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1. Introduction
During the last decade, foreign direct investméi2l] through mergers, acquisitions,
and joint ventures has been the major activity amynindustries. An important issue that
researchers have focused on, due to the increaseityan the aforementioned alliances,
is the identification of those variables that explpost alliance share price volatility.
Even though there is a considerable amount of wotkis area [Kiymaz (2004), Billet et
al (2004), Capron and Pistre (2002), Alexandrou 8adarsanam (2001), Conn et al
(2001), Aw and Chatterjee (2000), Johnson and Hu&600), Capron (1999), Chang
(1998), Loughran and Vijh (1997), Cakici et al (69%un et al (1996), Burger and Ofek
(1995), Doukas (1995), Danbolt (1995), Markedis Htwer (1994), Mathur et al (1994),
Kang (1993), Datta (1992), Koh and Venkatraman {)9Branks et al (1991), Lee and
Wyatt (1990), Conn and Connell (1990), Barney ()988wler (1989), Hite et al (1987),
Jain (1985), McConnell and Nantell (1985), Alexanelieal (1984)] existing research has
not clearly identified the factors that can expldaime post alliance share price
performance. This is mainly due to the differemtfs/structures that these alliances can
take (acquisitions of public targets, acquisitionf private targets, acquisitions of
divested assets, acquisitions of divested subgdiaequity joint ventures, contractual
joint ventures etc.) and the different motives bdhithem. King et al (2004), reviewing
93 studies in mergers and acquisitions (M&A), codel that:

“...post acquisition performance is moderated by ables unspecified in

existing literature... Thus, existing empirical M&&search has not clearly

and repeatedly identified those variables that iotpan acquiring firm’s

subsequent performance”.
Although the impact of joint ventures on share @performance has not been examined
as extensively as mergers and acquisitions, sirmaaclusions can be drawn.
There is a clear need for more research to idethidyfactors that can systematically
predict post alliance share price performance. gumpose of this paper is to shed more
light on this unresolved issue by employing entryd@ choice literature and therefore
entry mode determinant variables as prospectivdaeapory variables of the post

alliance share price performance.



Entry mode choice (EMC) literature deals with tle@edminants of the choice of the firm
on which strategy/mode to use in order to expand fareign market and assumes that
firms select the mode that provides the best returnnvestment [Brouthers (2002),
Brouthers et al. (1999), Woodcock et al. (1994)/liewnson (1985)]. But empirical
research in the area does not provide us with &ewsally accepted theory of the
determinants of the choice of the firm between \thgous entry modes as alternative
ways of entering a foreign market. It provides uthwevidence that individual variables
proposed by the various theoretical frameworks significant in determining the
propensity of choosing a specific entry mode [Makamd Neupert (2000), Brouthers and
Brouthers (2000), Burgel and Murray (2000), Mandurhai et al (1999), Hennart and
Reddy (1997), Know and Hu (1995), Agrawal and Ramaasi (1992), Millington and
Bayliss (1990), Caspedes (1988), Kogut and Sin@88), Turnbull (1987), Anderson
and Gatignon (1986), Luostarinen (1979), Stopford @ells (1973)].
To achieve our objective, we need to control foo tanown biases that are responsible
for the wide diversity of results in the FDI ar¢fae impact of type/form of alliances and
the motives behind them. We control for the fingtdistinguishing acquisitions into those
of public targets (APT), acquisitions of divestetsidiaries (ADS), and acquisitions of
divested assets (ADA), and similarly by distingumghjoint ventures into equity joint
ventures (EJV) and contractual joint ventures (CJV)
We control for the second bias by restricting onalgsis to a specific industry (the
automotive supplier industry) and therefore the mseaf, or indent behind, a particular
strategic alliance is secondary to the fact thgawoisational change is taking place. By
examining the components supplier sector of theraative industry we get some useful
evidence from a number of companies that have beatved in the specific types of
alliances in which we are interested. The industas witnessed a huge wave of
globalisation over the last two decades, especihflylast one, and is still in transition.
Vehicle manufacturers initiated this globalisatidmyt it did not leave component
suppliers unaffected. In fact, this globalisatioave rolled into component suppliers as
both vehicle manufacturers and suppliers soughexwand their activities in foreign
markets. Foreign direct investment activity is Iygborrelated with the restructuring of
3



the industry, which started in the early 1990s iarekpected to last for the next couple of
decades. Most of the globalisation and restrucguactivity in the automotive suppliers
sector has been done through acquisitions of didesssets or operations, acquisitions of
private divested subsidiaries, acquisitions of mulilms or through contractual and
equity joint ventures. Given the objectives of thaper and the need for homogeneous
samples, the automotive supplier industry provitesile grounds for analysing the
impact of entry mode choice determinants on pdisinge share price performance.

This paper is organised as follows. In the secoeatian we provide our conceptual
framework (theoretical background and hypothesed)ia the third section we describe
our data and methodology. In section four our tiatage empirical analysis is presented.

Section five discusses the results obtained andsdsame conclusions.

2. Conceptual Framewor k

2.1. Hypothesis Development

FDI literature provides evidence that strategitaaltes such as acquisitions and joint
ventures have a significant impact on post allissitare price performance and therefore
on shareholders’ wealth. Empirical research triesxplain the post acquisition or post
joint venture performance (operational or shareg®)j by examining mainly the motives
behind the alliance but pays little or no attentiorthe impact that choice of the alliance
has on the post alliance performance. There arentain questions on the agenda of a
firm that seeking to invest abroad. First, whyhiereé a need to invest abroad (motive) and
second, how to invest abroad (entry mode choidag. motive of the firm will determine
the type of investment and therefore the form of @iliance through which the
investment will be made. The wrong choice of ai@nhowever, may not allow the firm
to achieve the objectives of the investment (msflivend even if it does this will not
happen as quickly, efficiently and effectively asulM have been the case had the firm
chose the right alliance. Therefore the post alkaperformance will depend on the
choice made by the firm on how to invest in a fgnemarket. Empirical research on
EMC has shown that although there is no well-dgyadotheory explaining the entry

mode choice (in our case the choice between APTSABRDS, EJV, and CJV), a
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combination of variable proposed by the variousnaorks can explain their choice.
Our hypothesis therefore, given that the entry mselection assumes that firms select
the mode that provides the best return on invedtiB¥outhers (2002), Brouthers et al.
(1999), Woodcock et al. (1994), and Williamson @Q8is that that EMC variables
should have a direct and significant impact in akphg the changes in shareholders’
wealth.

The question that arises now is whether we canrmete the magnitude and direction of
this impact. At this stage our assumption is tiat impact of a specific entry mode
determinant variable on the share price performavitde analogous to the impact that
this variable has on the likelihood of choosingpadsfic alliance. In other words, if an
entry mode determinant variable, e.g. country nis&kes it more likely to enter a foreign
market via a joint venture, then companies thaehawsen a joint ventures to enter a
market with high risk must enjoy higher returnsntithose choosing a different entry

mode.

2.2. Theoretical Background

Five conceptual frameworks have been presentedeaoing the foreign entry mode
decision, namely: a) the entry mode as a chairstabdishment, b) the transaction cost
approach, c) the eclectic framework, d) the orgameal capabilities perspective, and e)
the bargaining power framework.

The entry mode choice as a chain of establishnmanmtework is based on the resource-
based theory [Andersen and Kheam (1996)] and & fise as the unit of analysis. The
decision criterion of this framework is a trade-b#tween growth and risk. It uses the
firm's knowledge (tacit knowledge creates compatitadvantage) as the explanatory
variable.

The transaction cost approach is based on theathos cost theory and usegansaction

as the unit of analysis. According to the transactcost theory, specific assets, the
frequency of economic exchange, uncertainty sudimgnthe exchange of resources

between buyer and seller, costs to adaptationppedance monitoring, and safeguarding



against opportunistic behaviour represent the odireensions of the transaction.
Therefore the decision criterion of this framewtkransaction cost minimisation.

The eclectic framework is based on transaction @stry, international trade theory and
resource-based theoffyirm is used as the unit of analysis and ownershigtiocal, and
internalisational advantages are used as the explgn variables [Dunning (1980,
1988)]. According to the eclectic framework apploaihe decision criterion is a trade-
off between return, risk, control, and resourced®l of entry may be of several
classifications; e.g. independent mode, co-operativde and integrated mode.

The organisational capability perspective is basedhe resource-based theory and uses
firm as the unit of analysis. The decision criterion thoe entry mode is a trade-off
between value and cost whereas firm's capabilitiesised as the explanatory variables.
Finally, the bargaining power framework is based it bargaining power of
multinationals and host governments in order tola®pentry mode choice [Jenkins
(1986), Fagre and Wells (1982), Lecraw (1984), G&@asseres (1990), Contractor
(1990)]. As Palenzula and Bobillo (1999) put itcaing to this school of thought the
contractual terms of the multinationals’ involvernenlocal manufacturing are subject to
negotiation with host governments. The party that lihe bargaining power will
influence the entry mode choice of the firm to eatbost market.

As already mentioned, much empirical work has besamed out on entry mode choice,
trying to identify which framework best predictsetlentry mode choice into foreign
markets. But there is no universally accepted thewe have identified, however,
several important factors that theory and previtudies support. The variables that have
been found to be statistically significant in detering the propensity for a specific entry
mode can be divided up into four categories: (th fspecific, (2) industry specific, (3)

country specific, and (4) investment/project specif

Firm Specific Variables

Firm Size researchers have provided evidence that firm Bil@aences entry mode

selection. More specifically, they argue that tamyér the investing firm, the greater its

ability to acquire [Kogut and Singh (1988)]. This because acquisitions require
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generally more financial and managerial resouriean joint ventures [Caves and Mehra
(1986)]. Therefore larger firms prefer wholly ownedtry modes because they tend to
have more resources which can be used in the ndwy emarket [Agrawal and
Ramaswami (1992), Erramili and Rao (1993), Browgtaerd Brouthers (2003)].
Performance/profitability as the free cash flow and managerial hubris HngsEs
suggest, highly performing companies may use “foash flow” to acquire other
companies for purposes other than the maximisatfadheir shareholders’ wealth. That
IS, managers engage in empire building to incrélas& power and salary, and/ or for
prestige [Jensen (1986), Roll (1986), Scherer anssK1990), Hay and Morris (1991),
Harford (1999)]. Highly performing firms are mori&dly to be involved in acquisitions
rather than other entry modes [Barkema and Verme(1998), Hermann and Datta
(2002)] for the same reasons.
Diversification production knowledge is industry specific and réfere companies
setting up operations in unrelated businesses niagiet extra market barriers. Entering
into a joint venture agreement (EJV or CJV), howeweth a local partner who is
endowed with the necessary industry knowledge cawved these barriers [Hennart
(1991), Hennart and Chen (2002)] and overcome aost-gcquisition integration
problems which might arise due to the differentusidy culture and administrative
routines.
Experience from the literature we can divide up experiencdo isix categories:
international experience, host country experiencegional experience, industry
experience, exporting experience, and experienadmsummating alliances. Exporting
experience is not used in this paper since exmpirgnnot one of the entry modes
examined. Other cases have a similar effect orcliwéce of the firm. The higher the
experience a firm has, the more probable it ishmose a full control mode (acquisition)
rather than a shared control mode (joint venturhjs is because experience reduces the
uncertainty associated with assessing the proletmiaomic worth of entering a foreign
market [Barkema and Vermuelen (1998)] and stremgililee ability to stabilise business
operations in an uncertain environment [Luo andgP@®99), Luo (2001)]. Therefore,
firms with no experience will select the joint verd mode in order to avoid all the costs
7



and disadvantages of entering a foreign marketdtces the risk that a firm takes in
entering a foreign market and facilitates learnthgpugh cooperation and interaction
with local firms.

Industry Specific

Industry R&D and Advertising Intensityvhen a company is seeking to enter in an
industry with a high R&D and advertising expenditut is very likely that it will face
high technological and marketing barriers. To ovare these barriers, the firm can form
a joint venture with partners that are endowed wattianced industry specific technology
and advertising expertise [(Kogut and Chang (19€&pnart and Chen (2002)].

Country Specific

Development, Size, Growth and Economic Conditiongiast Market size, growth,
development and economic conditions of the hostketahave been shown to be
important by several researchers [Gomes-Casse®89,(1.990), Larimo (1998), Zejan
(1990), Burgel and Murray (1998), Lu (2002), Barlkerand Vermeulen (1998)] in
explaining the entry mode choice. Host countriethvgoor economic conditions (e.g.
high inflation rates, unstable GDP, unstable cuwyg@are not attractive to foreign firms
because their assets are likely to be highly unpmtide [Goodnow and Hansz (1972);
Onkvisit and Shaw (1991); Root (1987); Sarathy @adostra (1997)]. According to the
eclectic framework, firms interested in servicirgyeign markets are expected to use
selective strategy and favor entry into more dtivacmarkets. In countries with low
locational advantages, a firm would be better offentering, but if it does, it may favour
use of non-investment options. Empirical resultsvite mixed evidence. Agrawal and
Ramaswami (1991), support the view that companrieg markets with high
potential choose shared control modes rather thawilyvowned ones, whereas others
Tsai and Cheng (2002), provide evidence that fishsuld enter with full control

ownership modes rather than shared dnes.

2 It has to be acknowledged at this stage that tieemiversity in the literature not only in theaie
explaining the EMC but also in the methodologiggbmach. Some researchers examine “wholly owned”
or “full control” modes versus “shared control” nes] whereas others examine specific alliancesjeng.
ventures versus acquisitions). Under certain cistantes the two approaches are the same.
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Political Hazard political hazard falls within the environmentalagertainty measure of
Gatignon and Anderson (1988), who suggest that faaturing firms should prefer
flexible entry modes (i.e. shared control) wheregng markets with great environmental
uncertainty. This is because by shared control moflens can hedge against the
uncertainty of the market of entry, especially immafacturing industries where the
foreign direct investment is typically fixed assetensive [Luo (2002), Brouthers and
Brouthers (2003)]. Several studies by Aulakh andalkie (1997), Gatignon and Anderson
(1988), Kim and Hwang (1992), Luo (2002), Broutharsl Brouthers (2003) provide
support for the above. Similarly, Agodo (1978), dfatSadeh and Safizadeh (1989),
Goodnow and Hansz (1972), Kobrin (1979) and Ro88T7) provide evidence that under
unstable conditions, firms are more likely to ch®@dsw resource commitment (shared
control) modes, mainly because political instapiplaces a firm’s assets at heightened
risk. Country Risk the attractiveness of a market can be charaetelis terms of its
potential and its investment risk [Agarawl and Rawami (1991), Eramili and Rao
(1993), Palenzula and Bobilo (1999), Barkema andvelen (1998), and Burgel and
Murray (2000)] and also on the host government'sc@s towards foreign firms. In
countries with high investment risk, i.e. politicaelconomic, and social instability, it is
better for a firm not to lock in its resources byexing through high control modes. It
would be much more difficult and costly to withdréiwese resources if necessary. It has
also been found that favourable policies towardsigm firms (i.e. favourable corporate
tax policies, lesser restrictions on foreign equitydings etc) are highly correlated with
the choice of high resource control modes [Davidmoth McFetridge (1985)].
Cultural Distance much empirical work has been carried out in erptg the impact of
cultural distance on the entry mode choice of m.fisome researchers provide evidence
that cultural distance is associated with full cohentry modes [Anand and Delios
(1997), Padmanabhan and Cho (1996), Eramili €18D7), and Shane (1994)], whereas
others [Kogut and Singh (1988), Eramilli (1991),uCand Anderson (1992), Kim and
Hwang (1992), Eramili and Rao (1993), and Anderaod Coughlan (1987)] provide
evidence that cultural distance is associated shitired control modes. Those supporting
the view that “as the cultural distance between énoand host countries increases
9



companies tend to choose shared control entry mbdss their expectations on the fact
that differences in cultures among countries infaee the perception of managers
regarding the costs and uncertainty of alternathades of entry [Kogut and Singh
(1988)]. Entering in a cooperative venture redwstalts part of these costs to the local
partner. On the other hand, those providing evidethat firms entering into culturally
distant markets should choose wholly owned modese their arguments on the
transaction cost theory which suggests that whollyned modes of entry will be
preferred when the costs of finding, negotiating] @nforcing a cooperative agreement
are greater than the costs of direct control [Eiaamd Rao (1993), Hennart (1989),
Bowen and Jones (1986), and Brouthers and BroufB6fxl)]. According to this school
of thought, although entering into a market whishcharacterised by high cultural
distance will increase the costs of direct contoasts of shared control modes will
increase even more for two reasons: 1) weak aatioip of possible contingencies in the
new market, and 2) small numbers problem (not en@agential partners).
Investment/Project Specific

Timing of the Investmenseveral authors such as Zejan (1990), and Barkanta
Vermeulen (1998) provide evidence that certainyemodes cluster in time in the form
of waves and therefore the timing of the investmeninportant in explaining the entry
choice of the firm (imitativeness).

The expected impact of each of the above variablesthe entry mode choice is
summarized in Table 1. As no explicit distincticmstbeen made in the literature between
the five modes of entry we examine in this work, avgtinguish only between mergers
and acquisitions, and joint ventures. Due to theerdity of theoretical frameworks and
the ample, but not always consistent, empiricaldewte, some of the expected
relationships have been established based on #isgemmework or specific empirical

evidence (mentioned in the table when this is dseL

[TABLE 1]
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3. Data and M ethodol ogy
3.1. Data
The primary sources of data for this analysis QRC Platinumand Datastream As
already mentioned, this paper examines five tygestry modes in foreign markets for
an international sample of automotive suppliers foe period 1990-2000. The
distribution of deals by type and country is pra&ddn Table 2 (30 cases of contractual
joint ventures, 196 cases of equity joint ventui&s,cases of acquisitions of divested
assets and operations, 56 cases of acquisitiodsve$ted subsidiaries, and finally 110
cases of acquisitions in the open market). To ntakeresult comparable with previous
studies which examine high versus low control mpa@disdeals where the company of
interest owned more than 75% of the EJVs are egdldbm the analysis. For the same
reason all the deals where the bidder acquiredthess 75% of the target/asset (APT,
ADS, ADA) are also excluded. We have chosen 75%@shreshold because we believe
that ownership higher than that level is enoughive control of the alliance and at the
same time to shift the larger share of the riske@sted with it to the controlling partner.
The sample list was drawn from a comprehensive disforeign direct investment
announcements from automotive suppliers obtaired 8DC Platinum

[TABLE 2]

3.2. Methodology

Identifying whether entry mode choice has a sigaiit impact on shareholders’ wealth is
a three-stage process. Firstly, using standardt legression analysis, we examine
whether the EMC variables proposed by the liteeattan also explain the choice of the
automotive suppliers in our sample among the fitermative modes (APT, ADS, ADA,
EJV, and CJV). Secondly, using the fundamental gniegs of preferences and assuming
continuity on preferences, we rank the entry mdusaes for each explanatory variable
found to be significant. Finally, using regressamalysis, we regress the EMC variables
against the excess market returns (abnormal rgtwinisined by automotive supplier
shareholders for several time periods. The impad¢he alliances on the shareholders

wealth is measured with excess market returns (EMiR)g the calendar time approach.
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The procedure followed in calculating the EMR is tine proposed by Fama (1998) and
Mitchell and Stafford (2000).
For each calendar month t we calculate the caletidex excess market return for
company i in country j (EMR) as follows:

EMR;t = Rijt — Bmt
where R is the return of company i in country j at timarnd Ry is the return of the
market index of country j at time t. For each ndl month t, the mean abnormal return

(MEMRy) across firms is calculated as:
1 N
MEMR = = EMR,
n =

for all j's, where nis the number of firm in the portfolio in monthTihe overall monthly

abnormal return is calculated as:
1 T
MMEMR = ?Z MEMR
t=1

where T is the total number of calendar months.
The null hypothesis of zero MMEMR is examined uding conventional t-statistic:

MMEMR

{MMEMR)= o(MMEMR)/~T

where o(MMEMR) is the standard error of the average excess maakehs for period t.

3.3. Variable M easur ement

Entry Mode the dependent variable for the logit models ettt becomes a categorical
variable which takes the value of 1 for entry moded the value of O for entry mode j.
Predictors of Entry Mode and Share Price Perfornenc

Firm sizeis proxied by the logarithm of sales as reportethe financial statements of
the company for the last fiscal year before entry.

Performanceis usually used as a control variable and it ta@geral forms (e.g. return
on assets, return on equity etc). In this analy&sproxy performance using return on
equity (ROE) as reported in the financial statemmeaftthe company for the last fiscal

year before entry.
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Diversification is proxied as a categorical variable accordingthe relatedness of
operations of the partners which takes the value arfe for horizontal
agreements/operations, the value of two for vdrigaeeements/operations, and the value
of zero for diversified agreements/operations.

International experiencés measured as the number of foreign markets dilreatered
before the new entry.

Host country experiends measured as the number of years operating ihakecountry
before the new entry.

Regional experiences measured as the number of years operating igdographical
region of the host country before the new entry.

Industry experiencés measured as the number of times the firm edter® a specific
industry before the new entry.

Experience in consummating specific alliansegroxied as the number of same alliances
consummated before the new entry (e.g. if compangnkers country Y with a joint
venture, then experience is the number of jointwes that company X had before the
new venture).

Industry R&D intensityis measured as the ratio of the industry’s toésearch and
development expenditure divided by the industrgtaltsales.

Advertising intensityis measured as the ratio of the industry’s totdliestising
expenditure divided by the industry’s total sales year before the new entry.

The potential of the market of entry is proxiedthg size, development, and growth of
the host marketSize of host markés measured as the logarithm of GDP of the host
country.Development of host markist measured as the GDP per capita. Fingibwth

of host markeis measured as the average GDP growth of the rastet five years
before the entry year.

Country riskis measured as the correlation between the st@rkenreturns of the host
country and those of the country where the invastestablished, five years before the

new entry.
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Political hazardis proxied by a dummy variable which takes thei@af one if the host
market is a developing market and zero if the ntaska developed market. The reason is
that a developing market has more political haztrds a developed one.

Cultural distance similar to previous research, is computed acogrdd the composite
index used by Kogut and Singh (1988b) and dataagoed in Hofstede (1980). This
index measures the deviation along each of fouturll dimensions proposed by
Hofstede (1980), i.e. uncertainty avoidance, irdliality, power distance, and
masculinity-femininity, from the country where tfisn of interest is established to the

investment-destination country. Algebraically thdex is calculated as follows:

CDy = il{(| s Pvia

where | stands for the index for thigh cultural dimension angth country,V; is the
variance of the index if thigh dimensionk indicates the country of entry, a@Dj is
cultural difference of thgth country from thekth country.
Finally, timing of the investment refers to the year of entry \Whekes the values one to
ten depending on the year of the transaction @aiens consummated in 1990 take the
value of 1, those consummated in 1991 take theevafuwo etc.). Summary statistics
along with the correlation matrix for all the vdies is provided in Table 3.

[TABLE 3]

4. Empirical Analysis

4.1. Stage 1: Logit Analysisfor the Determinants of Entry M ode Choice

In this section we present the results of ten logitels predicting the entry mode choice
of the automotive supplier companies. Accordinght® logistic regression analysis the
entry mode is captured by a dummy variable thaddke value of one if the entry mode
is made by mode i and zero if the entry is madenbge j. The model can be expressed

as:

1
Py =1) = Tr o 7 XE)
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wherey is the dependent variable (the selection of madampared to mode j¥; is the
vector of independent variables for tHeobservationg is the intercept parameter, aRd
is the vector of the regression parameters. Thessgn coefficients estimate the impact
of the independent variables on the probability #rdry would be done through mode .
Logit analysis assumes that observations are imdigpe with each other. This might not
be the case with an international sample becausgaoies from the same countries
share common organisational and production relatdtlres. The sample of analysis
consists of companies established in more thanifi€reht countries and therefore the
chance of introducing biases into the estimatiams  the dependence that might exist
between observations drawn from the same countrgrishigh. In order to deal with this
problem we control for any possible biases on tlagahal elements of the variance-
covariance matrix (variances) by clustering obsgowa by country of origin of the
investment and calculating the variance-covarianatrix as proposed by Rogers (1993).
Results are presented in Table 4.
As can be seen from the diagnostic tests in Tablthel worst model (model 6) can
explain successfully 71.79% of the cases whereadést model (model 2) can predict
successfully 92.31% of the cases. Both goodne§is-tésts, Pearson and Hosmer-
Lemeshow tests, show that there no redundant Vesiah the estimated models. The
results obtained from Table 4 contribute to the EMErature in two ways. Firstly,
researchers correctly identified most of the entpde determinants, and secondly that a
combination of variables, rather than a specifiarfework, seems to be able to predict a
significantly high percentage of the decisions loé filutomotive suppliers (on average
85% of the cases). There is, however, scope foraugment.

[TABLE 4]

4.2. Stage 2: Ranking of Preferences

Using the fundamental properties of preferencesuartter the assumption of continuity

on preferences, according to which if A is morelfkto happen than B and B is more

likely to happen than C then A is more likely tppan than C, we ranked the entry mode

choice for each explanatory variable. For examptazie of host market makes it more
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likely for a company to choose EJVs to CJVs and TtWVAPTS, then size of host market
makes it also more likely for a company to choos®/€to APTs. The results are
provided in Table 5. As can be seen, for six vdesb-diversification, industry
technological and advertising intensity, growth atelelopment of host market, and
timing of the investment— results are inconclusiver the rest of the variables certain
patterns can be obtained.

Size although size seems to be an important deterrhindive out of the ten models, it
does not have the expected impact, i.e. largerfisime do not necessarily prefer wholly
owned entry modes. As can be seen in Table 4 ahtk Ba larger automotive suppliers
prefer CJVs compared to any other mode of entryredeelast on their preferences are
the APTs. The second preferred mode of entry faoraative suppliers is the ADAs
followed by ADSs and then EJVs. Although largeromubtive suppliers have a greater
ability to acquire (APTs, ADAs, or ADSs) due to raaesources (financial, managerial,
technological etc.), they prefer CJVs. This is aitidl indication that automotive
suppliers need collaborations/modes, like CJV4,ghare risks without the need for new
establishments (loose links) and not for collaboret that shift either all the risk to them
(acquisitions) or share the risk but require theation of formal links (EJVSs). This need
might be due to the fact that larger automotiveptisps have already established
themselves in the major markets and what they meedis more efficient distribution
channels or partners to share the costs for theasingly demanding call for for new
technology.

Return on Equity (ROEJinancially sound firms with high returns on etyunave ADAs
as their best choice followed by APTs, EJVs, AD8d kstly CJVs. Our results offer
mixed evidence concerning the preferences of aut@esuppliers. Although they prefer
full control modes, like ADAs and APTSs, to sharexhttol modes, like EJVs and CJVs,
they also prefer shared modes (EJVs) to full comtrmdes (ADSs). What is interesting,
however, is that highly performing automotive sugysl are less likely to choose CJVs,
which is the only type of alliance in our analysiat involves “loose links” between the

partners.
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Experience Although the results obtained about the impaatxqferience on entry mode
choice are statistically significant, the evidemcenixed and not always in line with the
empirical evidence. Different sources of experiertiier in their impact on the
preferences of automotive suppliers. Automotivepsieps with many years of experience
operating in foreign markets and many years of losintry experience tend to prefer
CJVs whereas their last choice is the APTs, witteptlliances somewhere in between.
As expected, on the other hand, companies with ngaass of operations in the region of
the host market tend to prefer APTs and leave as thst choice CJV agreements.
Companies with prior experience in the industryeotry prefer ADAs, followed by
CJVs, ADSs, APTs, and lastly EJVs. Companies witicka portfolio of experience in
consummating alliances prefer to enter foreign etarkhrough EJVs, followed by APTs,
CJVs, ADAs, and lastly ADSs.
Country Riskthe higher the country risk the more likely ittisat automotive suppliers
will enter into that market with acquisition of @isted assets/subsidiaries/operations or
acquisitions in the open market, with their lasbick being the EJVs. This finding
contradicts the eclectic framework and other figdifirom the literature which suggest
that in countries with low locational advantagesn$ should not enter, and if they do
they should choose low modes of control-ownershiprider not to trap their resources
and be unable to withdraw them.
Size of Host Markethe bigger the host market the more likely ithat firms will prefer
ADAs, ADSs, and APTs whereas it is less likely ttray will choose EJVs and CJVs.
This finding is in line with the expected impactahe eclectic framework which suggest
that firms should choose high control entry moddsenv entering countries with
locational advantages (not shared control modes).
Political Hazard automotive suppliers prefer EJVs followed by ADASPTs, ADSs,
and finally CJVs when entering developing marketsvhich the political hazards are
higher. This order of preference contradicts agheéfindings from existing literature.
One can argue, however, that automotive supplieepshared mode alliances in order
to enter developing markets but they avoid CJVenethough these are low resource
investments, because they have no access on tregamaant of the venture. In addition,
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contractual joint ventures can easily and inexpatgibe defaulted by host partners in
countries with high political hazards (e.g. coriap} compared to equity joint ventures.
In equity joint ventures, the company has some kihdontrol on the venture and it is
easier to predict a failure due to political hazard

Cultural Differences cultural differences deter companies from entetinrough high
control entry modes and encourages them to enteugh CJVs. Second on their
preferences are ADAs followed by EJVs, APTs, andally ADSs. This finding
contradicts our expectations according to which €£Jdw control mode) would have
been preferred to high control modes (ADAs). Thighh be due to the fact that no
special knowledge of the market or the partneedgiired for the acquisition of assets. In
this case cultural differences, of any form, do have any significant impact on the
management of the acquired assets. Among the higtrot entry modes automotive
firms are more likely to choose APTs compared toSADThis might be due to the fact
that companies that can be acquired in the opekenare more likely to disclose more
information about their operations than the onas &ne privately held which adds to the
negative impact of cultural differences making ADSare risky and thus less attractive.

[TABLE 5]

4.3. Stage 3: Impact of Entry M ode Deter minants on Share Price Performance

Until now the determinants of the entry mode chdiege been identified and the entry
mode preferences associated with them have beablissed. In this section, using
regression analysis and controlling at the same fon heteroskdedasticity in estimated
errors that might be introduced into the analysis tb the international sample (country
of origin), we examine which of these determinaatiables have an impact on the
shareholders wealth and whether this impact iscothe hypothesized. Given that the
calendar time approach measures the persistencgnotvent on the share price
performance, we estimate the impact of the deteamgboth in the short- and in the
long-term (announcement month, three and five yaétey). Results are presented in
Table 6.

[TABLE 6]
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Contractual Joint Ventures
Larger companies choosing CJVs experience negakivess market returns during the
announcement month, whereas those entering demgloparkets or big host markets
experience significantly positive excess markeainmet. Those companies choosing CJVs
to enter culturally distant markets experience tegaexcess market returns at the
announcement month. These results seem to creatgradiction. The results from stage
1 predict that the bigger the size of the host mtadnd the higher the political hazards,
the less likely it is for an automotive supplierdmoose a CJV (more specifically stage 2
shows that CJVs are last on the preferences ofhaiiee suppliers). Nevertheless there
is a positive and significant impact on the excasare market performance during the
announcement month (higher than any other alliar@milarly firm size predicts that
bigger automotive suppliers strongly prefer CJVs dtuthe same time it has a negative
impact on the share price performance if they cto83Vs. Furthermore, the results
obtained above show that CJVs are preferred intpaimey culturally distant markets but
when they are used shareholders experience negatpeart on their wealth (negative
share price performance). This is an initial intarathat the entry mode choice process
of automotive suppliers might lacks rationality ahérefore our hypothesis is rejected.
None of the variables has any impact on the extesket returns during the period 0-36
months after the announcement. As far as the leng is concerned, regional and
industry experience seem to be important in explgiexcess market returns and their
impact is the hypothesized one, i.e. companies kigh regional experience have CJVs
as their last choice and therefore it has negatmeact on excess market returns.
Similarly companies with high industry experiena/é CJIVs high on their preferences
and therefore it has positive impact on the longneturns.
Equity Joint Ventures
A large proportion of the variation of excess maneturns seem to be explained by the
entry mode determinants. More specifically ROEelinational experience and cultural
distance have a significantly positive impact oncess market returns whereas
international experience has a significantly negaimpact. Assuming that ROE and
cultural distance predicts neither strong nor wai@ference of EJVs, the results obtained
19



for these variables are acceptable. Industry egpee on the other hand predicts the
highest probability of choosing EJV, which is imdi with the positive impact on the
excess market returns. Similarly, international exzignce predicts low probability of
EJVs, which is in line with the negative impactesicess market returns. Therefore, for
the short-term, our hypothesis is supported.
Three years after the announcement month entry metieminant variables seem to be
important in explaining the excess market returhthe firm. More specifically size of
the firm, experience in consummating alliancess sizhost market, and political hazard
have a significantly positive impact on excess marketurns whereas ROE and
international experience have a significantly niegaimpact on excess market returns.
Two variables seem to reject our hypothesis: sizéh® firm and size of host market.
According to the analysis in stage 2, firm size &wodt market size predict the lowest
probability for automotive suppliers to choose Eds when examining their impact on
excess market returns they have a significantlyitipesimpact. For the period 0-60
months after the announcement, entry mode detentsirrgain have a significant impact
on the excess market returns. Size of the firmt &od industry experience, and cultural
distance have a positive impact whereas ROE amdniational experience continue to
have a negative impact. Size of the firm createsstime contradiction about its impact
on excess market returns as in the mid-term (0-@6ths after the announcement).
Acquisitions of divested assets
Entry mode determinants are good at explainingetkeess market return behaviour of
those suppliers that used ADAs as part of theitruetiring activity. During the
announcement month, international and host expegiesize of host market, political
hazard, and cultural distance have a significapthgitive impact on excess market
returns, whereas ROE and regional experience haignéicantly negative impact on
excess market returns. Again, certain variablesHRd host country experience) create
a paradox as it concerns their impact on exceskaneeturns and their predictability for
choosing ADAs as a mode of entry (high predictabilor choosing ADAs associated
with negative excess market returns and vice vehlsdhe mid-term (0-36 months) ROE

and international experience continue to have mifgigntly negative impact along with
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country risk and political hazard variables. Theseiables (except political hazard)
maintain their significant impact on excess manattirns up to 60 months after the
announcement. It is interesting that in both c48e€36 and 0-60 months) the impact of
the entry mode determinant variables (except @rirdtional experience) contradict the
expected impact. Therefore our hypothesis is ety supported.
Acquisitions of Divested Subsidiaries
Entry mode determinants have a significant impaet excess market returns of
automotive firms choosing divested subsidiariesttesr mode of entry. During the
announcement month ROE, industry experience, amd of host market have a
significantly positive impact on excess market mesuwhereas international experience
has a negative impact. Contrary to the analysstage 2, about the predictability of entry
mode choice, ROE and international experience lia@eopposite impact from the one
expected, thereby rejecting our hypothesis, i.enganies with high ROE have ADSs as
their last choice but nevertheless it creates fogmitly positive excess market returns.
Similarly companies with high levels of internat@rexperience have ADSs top on their
preference list but this has a significantly negatimpact on excess market returns. In
the mid- and long-term the only two variables $e¢m to be important in explaining the
excess market returns are country risk and indetperience and their impacts are the
ones expected.
Acquisitions of Public Targets (in the Open M arket)
Finally, in the case of acquisitions in the operrkag only industry experience seems to
be important in explaining excess market returminduhe announcement month. This is
also important in the long term along with countisk and political hazard. Industry
experience has the hypothesized impact on shamtsoldxcess returns during the
announcement month but not in the long-term. Ralithazard does not create strong
preferences towards APTs (see Table 6) and ther¢tiernegative coefficient obtained is
reasonable. Country risk, on the other hand, do¢have the expected impact either in
the short-term or in the long-term. This is agaiooatradiction that reinforces the view
that managers of the automotive suppliers sectonatocchoose entry modes rationally
and/or do not consider shareholders wealth maxtinizavhen they make their choices.
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5. Discussion and Conclusions

The results obtained in the second stage of ouirgralpanalysis suggest that, although
entry mode literature does fairly well in identifg the determinants of the entry mode
choice, it does not always predict the impact afhedeterminant on the choice of the
company, at least for the companies in our sanigies might be an indication that the
entry mode choice of automotive suppliers is not edogenous decision but an
endogenous one. In other words, automotive sugptieed to restructure their activities
and follow the general trend in order to survivdnich requires strategic alliances to
increase their capabilities in order to meet thraased responsibilities shifted to them
by automotive assemblers. This argument is reiefibtwy the results presented in Table
7. More specifically, for each of the models in [Ea$d, all the cases where the model
correctly predicts the entry of mode have beentified and their excess market returns
compared with those for which the model’s predittiwas wrong. Ideally the correctly
predicted cases should have performed better Hewtongly predicted ones. As can be
seen in Table 7 for Models 7 and 8 the correctdmted cases earned higher excess
market returns than the ones wrongly predicted adeerfor Models 2, 3, and 4 the
wrongly predicted cases experienced higher exceskeanreturns (or experienced less
losses) than the correctly predicted cases. In Madeb, 6 and 10, the results are mixed.
The results obtained in the third stage of the @oglianalysis suggest that share price
performance differs across alliances and over botethe impact is not analogous to the
likelihood of choosing a specific alliance (as itiged in the second stage). Combining
the results of the last two stages of the anabtstsvs that there is disparity between the
preferences of the managers and the value thaglstiders assign to these preferences.
This is an indication that managers and shareheldave different views as to how a
foreign investment should be done. We cannot calechin the driver of this disparity
(i.e. managerial hubris, endogeneity, shareholdgdrsit-termism, etc). We can, however,
conclude that, even with the presence of this digpaur results provide evidence that
entry mode choice determinants can explain a sogmif percentage of the volatility of

post alliance excess market returns in both thetslamd long-term. Therefore the
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success of a foreign investment strategy is napeddent from the choice of the alliance
through which the investment is done. The prockesugh which managers decide on
how to invest abroad is monitored and valued byrntfaeket. The results suggest that
further research linking FDI and EMC literatureowskl help us understand better the
unresolved issue of post alliance share price pegace.

[TABLE 7]
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Table 1. Determinants of Entry Mode and the Preferences of the Automotive Suppliers

This table summarises the expected impact of thiewsa entry mode determinant variables on the entry
mode choice of the firms. Entry mode refers to @mttial joint ventures (CJV), equity joint ventures
(EJV), acquisitions of divested assets (ADA), asifioins of divested subsidiaries (ADS), and actjoits

of public targets (APT).

Highest _

Probability

Lowest
Probability

Firm Specific
Firm Size
Return on Equity
Diversification of Operations
Horizontal
Vertical
International Experience
Host Country Experience
Regional Experience
Industry Experience

Experience Consummating Allian.

Industry Specific
Industry’s Technological Intensity
Industry’s Advertising Intensity

Country Specific*
Growth of Host Market
Country Risk

Size of Host Market
Development

Political Hazard
Cultural Distance

I nvestment Specific
Timing of the Investment

APT, ADS, ADA
APT, ADS, ADA

APT, ADS, ADA

APT, ADS, ADA
APT, ADS, ADA
APT, ADS, ADA
APT, ADS, ADA
APT, ADS, ADA

APT, ADS, ADA

CJV, EJV
CJV, EJV

APT, ADS, ADA
CJV, EJV
APT, ADS, ADA
APT, ADS, ADA
CJV, EJV
CJV, EJV

EJV, CIV
EJV, CIJV

EJV, CJV

EJV, CIV
EJV, CIV
EJV, CIV
EJV, CIV
EJV, CJV

EJV, CIV

APT, ADS, ADA
APT, ADBDA

EJV, CIV
APT, ADS, ADA
EJV, CIV
EJV, CIV
APT, ADS, ADA
APT, ADS, ADA

Clustering of alliancesartling to waves

* According to the eclectic framework.
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Table 2. Distribution of Business Combination Activity by Country and Type of

Alliance

This table provides information for the distributi@f alliances undertaken by automotive component
suppliers during the period 1990-2000 by region bpdype. Type of alliance refers to contractuahto
ventures (CJV), equity joint ventures (EJV), acijioiss of divested assets (ADA), acquisitions ofedited
subsidiaries (ADS), and acquisitions of public &sg(APT).

CJVv ADA EJV APT ADS Total

Australia 1 2 4 4 1 12
Canada - 8 8 10 7 33
Denmark - - - 2 - 2
France - 12 17 8 3 40
Germany 1 2 1 3 1 8
Indonesia 1 1 - - 2
Italy 4 4 15 8 4 35
Japan 8 6 74 12 6 106
Malaysia - - - - 1 1
Norway - 2 2 - 4 8
Singapore - 1 - - 1 2
South Africa - - 1 - - 1
South Korea - - 3 - - 3
Sweden - 6 7 10 23
Taiwan - - 4 - - 4
United Kingdom - 3 4 14 3 24
United States 16 25 62 42 15 160
Total 30 72 196 110 56 464
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Table 3. Descriptive Statistics and Pearson Correlation Coefficients

Variable Mean sd. 1 2 3 4 5 6 7 8 9 10 11 12 13 145 16 17
1. Firm Size 144158 1
2. Return on Equity 26.8106 0.20 1
3. Diversification of i i i i i
Operations
4. International 316 3.62 0.56*0.23* - 1
Experience
S Host Country 073 1.68 009 004 - 034" 1
Experience
6. Regional Experience 14®.17 0.17 0.06 - 0.51*0.67* 1
7. Industry Experience 1.954.08 0.33* 0.10 - 0.56* 0.19*0.28* 1
8. Experience in 2.49 3.16 0.35* 0.06 - 0.59* 0.28* 0.41*0.31* 1
consummating alliances
9. Industry's 003 002 017 008 - 0.4 0.09* 010 012 013 1
Technological Intensity
10.Industtys 541 002 002 -001 - 002 006 0.09 -0.14 017 03" 1
Advertising Intensity
LU STowtn ofHost 5,09 0.13 0.08 001 - 002 -0.02-0.07 0.05 007 -0.05-004 1
12. Country Risk 0.38 0.23 -0.19 0.02 - 0.04 0.11* 0.06 0.01 -0.02 0.05 0.02-0.09* 1
13. Size of Host Market ~ 22.91.62 -0.16 -0.01 - 0.07 0.08* 0.04 0.03 -0.02 -0.06 -0.05-0.18* 0.65* 1
14. GDP per capita 10.311.9 -0.07 0.03 - 0.02 -0.02 -0.05 0.05 0.00 -0.07 -0.05 -0.03 0.09 0.36* 1
15. Political Hazard 0.430.50 0.17 001 - -0.01-0.15%-0.11 0.00 0.06 0.09 0.02 0.31* -0.6* -0.85*-0.1f 1
16. Cultural Distance 1.831.49 0.01 -0.05 - -0.08-0.12*-0.15-0.10 -0.04 -0.05 -0.03 0.04 -0.45* -0.38* -0.0¢ 0.4* 1
17. Timing of the 6.98 2.66 0.25* 0.18 - 0.49* 0.29* 0.38* 0.23* 0.33* 0.35* 0.16 -0.08 0.10 0.05 0.000.04 -0.03 1

Investment

* defines significance (corrected with the Sida&§ustment) in correlations between the respestvables (p-value<0.01).
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Table 4. Logit Model Analysis for the Determinants of Entry Mode (comparing

alliances)

This table summarises the results of the ten logidels estimated for explaining the entry mode adhoif
the automotive suppliers in our sample for theqaeri990-2000. The choice refers to contractualt join
ventures (CJV), equity joint ventures (EJV), aciiaiss of divested assets (ADA), acquisitions ofedited
subsidiaries (ADS), and acquisitions of public sy APT).

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9 Model 10
EJV=1, EJV=1, EJv=1, EJV=l, APT=1, APT=1, APT=1, CJv=1, CJv=l, ADS=1,
CJv=0 ADA=0 ADS=0 APT=0 CJv=0 ADA=0 ADS=0 ADS=0 ADA=0 ADA=0

Firm Specific
Firm Size -1.28 -0.75% -0.27% 0.18 -1.00 -0.34% -0.27% 0.33 0.57* -0.06
Return on Equity 0.03% -0.06% 0.01 -0.00 0.03* -0.00 0.01 -0.01 060.0 -0.02
Diversification of Operations
Horizontal 3.80% 11.8% 6.42% 1.20 4.92% 0.84 2.00t -0.86* 0.75 -0.38
Vertical 2.47% 3.35 5.36% -0.06 2.33% -0.07 2.51% 4,811 3-0.6 -2.15%
International Experience -0.35% -0.67% -0.16 0.18 -0.53f -0.19t -0.16* 0.25* 0.39% 0.00
Host Country Experience -0.10 1.35% 0.10 0.23 -2.88 -0.13 -0.20* 0.38 0.62 0.41%
Regional Experience 0.40% -0.05 -0.44% -0.24*  3.43% 0.12 0.05 -1.25% -0.76 0.00
Industry Experience -0.02 -0.78% -0.37% -0.25f -0.13t  -0.10% -0.01 0.14* -0.17% -0.08*

Experience in Consum.Alliances 0.231 2.58% 1.01% 0.08 0.06 0.60% 0.41* 0.45% 0.26% -0.03

I ndustry Specific
Industry’s Technological Intensity -66.0% 39.6 13.5*% 16.5 -30.5% 5.61 -3.20 60.4% #2.7 -1.50

Industry’s Advertising Intensity ~ 60.6% 14.6 -22.9 -3.03 97.3 3.16 -7.33 -166.1 -17.2 -7.49
Country Specific

Growth of Host Market -1.58 -1.33 0.80 1.76 -12.2% 0.92 0.68 6.851 355 .802
Country Risk -0.44 -8.22% -0.51 -2.02 8.891 -1.88t 2.95% 1.49 0.3#1 -5.82%
Size of Host Market 0.90 -1.46% -0.94% -0.79t 0.76% -0.76% -0.06 -2.61% -0.83t -0.19
Development -0.00 0.00% 0.00% 0.00% 0.00* 0.00 -0.00 0.00% 00.0 0.00
Political Hazard 5.89% 3.87t 0.35 0.00 6.89% -1.47 0.60 -6.77% #.09 -1.14
Cultural Distance -0.40* -0.31% 0.65F 0.33*  -0.69% -0.04 0.04 1.27 100. -0.12

I nvestment Specific

Timing of the Investment 0.29 -0.16 -0.26% -0.15 -0.37% 0.08 -0.03 -0.40 -0.13 0.17*
Constant -4.74 39.4% 20.7% 14.8* -6.02 23.6% 2.95 356 13.3 8.52

N 110 130 135 171 97 117 122 61 56 81
Goodness-of-fit (Pearson) 58.72 44.28 116.823.58  47.62 92.24 107.49  36.68 54.31 149.57
Significance (Chi-square) 0.99 1.00 0.47 0.11 0.99 0.64 0.36 0.70 0.03t 0.00F
Goodness-of-fit — (Hosmer- 5 6 4 45 567 468 68 451 497 878 998 2156
Lemeshow)

Significance (Chi-square) 0.74 0.98 0.68 0.79 0.55 0.81 0.76 0.36 0.27 0.00%
Pseudo R 0.44 0.75 0.63 0.39 0.54 0.25 0.27 0.52 0.49 0.21
Percent Correct (%) 89.09 92.31 91.11 83.63 90.721.797  78.69 88.52 83.93 77.78
Sensitivity (%) 95.65 94.57 93.48 85.87 94.94 83.5488.61 72.22 66.67 81.40
Specificity (%) 5556  86.84 86.05 8101 7222 47.3760.47 9535 9211  73.68
ROC (%) 91.67 98.23 95.93 88.59 94.73 81.01 83.25 2.519 92.11 81.95

* 1T, and} denote significance at the 10, 5, and 1 perceridaespectively.
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Table 5. Determinants of Entry Mode and the Preferences of the Automotive Suppliers

This table translates the results presented ineTdbin terms of preferences. Modes located under th
highest probability column suggest that firms witgh levels of the determinant variable, given gthéng
else are constant, increase the probability toréhnteugh that mode.

Highest I—\ Lowest
Probability Probability

Firm Specific
Firm Size CV ADA* ADS EV APT
Return on Equity ADA APT EJV ADS CIV
Diversification of Operations

Horizontal INCONCLUSIVE

Vertical INCONCLUSIVE
International Experience civ ADS ADA¥ EJV APT*
Host Country Experience CJV EJV ADS' ADA¥ APT*
Regional Experience APT ADS ADA EJVF CcIV
Industry Experience ADA CIV ADS' APT EJV
Experience Consummating Allian.  EJV APT CIV ABAB* ADS
I ndustry Specific
Industry’s Technological Intensity INCONCLUSIVE
Industry’s Advertising Intensity INCONCLUSIVE
Country Specific
Growth of Host Marketdcpp) INCONCLUSIVE
Country Risk ADA¥ APT* CIVF ADS! EJV
Size of Host Market ADA ADS APT* EV CIV
Development INCONCLUSIVE
Political Hazard EJV ADA* APT* ADS' cIV
Cultural Distance cIv ADA¥ EJVF APT* ADS
I nvestment Specific
Timing of the Investment INCONCLUSIVE

*Denotes that the result was found to be signifidmat least one of the choices/models (see Table 4
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Table 6. Impact of Determinants of Entry Mode Choice on Share Price Performance

0 0-36 0-60
(Announcement Month) (3 years after the announcement) (5 years after the announcement)
cIv EJV ADA ADS APT civ EJV ADA ADS APT CIV EJV ADA  ADS APT
(%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%)
Firm Specific
Firm Size 1: Logarithm of Sales -3.60 0.25 -0.95 1.06 1.28 -0.05 0.31% 0.01 -0.020.17% 0.01 0.29% 0.04 0.18 0.08
Return on Equity -0.06 0.09t -0.15¢ 0.10f -0.02 -0.02 -0.02% -0.02* -0.01 0.01 -0.02 -0.02+  -0.02t -0.02 0.01
International Experience 3.52 -0.38* 0.44*  -0.35* 0.25 -0.03 -0.04* 0.14% 0p. -0.08 0.01 -0.06*  0.10* -0.05 -0.10
Host Country Experience -0.26 -0.39 0.96% 0.32 -0.12 0.64 0.07 0.43 0.01 .11-0 1.10 0.09* 0.44 -0.08 -0.08
Regional Experience -4.03 -0.05 -1.55%  0.37 0.38 -1.00 0.02 -0.10 0.060.08 -1.35% -0.04 -0.13 0.18 0.12
Industry Experience -0.25 0.64* 0.11 0.41% -0.45t 0.16 0.00 0.03 0.05 .030 0.19* 0.08t 0.03% 0.06* 0.03%
Experience in Consummating Al. -3.37t -0.08 0.55 -0.4 -0.15 0.20 0.11% -0.08 0.090.11 0.12 0.06 -0.06 0.03 0.08
Country Specific
Country Risk -65.47 2.25 -9.75 7.73 -1.94 0.20 -0.99 -3.47%  92.0 -3.24% -1.69 0.68 -1.94% -1.59* -3.261
Size of Host Market 15.96* 0.31 211  4.55* 2.37 1.02 0.39% -0.04 0.400.03 1.10 0.09 -0.02 -0.02 -0.05
Political Hazard 65.971 -3.66 4.13* 7.48 2.49 4.88 1.05% -1.14% 0.611.00* 4.19 0.22 -0.46 -0.23 -1.11%
Cultural Distance -19.6* 0.67t 1.89* 0.07 0.64 -0.52 0.02 -0.08 0.00 0.01 -0.38 0.15% -0.12 -0.08 0.07
Constant -268.71 -11.74 -30.3t -128.7* -75.48 -23.2  -13.6% 2.40 -8.46 3.37 -25.23  -6.57t .031 -1.29 1.75
Number of Cases 20 115 56 57 101 20 115 56 57 101 20 115 56 57 101
R-square 0.86 0.10 0.31 0.07 0.08 0.57 0.20 0.20 0.13 0.13 .490 0.22 0.29 0.20 0.18

* 1, and F denote significance at the 10, 5, apértent levels respectively.
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Table 7. Excess Market Returnsfor Correctly Predicted Modes of Entry
This table presents the excess market returndhéoatitomotive suppliers that the models in Tahbhavie
correctly predicted. For comparison purposes we plesent the excess market returns for the castes n
correctly predicted. N, Percent Correct, Sensitiaitd Specificity have been obtained from Table 4.
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9 Model 10
EJv=1, EJv=l1, EJV=l1l, EJv=l, APT=1, APT=1l, APT=1l, CJv=l, CJv=l, ADS-=1,
CJv=0 ADA=0 ADS=0 APT=0 CJv=0 ADA=0 ADS=0 ADS=0 ADA=0 ADA=0

N 110 130 135 171 97 117 122 61 56 81
Percent Correct (%) 89.09 92.31 91.11 83.63 90.721.79%  78.69 88.52 83.93 77.78
Sensitivity (%) 95.65 9457 93.48 85.87 94.94 83.5488.61 72.22 66.67 81.40
Specificity (%) 55.56 86.84 86.05 81.01 72.22 47.3760.47 95.35 92.11 73.68
Announcement Month (M0Q)
Correctly Predicted (CP) -0.40 0.13 0.31 -1.48-119 -1.00 -1.08 2.45 353 127
Wrongly Predicted (WP) -2.06 1.07 2.00 -1.25 2.05 1.50 1.47 -2.64 1.00 7.00
Different (CP-WP) 1.66 -0.94 -2.31 -0.23 -3.24 52 -2.55 5.09 2.23 -5.73
Three Years After Announcement (Y 3)
Correctly Predicted (CP) 023 0.20 030 046 057 055  0.69 0.23 -0.00 0.22
Wrongly Predicted (WP) 0.35 0.38 0.44 d.61 0.00 0.21 0.02 -0.25 -0.18 -0.01
Different (CP-WP) -0.12 -0.18 -0.14 -0.15 057 34. 067 0.48 0.18 0.23

Five Years After Announcement (Y5)
Correctly Predicted (CP) 0.3  0.27 018 035 038 040 037 -0.01 0.10 0.01
Wrongly Predicted (WP) 0.26 0.78 0.75 0.7¢8 0.06 0.20 -0.12 -0.21 -0.23 -0.01
Different (CP-WP) 0.06 -0.51 -0.57 -0.43 0.32 0.2 0.49 0.20 0.33 0.02
* 1T, and} denote significance at the 10, 5, and 1 perceridaespectively.
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