both of these sub-categories measure at how well a firm positions itself with
reference to its brand image. The sub category Human Rights is self-explanatory and
again may have a positive or negative affect on the company from a consumer’s point of
view. The Workforce/Diversity Opportunity sub category looks at management’s
commitment to diversity of its employees. It also looks at the issue of equality of
opportunity regardless of race, gender, age, etc. Dealing with a diverse workforce may
help management with international expansion (Bartlett & Ghoshal, 1989; Harzing, 2000;
Leung & Peterson, 2011). Employment Quality, concerned with workforce loyalty and
productivity, is the highest score in the Social category. Health and Safety is also high in
this category. Employment Quality and Health and Safety, when taken together, indicate
the firm’s commitment to its employees. The last sub category, Training and
Development, is based on the development of the employee. This includes training
programs and whether the training programs are internationally focused. Training and
Development is instrumental in the success of firms pursuing cross border expansion

(Black, Mendenhall, & Oddou, 1991).
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TABLE 1 Dongfeng Motor ESG

CORPORATE GOVERNANCE

DONGFENG MOTOR GP.'H' - Board of Directors/Board Functions 3.52
DONGFENG MOTOR GP.'H' - Board of Directors/Board Structure 11.12
DONGFENG MOTOR GP.'H' - Board of Directors/Compensation Policy 45.53
DONGFENG MOTOR GP.'H' - Integration/Vision and Strategy 15.28
DONGFENG MOTOR GP.'H' - Shareholders /Shareholder Rights 8.82
ECONOMIC

DONGFENG MOTOR GP.'H' - Margins /Performance 51.87
DONGFENG MOTOR GP.'H' - Profitability /Shareholder Loyalty 37.28
DONGFENG MOTOR GP.'H' - Revenue /Client Loyalty 24.29
ENVIRONMENTAL

DONGFENG MOTOR GP.'H' - Emission Reduction 15.28
DONGFENG MOTOR GP.'H' - Product Innovation 76.3
DONGFENG MOTOR GP.'H' - Resource Reduction 11.66
SOCIAL

DONGFENG MOTOR GP.'H' - Customer /Product Responsibility 3.84
DONGFENG MOTOR GP.'H' - Society /Community 12.93
DONGFENG MOTOR GP.'H' - Society /Human Rights 25.6
DONGFENG MOTOR GP.'H' - Workforce /Diversity and Opportunity 10.02
DONGFENG MOTOR GP.'H' - Workforce /Employment Quality 37.63
DONGFENG MOTOR GP.'H' - Workforce /Health & Safety 28.13
DONGFENG MOTOR GP.'H' - Workforce /Training and Development 22.05

Cuervo-Cazurra et al. (2016) mention other areas in their critique. For example,
they refer to an increase in taxes, an increase in vehicles fees, etc. that may have had a
detrimental effect on the venture. They also mention that FAW cars did not meet
requirements of DOT in the United States. All of these factors involve government
regulations that the R1 takes into consideration. While the R1 does not take specifics, such
as taxes, into consideration, it does use six different categories to assess the government.
A shortcoming of the RI is that it cannot take into consideration two different countries’

legal systems. For example, the United States government’s DOT regulations and
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Mexican government’s higher taxes both negatively impacted this venture between FAW

and Grupo Salinas, but this level of detail escapes inclusion in the RI.

The Rl was 1.53 and uses six factors from WGI to analyze the host country
government, as seen in Table 2 below. The numbers in Table 2 are converted numbers for
use in the RI. The range for these numbers is 0 to 7, with a mid-point of 3.5. The range is
interpreted thus: the higher the number the poorer the quality, thus the lower the number,
the higher the quality. For example, a country with a six in Political Stability would be
considered very unstable. For Mexico, the categories are mid-range. Political Stability
and Absence of Violence is slightly higher than the 3.5 midpoint, which means there is
some instability in the government. This factor is not critiqued by Cuervo-Cazurra et al.

(2016) and is possibly not considered high enough to be a risk.

Rule of Law is also slightly above the mid-point and may be interpreted as the
enforcement of laws such as contracts, court decisions, and the police. Control of
Corruption is also above 3.5, which may indicate a use of personal power for gain. These
three factors: Political Stability and Absence of Violence, Rule of Law, and Control of
Corruption, may be indicators of interest since they are above 3.5 and all three may
directly involve the governments effect on business, which might explain the tax

increases.

The other three factors (Voice and Accountability, Government Effectiveness,
and Regulatory Quality) are all lower than 3.5 and would indicate strengths of the
government in those areas. VVoice and Accountability shows that people have a certain

amount of freedom. Government Effectiveness shows the quality of public services.
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Regulatory Quality shows that the government enacts measures to promote improvement
within the private sector. From these indicators, firms might chose to be more or less
cautious about expansion into certain countries. In the case of Mexico these factors would

seem to warrant cautious consideration.

TABLE 2 Mexico WGI

Political

Country  stanility and
Absence of Rule of  Voice and Government Control of  Regulatory
Violence Law Accountability ~ Effectiveness  Corruption  Quality

MEXICO 4.237961888 4.08191 3.349121734 3.35436818  3.8693812  3.2367133

The third area the RI covers is country variables. While Cuervo-Cazurra et al.
(2016) mentioned entry mode, as discussed earlier, which is one of the RI country
variables, they did not discuss the other country variables considered in the RI. These
other variables are geographic distance, days to start a business, and cultural overlap
(CO). The joint venture between FAW and Grupo Salinas involved FAW sending cars to
Mexico. There is a significant geographic distance between China and Mexico and, from
transaction cost economics, transportation costs must be a factor in the decision making
of whether to go international or not. It is 12,518 kilometers between China and Mexico.
This is nearly half way around the world and it can thus be surmised that transportation

costs will be high (Williamson, 1981), thus producing an Rl number of 1.62.

The next variable is days to start a business. The premise here is that the longer it
takes to start a business, the less likely a firm is to have a successful venture in that

country. The number of days to start a business is based on the fastest legally possible
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way to start a business. To start a business in Mexico using this method is thirty days.
This is favorable, given that some countries require 970 days as the fastest legal way to
start a business. Therefore, days to start a business should not be a negative factor in the

RI for this case which is shown with a Rl number of 1.04.

The last measure is the Cultural Overlap model, as proposed by Maseland (2011).
This model uses within country variance to determine to what extent two countries are
alike. The belief is that the more two countries have in common, the easier it will be to
adapt to the cultural differences. If China and Mexico are culturally similar, then the RI
number for CO will be small, conversely if they are culturally different, then the RI
number will be high. The Rl number generated is between 1 and 2 with one being the
most culturally similar and two being the most culturally dissimilar. The Rl number for
China and Mexico is 1.83, which is very high. This may account for some of the
difficulty encountered by FAW trying to enter the Mexican market. Because the CO
looks at similarities as reported by the people in each country, it can be seen and is
confirmed by Cuervo-Cazurra et al. (2016) in their observation that the Mexican people
did not trust Chinese made cars. Joint ventures are entered into in hopes that some of
these barriers will be addressed by the host country firm, but it would appear that Grupo
Salinas did not factor this cultural difference into the equation and take pro-active

measures.

As Cuervo-Cazurra et al. (2016) point out, this seemed to be a good match for
both companies at the time they made their agreement. But since this venture did not

work out, Cuervo-Cazurra et al. (2016) address what they view as some of the reasons
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why this venture failed. They believe understanding competitive and comparative
advantages are first and foremost in understanding success or failure in cross border
expansion. Added to this element, and equally as important, is the possibility of
transferring these advantages and, if so, how these advantages are transferred. In the case
of FAW, their competitive advantages did not transfer to Mexico. Cuervo-Cazurra et al.
(2016) point out that there may be a difference between customers at home and customers
in the host country. Had they used the RI, the firms would have been aware of the high
CO score and possibly taken measures to address this issue. Cuervo-Cazurra et al. (2016)
go on to give a checklist of things to consider when going abroad. The Rl is a tool that

may add to the usefulness of this checklist.

Had the RI been used in this scenario, what would have been the results? Would
the venture have been successful? To state that a venture would be successful due to the
use of one tool would be erroneous. However, to say that using the RI in conjunction with
other measures, such as Cuervo-Cazurra et al.”s (2016) checklist, would better prepare
managers for international expansion, would not necessarily be erroneous. Looking at the
RI as an aggregate, the number it produces will give an idea of how much resistance will
be met when attempting the given endeavor. It is scaled from 1 to 12 so the higher the
number the more resistance there will be. The number produced for the FAW venture is
11.01. This would have alerted the participants that this venture was going to be very
difficult. In conjunction with Cuervo-Cazurra et al.’s (2016) recommendations, they
could have considered the breakdown of the different categories of the RI, as explained

earlier, and then considered whether they would be able to make the adjustments
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necessary to reduce this number, or if it would be better to have abandoned the proposed

venture.

This venture took place over several years. Since the data in the RI are updated
regularly, we can look at what differences might have been made and what the results of
those changes may have been in a different time period. Just by moving the date to 2015,
the number decreases from 11.01to 9.1. What is the reasoning behind this change? We
know that certain factors of the Rl will not change, such as geographic distance. But what
happens to things such as the ESG? Maybe the firm realizes the need for change and
makes a concerted effort to accomplish this change. In Table 3, we can see a comparison
of the two different years. In the Corporate Governance area, we see tremendous changes
across all sub categories. The lowest ESG score was Board Functions in the earlier time
period at 3.52 but in 2015 it is 25.94. The average score for Corporate Governance in
2010 was 16.85, but in 2015 it rose to 45.3. In the Economic category, we can see a
marked drop from 37.81 to 21.53. This could be due to several factors, such as increased
competition. The Environmental category had a sharp increase, going from an average of
34.41 to 52.55. This may be due in part to the awareness of the environment caused by
movements such as “go green.” It may have also been a result of trying to meet certain
environmental standards as imposed by DOT mentioned earlier, a factor that may also
account for the drop in the Economic category. The Social category saw the biggest
change, with the average sub category score in 2010 being 20.03 and jumping to 60.23 in
2015. While the sub-categories of Diversity and Opportunity and Human Rights remain

low, the other five areas show significant gains. Looking at the marked change in ESG is
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an example of how the resistance to a venture can change over time and is shown with

the change in RI from 11.01 in 2010 down to 9.1 in 2015.

TABLE 3 Dongfeng Motor ESG 2010-2015

CORPORATE GOVERNANCE 2010 2015
DONGFENG MOTOR GP.'H' - Board of Directors/Board Functions 3.52 25.94
DONGFENG MOTOR GP.'H' - Board of Directors/Board Structure 11.12 66.47
DONGFENG MOTOR GP.'H' - Board of Directors/Compensation Policy 45,53 60.05
DONGFENG MOTOR GP.'H' - Integration/Vision and Strategy 15.28 45.88
DONGFENG MOTOR GP.'H' - Shareholders /Shareholder Rights 8.82 28.14
ECONOMIC

DONGFENG MOTOR GP.'H' - Margins /Performance 51.87 21.44
DONGFENG MOTOR GP.'H' - Profitability /Shareholder Loyalty 37.28 39.45
DONGFENG MOTOR GP.'H' - Revenue /Client Loyalty 24.29 3.69
ENVIRONMENTAL

DONGFENG MOTOR GP.'H' - Emission Reduction 15.28 44.23
DONGFENG MOTOR GP.'H' - Product Innovation 76.3 57.3
DONGFENG MOTOR GP.'H' - Resource Reduction 11.66 56.13
SOCIAL

DONGFENG MOTOR GP.'H' - Customer /Product Responsibility 3.84 72.17
DONGFENG MOTOR GP.'H' - Society /Community 12.93 77.51
DONGFENG MOTOR GP.'H' - Society /Human Rights 25.6 17.6
DONGFENG MOTOR GP.'H' - Workforce /Diversity and Opportunity 10.02 8.42
DONGFENG MOTOR GP.'H' - Workforce /Employment Quality 37.63 78.67
DONGFENG MOTOR GP.'H' - Workforce /Health & Safety 28.13 93.4

DONGFENG MOTOR GP.'H' - Workforce /Training and Development 22.05 73.82

The CD is a very popular index used for looking at cross border expansion. It uses
Hofstede’s cultural dimensions to calculate the distance between cultures. While there are
those who criticize the index, (e.g. Shenkar, 2001) the index is still very popular today.
The CD produces one number like the RI, but the CD number is based on data collected
from the late1960s and early 1970s and is not systematically updated. Thus, the CD
remains somewhat constant, unlike the RI. The original CD used four cultural

dimensions, which is what is used for this comparison (there is a fifth dimension, but it is
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seldom used). The result of the CD index for our case study looks at the distance between
China and Mexico and produces a number of 1.52. Since the CD has a median of 1.61 the
results for China and Mexico are below the median, which would support the belief that
the venture should not have been extremely difficult. The range of the CD is from O to
12.3, further supporting the belief that this undertaking might have been reasonably
successful. As Cuervo-Cazurra et al.’s (2016) analysis pointed out, on the surface it

seemed like this undertaking should have succeeded.

Case 2

Vale is one of the three largest iron ore producers in the world. One of its main
customers was China. Vale developed and produced large ships to handle a significant
load so as to make Vale competitive with its rivals (Cuervo-Cazurra et al., 2016).
Looking at this case, it is different from Case 1 in two main categories. First, this case
involves exporting instead of joint venture. Second, in Case 1 Dongfeng was used as a
substitute for FAW, but in this case there is no need for a substitute since Vale is included
in the ESG dataset, but can use data actually representing the firm in question. Case 2,
like Case 1, was also considered a failure in that VVale was unable to transfer their
advantage to China since the Chinese government passed regulations against the large
ships Vale was using. Comparing Vale, Case 2, to FAW, Case 1, is useful since we do
not have to rely on an analysis of a substitute (Dongfeng for FAW) to a firm listed in the
ESG dataset. The ESG data for Vale (Table 4), is considerably higher than that of FAW

shown in Case 1. This should reduce the RI in comparison to FAW (1.29 versus 1.76
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respectively), producing a more favorable result in the RI, indicating greater likelihood of

SUCCesS.
TABLE 4 Vale ESG

CORPORATE GOVERNANCE
VALE PN - Board of Directors/Board Functions 19.54
VALE PN - Board of Directors/Board Structure 4,78
VALE PN - Board of Directors/Compensation Policy 55.09
VALE PN - Integration/Vision and Strategy 82.5
VALE PN - Shareholders /Shareholder Rights 84.69
ECONOMIC
VALE PN - Margins /Performance 90.92
VALE PN - Profitability /Shareholder Loyalty 93.83
VALE PN - Revenue /Client Loyalty 93.49
ENVIRONMENTAL
VALE PN - Emission Reduction 86.65
VALE PN - Product Innovation 78.4
VALE PN - Resource Reduction 89.04
SOCIAL
VALE PN - Customer /Product Responsibility 80.29
VALE PN - Society /Community 66.52
VALE PN - Society /Human Rights 75.79
VALE PN - Workforce /Diversity and Opportunity 84.59
VALE PN - Workforce /Employment Quality 91.23
VALE PN - Workforce /Health & Safety 94.68
VALE PN - Workforce /Training and Development 89.94

However, government factors played a role in the problems encountered in each
case. Looking at the WGI for the Vale case involves China as the host country. The data
in Table 5 show that China has higher numbers than Mexico, Table 2. Any number
greater than 3.5 is considered to be high and care should be considered with ventures into
these countries. China has above 4 in all categories while Mexico had only two categories
above 4, one above 3.5, and three below 3.5. Mexico, by these numbers, has less risk

governmentally than China. Therefore, a venture into China should consider the
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government as being a high risk as was demonstrated by the Rl numbers of 1.53 for

Mexico and 1.58 for China in the Vale case.

TABLE 5 China WGI

Political

Country  gyahility and
Absence of Voice and Government Control of Regulatory
Violence Rule of Law  Accountability Effectiveness Corruption Quality

CHINA 4156603992  4.105860114 4.052419662 4.046183765  4.034429967  4.06054902

The country factor, Days to Start a Business, was very similar for both countries
with Mexico taking thirty days to start a business and China taking 22 days (RI 1.04
versus 1.02). The Geographic Distance variable for Brazil to China (16,911 kilometers)
was greater than Mexico to China (12,518 kilometers), which impacted on the RI going
from 1.62 to 1.84. The Entry Mode would normally be less of a barrier on the RI for Vale
since they are exporting, whereas FAW involved a joint venture. But this is not the case
(R1 1.32 joint venture to 1.4 exporting) and may show the reluctance of China to imports.
This could have been a signal to Vale that this may not be as simple a transaction as
originally thought. The Cultural Overlap variable is almost the same for both scenarios
with the Vale case being 1.82 and the FAW case being 1.83. As pointed out in the first
case, a number this high means a high degree of difficulty for the success of a venture

from a cultural standpoint.

The number produced by the RI for the Vale case is 9.46 and anything above 6.5
is considered to be difficult to succeed. The reason for the Vale difficulty turned out to be

the government which was shown to be a concern in the RI. That factor, coupled with a
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high degree of difference between cultures, was an important reason for Vale’s problems.
The RI produced numbers in both Case 1 and Case 2 were above 6.5, and both cases were
deemed failures. The RI was also able to show the areas of concern that were shown to be

problem areas in the analysis by Cuervo-Cazurra et al., (2016).

How does the RI compare to the CD in this second case? Once again, the CD
measure needs to be considered given its widespread appeal. As mentioned before, the
median number for the CD is1.61. The CD number for Brazil to China is also 1.61. It
would appear that the CD would be neutral in this venture while the Rl would be
predicting a difficulty with this venture. Therefore, it would appear that the Rl would
provide a helpful suppliment to the CD in both Case 1 and Case 2. Also, the RI can be a
useful tool when used in conjunction with the Cuervo-Cazurra et al., (2016)

recommendations.

Case 3

The third case involves Cemex, a Mexican corporation that is the world’s third
largest cement producer. Cemex is heavily involved in international expansion and has a
proprietary method of incorporating other businesses into Cemex. Cemex also has had
training programs in place for managers and employees to address the incorporation of
other companies into Cemex (Cuervo-Cazurra et al., 2016). In this third case, the
expansion of Cemex into Colombia via acquisition, has many aspects that differ from the

first two cases as we shall see in the analysis that follows.

The most notable difference between Cemex and the first two cases is that this case was a

success although it did have difficulties. As before, the ESG is the first place to start and,
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as expected, the numbers are very good for Cemex (Table 6). There are areas that could
be improved, as with any company, such as Board Structure, Board Functions, and
Profitability/Shareholder Loyalty. However, overall Cemex looks to have a very good
firm for international expansion with an RI of 1.26. As Cuervo-Cazurra et al. (2016)
point out, Cemex has “mastered the art of acquisition and integration” (p. 56). Therefore
we would expect the firm variable for RI to add very little to the resistance of

international expansion undertaken by Cemex.

TABLE 6 Cemex ESG

CORPORATE GOVERNANCE

CEMEX CPO - Board of Directors/Board Functions 24.47
CEMEX CPO - Board of Directors/Board Structure 5.35
CEMEX CPO - Board of Directors/Compensation Policy 56.86
CEMEX CPO - Integration/Vision and Strategy 93.25
CEMEX CPO - Shareholders /Shareholder Rights 60.65
ECONOMIC

CEMEX CPO - Margins /Performance 95.09
CEMEX CPO - Profitability /Shareholder Loyalty 26.41
CEMEX CPO - Revenue /Client Loyalty 95.8
ENVIRONMENTAL

CEMEX CPO - Emission Reduction 87.55
CEMEX CPO - Product Innovation 94.81
CEMEX CPO - Resource Reduction 86.71
SOCIAL

CEMEX CPO - Customer /Product Responsibility 95.99
CEMEX CPO - Society /Community 94.37
CEMEX CPO - Society /Human Rights 93.76
CEMEX CPO - Workforce /Diversity and Opportunity 94.9
CEMEX CPO - Workforce /Employment Quality 95.93
CEMEX CPO - Workforce /Health & Safety 50.44
CEMEX CPO - Workforce /Training and Development 84.18
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Governmental factors were important in the first two cases, having a direct
bearing on the difficulties encountered by both FAW (R1 1.53) and VALE (RI 1.58). A
look at the governmental factors for the RI (1.54) reveals a similar situation in Colombia
(Table 7). As with Mexico, Colombia has all factors scoring mid-level. As we can see in
Table 7, all areas are around 3.5 except Political Stability and Absence of Violence which
is above 4.5, a number higher than any of the other countries. This should have alerted
Cemex to a potential problem area, enabling managers to develop back up plans in case

of governmental turmoil.

TABLE 7 Colombia WGI
Political
Country Stablllty and
Absence of Voice and Government Control of Regulatory
Violence Rule of Law  Accountability  Effectiveness  Corruption Quality
COLOMBIA 4.784212 3.94104 3.610863 3.425129 3.930266 3.093387

The country factors are also different in this case than what was shown in the first
two cases. As noted before, Cemex expands into Colombia via acquisition. An
acquisition is the most difficult expansion method compared to exporting (VALE), or
joint venture (FAW) and should add to the RI. But again we see a difference with the Rl
being only 1.3 which may signal Colombia’s desire to attract foreign investors. The
Geographic Distance is 3169 kilometers which is considerably less than case 1 or case 2.
This should have very little bearing on the RI1 (1.01) since the closer the proximity of the
host country the less cost involved with conducting business between the home and host
countries. The CO is very similar to both previous cases at 1.8 in the RI. This number

would seem to be incorrect because most evaluations only look at both countries being
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Hispanic and close geograpically. The CO goes deeper into the values held in common
between two countries and that is why two Hispanic countries can still be distant

culturally.

The final result of the R1 is 5.4, below the mid-point of 6.5 meaning this venture
should be successful. Due to this number’s being on the high side of the range indicating
likely success, a manager should still take precautions with this venture. As noted before,
a backup plan may be needed in case of government problems and cultural differences
exist in spite of both countries being Hispanic. Cemex has very good firm numbers, and
this element, along with the close proximity of Colombia, should offset the adverse
conditions identified, therefore a successful RI number was produced even though areas
of vulnerability were identified. The CD number, 0.29, would indicate a very easy and
therefore successful venture for Cemex. But, as pointed out by Cuervo-Cazurra et al.
(2016) this was not the case. As Cuervo-Cazurra et al. (2016) state “systems used in
Mexico on the newly acquired Colombian firm resulted in an exodus of local talent” (p.
57). This may have been caused by the cultural differences pointed out in the RI that

suggested this would not be an easy expansion for Cemex.

Conclusion

The Rl is a tool for helping to understand the complexity of international
expansion. No one tool is capable of explaining everything involved with international
expansion and the RI is not meant to be such a tool. But in combination with other tools it

may add to the understanding of the researcher or practitioner.
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In case 1, the RI supplemented the checklist of Cuervo-Cazurra et al. (2016) by
adding a more in-depth analysis. This was achieved by looking into the firm FAW using
the data of a substitute company, Dongfeng, and realizing the firm had several areas of
concern for international expansion. The government of Mexico was not of great concern
with favorable numbers in the RI. The geographic distance was shown to be a concern by
the R1 and this analysis was backed up by relevant information from Williamson (1981).
The cultural differences were shown to be of concern in the RI and were possibly the
reason for Salinas not doing more to insure the success of the venture. The Rl revealed a
very high number in this scenario, meaning this was a venture with very high resistance.
Note that when the CD index considered, it produced a number that showed this venture
should have been easy. Cuervo-Cazurra et al. (2016) point out several reasons for this

venture failing consistent with the details provided by the RI analysis.

In case 2, a similar case, the Rl once again shows high resistance to the venture,
and indeed the Vale expansion into China was considered a failure as discussed
previously. Cuervo-Cazurra et al. (2016) talk about three possible reasons why firms have
difficulty transferring advantages abroad and the RI, once again, was able to add to this
conversation. The government factor in Rl was high, and the Chinese government was
instrumental in the failure of this venture. The cultural factor also showed a notable
difference in the two countries and may have played a role in the government’s decisions.
The CD was also looked at in this scenario and produced a mid-point number that could

be interpreted as being neutral. However, the RI number was high, correctly showing the
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difficulty of the venture. Along with the insights from Cuervo-Cazurra et al. (2016), the

RI was able to give additional insight to the analysis.

In the final case, case 3, Cemex completed a successful venture into Colombia.
This scenario was different from the two other cases, not only in the aspect of success
and failure, but because it also showed how certain areas of strength can compensate for
areas of weakness. This was shown in the RI with a low resistance number that could be

interpreted as possible success with caution.

The CD showed that this third venture should have been easy with a very low
distance number. But Cuervo-Cazurra et al. (2016) point out that there were difficulties
that Cemex had to overcome in order to be successful in Colombia. This analysis by
Cuervo-Cazurra et al. (2016), along with the information from the RI, render a very

reasonable picture of the Cemex success in Colombia.

It is also evident that the RI has certain shortcomings. Cuervo-Cazurra et al.
(2016) refer to taxes and similarly specific conditions imposed by governments that the
RI is not capable of handling. The RI looks at a more comprehensive picture by including
the three areas of firm, country, and government. That is why the RI is considered a
supplemental tool to be used with other tools such as the Cuervo-Cazurra et al. (2016)
checklist. When compared to the CD, the RI would seem to add more to the analysis. In
the first case the CD was incorrect in predicting likely success, while the RI correctly
predicted failure. In the second case CD was neutral in its prediction, while RI correctly
predicted failure. In the third case CD predicted success, while Rl more accurately

predicted success with difficulty. This level of detail provided by the RI allows managers
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to anticipate likely areas of difficulty in international expansion. The RI’s ability to
predict success and failure in these cases would seem to add more to the analysis of cross
border expansion than the CD. Therefore, we see strong evidence that the RI can be a

useful tool when considering international expansion.
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