Modes of Exporter Governance of Sales Subsidiaries and Distributors in International Markets

Submitted to the EIBA Conference

Copenhagen December 2003

By

Carl Arthur Solberg

Associate Professor

BI Norwegian School of Management 

Address: PB 580, 1301 Sandvika, Norway

E-Mail: carl.solberg@bi.no
Telephone: 47-67 55 73 63

Telefax: 47-67 55 76 76

Abstract

This paper presents a model of exporter governance of distributor and subsidiaries in foreign markets, and posits a number of hypotheses.  Based on the work by Bello and Gilliland (1997) the paper goes one step further and investigates under what conditions three different modes of governance – output, process and clan control – yield positive rewards on export performance.  Two contingencies are introduced: stage of exporter-middleman relationships and degree of integration.  Also, antecedents of control modes such as functional and relational drivers, internal resources and external factors are studied.  A model and its ensuing hypotheses are developed and tested among 171 Norwegian exporting firms.  Implications for management and research are discussed.

Introduction

Whereas numerous studies have sought answers to the questions on different factors’ impact on loyalty and conflict in distribution channels, very few have tried to establish a link between foreign channel governance and the more tangible aspects of performance.  Indeed, Cavusgil and Zou (1994) have shown that close and supportive relations with distributors in fact yield dividends, whereas Bilkey (1984) found that there are limits to the return on dealer support.   Taking a principal-agent view of the channel management issues, Bello and Gilliland (1997) suggest a model where they test how unilateral (through process control or output control) and bilateral governance structures are being influenced by a number of antecedents, and how they in their turn impact on exporter performance.  Process control may be described as the principal’s influence on the way in which distributors/subsidiaries carry out the marketing activities (advertising, sales calls, etc), whereas with output control the firm is content with controlling the result of these activities (profit, sales volume, market share etc).  They found that output control and flexibility of the trading partners correlate positively with performance, whereas no significant relationships were established between process control and performance.   

Based on this model we intend to explore the relationships between three forms of control with export performance: output and process control and control through trust or clan control.  These types of control may coexist but the effects by the one or the other may depend on the stage in the relationship between the partners (Ford and Rosson 1982, Lye 1998) and degree of integration between the partners (Solberg and Nes 2002, Bello and Lohtia 1995).  Figure 1 shows how different antecedents may impact on the different control modes, and how these latter affect different performance measures, depending on the stage of relations and degree of integration.  
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Figure 1: Export governance model and export performance

The rest of the paper will describe this model and present a number of ensuing hypotheses. Next the methodology and the results are presented.  Finally implications for research and management are discussed.  In the following we use the terms middlemen and representatives interchangeably, whereas trading partners denote the two parties of the exporter-importer relations, the exporter and the middleman (subsidiary, agent or distributor).

Development of hypotheses

Export performance and control modes

The main contention of the model in figure 1 is that controlling export activities and outcomes in some way or another will have positive effects on the exporter’s performance.  Bello and Gilliland (1997) sum up the extant literature on how performance may be affected by unilateral control mechanisms. Outcome based control mechanisms have been shown to be positively linked to performance (Munro and Beamish 1987), the reason being the intermediaries know they are held accountable for the results (Anderson and Oliver 1987) and that they bring about an alignment of interests of the parties involved (Eisenhardt 1989).  Although output control in many ways is the governance mechanism of the independent distributor (market governance) and process control is more the domain of hierarchical governance (Eisenhardt 1989), one may conceive of both types of control in both types of governance systems.  In both cases of unilateral governance the control of the distributor/daughter is based on information from the representative. However, Bello and Gilliland (1997) found no correlation between process control and performance in international marketing relations. Trust seems to pervade business relationships (Morgan and Hunt 1994) and is seen by Bradach and Eccles (1989) as an alternative governance mechanism to price (market) and authority (hierarchy).  Bello and Gilliland (1997) introduce in their model the concept of flexibility, implying the willingness of both parties to change the terms of an agreement, as a bilateral “control mechanism”.  The relationship between flexibility and trust has, to the author’s knowledge, not yet been explored in academic research.  We believe flexibility to be an antecedent to trust rather than a governance mechanism in its own right.  

Also we will propose that trust in general leads to better overall performance than do either of the two other control mechanisms.  Uzzi (1997, p. 37) states that “embeddedness creates economic opportunities that are difficult to replicate via markets, contracts, or vertical integration.”  He later on (p. 43) shows how trust promotes access to “privileged and difficult to price resources that enhance competitiveness but are difficult to exchange in arm’s length ties.” Heide (1994, p. 83) emphasises that “to the extent that initial socialization efforts are ineffective, a failure to engage in systematic monitoring efforts represents exposure to opportunism”.  One conclusion of this observation is that unilateral monitoring vehicles must be organised to reduce the propensity of the partner to behave selfishly (Bello and Gilliland 1997). On the other hand, it also suggests that the possibilities of socialising with individual key members of the partner organisation should be considered a key concern in precontractual screening of partners.  The flipside of the coin is that trust may also become a liability: it constitutes a fertile soil for company paradigm which seldom is challenged and thus represents a threat to long term competitiveness by the mere neglect of important market signals outside the embedded network .  

Summing up this section, we postulate that:

H1a: A combination of control modes of  intermediaries in overseas markets outperforms each of the individual control modes in explaining export performance.

H1b: Clan control outperforms unilateral control modes in explaining export performance
Stages of relationship and effects of control

The use of one form of control mechanism does not exclude the use of either of the other forms.  On the contrary, although they are distinct from one another, they are strongly correlated (Bello and Gilliland 1997, Celly and Frazier 1996, de Mortanges and Vossen 1999). In other words, all three forms seem to coexist, but no attempt has been done to untangle the conditions under which one form is more preferable than the two other.  The basic assumption of the Bello/Gilliland model is that the more control (output/process) or cooperation (flexibility), the better the performance.  As we have seen, they did not find support for the hypothesized relationship between process control and performance, suggesting that “inadequate knowledge about the foreign transformation process may prevent optimal manufacturer specification of marketing behaviours for overseas distributors” (1997, p. 34). This plausible explanation leads us to introduce stages of relationship (Ford and Rosson 1982, Lye 1998) as a moderating variable.  Ranging the three governance mechanisms it seems as though there is an escalating order of commitment to the market starting with output control, then onto process control and ending up with trust as the most committed mode of control by the exporter.   Borrowing from Lye (1998) and Ford and Rosson (1982) we will generally postulate that the more entrenched the relationships between the partners, the more the exporter has to recur to trust or clan control as its main mode of governance.  This is akin to the relationship development process taking place between buyer and seller as suggested by Dwyer, Schurr and Oh (1987) where they describe a gradual process of increasing commitment and shared value systems between the trading partners.

To sum up this section, we will propose that,

H2: The efficient use of control mechanisms of foreign channel members (sales subsidiaries or distributors) depends on the stage of the relationship between the trading partners.  

Integration and effects of control

Even though there are obvious differences between fully integrated channel systems (like exporter-foreign sales subsidiary) and independent distributors and agents, there are also some notable similarities.  First, they both operate as members of a system to promote the exporter’s products, and therefore aim at creating value in the chain.  Secondly, fully owned foreign sales subsidiaries as well as foreign independent distributors are located overseas and have therefore not only a different perspective of the marketing situation than the exporter, but have also in common the expert power of the agent (French and Raven 1959, Sharma 1997). 

However, the differences are equally important, primarily residing in the fact that the power balance between the parties – or at least the base on which it rests - may be different in the two cases.  First, the contract power of the exporter toward the distributor is not matched by the possibility of the principal in the integrated operation to exert both coercive and legitimate power (French and Raven 1959). Second, the distributor often has a disproportionate size relative to the generally smaller exporter, which in this case gives the former the upper hand in the relationship.  Indeed it has been found that both importers and exporters perceive the former to have the greater impact on marketing decisions (Leonidou 1989). Also, it has been claimed that organisational structure itself represents a control mechanism; according to Jaworski (1988), organizational structure (like for instance vertical integration) is an additional control mechanism in that it “directs influences and shapes individual and group behavior” (p. 27).

Solberg and Nes (2002) show that exporting through sales subsidiaries gives better marketing control than exporting through agents, the latter in turn providing better control than distributors.  However, they did not find support for the hypothesis that sales subsidiaries yield better financial returns than independent representatives.  In the present paper we aim at exploring how different operation modes moderate the effects of various control modes.  The main proposition is that hierarchical modes of operation impact positively all control modes.  In particular, it is expected that process control – which has been shown to have limited effect on performance (Bello and Gilliland 1997) – will correlate positively with performance in hierarchical settings.

H3:  The effects of control modes on export performance are moderated by different operation modes.

The antecedents of control mechanisms
De Mortanges and Vossen (1999) found that market knowledge correlate positively with all three modes of control mechanisms, whereas resource dependence correlates negatively with both process and outcome control and exhibits only limited correlations with what they term relational control.  The antecedents used in our model have been identified as a result of in depth interviews with five Norwegian exporters.  Space does not allow an elaborate development of propositions based on this part of the model (for a more detailed discussion see Solberg 2000a).  Rather a more cursory discussion of some of the factors to be included in the model will be presented.  This paper aims at looking at a number of drivers of control mechanisms:

Functional drivers, pertaining to the way in which the relations are being operated at the functional level.  Factors such as role distribution between the two parties, incentives, information exchange are examples of these drivers.  Relational drivers, referring for example to factors like social bonds between the partners (Wilson 1995, Granovetter 1985, Uzzi 1997), investments in or commitment to the relations (Morgan and Hunt 1994, Håkanson 1982, Hallén, Johanson and Seyed-Mohamed 1991), flexibility in handling the trading relations (Bello and Gilliland 1997), power relations between the partners (French and Raven 1959).  The main contention here is that these factors – or rather, the way in which the exporter configures, carries out or invests in these two sets of drivers – will correlate with the use of different control modes.  

Furthermore, internal resources such as market knowledge at headquarter, financial and human resources and export commitment will be examined (Bello and Gilliland 1997).  For instance it is expected that resources will affect the use of process control positively, and affect negatively the use of output control, as it is fair to assume that it takes more resources to implement a process control program

H4: Different drivers of control impacts differently on the three control modes, output, process and clan control.

Finally, external factors such as culture are suggested to have an independent impact on control modes.  Bello and Gilliland (1997) found that psychic distance reduces the use of output control because “as psychic distance increases, monitoring and enforcement costs also increase” (Klein and Roth 1990, p. 32), ascribing the cost increases to difficulties in obtaining and processing control information from unfamiliar cultural settings.  Even though this might well be the case, we propose that in dealing with distributors and sales people from distant cultures it is easier to measure their performance than to influence their behaviour.  Also, Morgan and Hunt (1994) found in their study a correlation between shared values and trust. Extending the concept of shared values to that of closeness in national cultures, Nes and Solberg (2002) show that cultural distance – using Hofstede’s (1980) four cultural dimensions – correlates negatively with trust and commitment. We therefore propose that 

P5: The larger the perceived cultural distance the more the exporter will recur to output control, compared to the other forms of channel governance in international markets. 

Methodology

Sample and data collection

A list of 469 Norwegian firms registered in the Norwegian Export Barometer
 were asked on telephone if they were interested in participating in the present study, 246 of which answering positively.  Thus we obtained both the name of the most appropriate respondent in the firm, and a commitment by this person to respond.  Immediately after the telephone conversation, we sent an e-mail containing an introductory letter and a questionnaire using the Questback data system.  Before the deadline we had received 178 valid answers – or a response rate of 72,4% of the refined list or 38,0% of the gross sample frame.  Some of the fallout was due to travel and heavy workload of the potential respondents.

The respondents were asked to answer a number of questions pertaining to their relations with their local representative in their most important export market.  This is slightly different from the research presented by Anderson and Narus (1990) and Bello and Gilland (1997) who chose the focal relationship to be the fourth most important in foreign markets, in order to avoid a “positive evaluation bias” because “relations with a firm’s first- or second-largest-volume trading partner tend to be uniformly positive” (Bello and Gilliland 1997, p. 29).  We decided to use the most important one, first because not all exporters sell to four markets, and second because it is not obvious that all first and second volume relationships are trouble-free.  Also, we assume that the knowledge of details of the relationships between the trading partners is higher in the most important market, than lower down the row.

Measurements

The following constructs were measured on a 5 point Likert scale: output control, process control, trust/clan control, incentives, information exchange, role of agent, cultural distance (or rather cultural closeness), social relations, flexibility, investments in relations, resource inadequacy, power in relations and performance.  Table 1 shows the items used in each construct and their corresponding Cronbach alpha values.  We have adapted measures used by Bello and Gilliland (1997) (output and process control, flexibility, resource inadequacy), Solberg (2000a) (social relations, investment in relations, incentives, cultural closeness), Morgan and Hunt (1994) (trust/clan control).  In measuring power, we have developed measures to capture French and Raven’s (1959) five dimensions of power: legitimate, expert, coercive, identification and incentive.  Only three of the measures loaded in the factor analysis (see table 1).   The performance measures have been adapted from a range of contributions on export performance (Cavusgil and Zou 1994, Diamantopoulos 1998, Solberg and Nes 2002) All the measures loaded on the same factor.

Table 1: Constructs used in the study

Construct and items
Alpha
Output control
.89

We follow up our agent regularly to check that profitability objectives are being met


We follow up our agent regularly to check that sales objectives are being met

We follow up our agent regularly to check that market share objectives are being met

Process control
.69

If our objectives are not being met, we intervene and consider if processes can be changed

to improve the chances of success.  

We regularly monitor the activities of  the agent

We control how the agent introduces our product to the market

Clan control
.74

Our agent is trustworthy

In our firm we have traditions, norms and values that direct the decisions and activities of the agent

Our agent has high integrity

It is not necessary to follow up our agent since he/she always work to the benefit of the firm_______
Incentives (single item)

-

We use incentives to a large extent

Information exchange
.64

The information flow between ourselves and the agent is satisfactory

The information exchange in this relationship is frequent and informal 

It is expected that both parties keep each other updated on events or changes in 

the market that may affect the other party

Role of the agent
.75

We participate in all phases of the sales process in the market of our agent

Our contribution in the local marketing is minimal (reversed)

We cooperate closely in the implementation of the marketing and sales process in this market

Cultural closeness
.76

The cultural differences that might exist between the country of our agent and our  country do 

not represent any problem in our relations with our agent

There is no cultural difference between ourselves and our agent

There are no language problems between ourselves and our agent

Social relations
.66

Key personnel in our firm are good friends with key personnel in the agent firm

We have extensive social relations with our agent

There are well-defined guidelines between ourselves and the agent

Flexibility/empathy
.70

Both parties are flexible with regard to rush inquiries from the other party

Both parties are open to each other’s requests to modify a prior agreement

When some unexpected situation arises, both parties would rather work out a new deal 

than hold each other to the original terms

Investments in relations 
.68

We give our agent special training to market and sell our products

We invest considerably in developing our relations to our agent

We invest considerably in developing our own knowledge about this market

Resource inadequacy
.80

Our firm lacks the financial resources necessary to develop our export activities

The bulk of our resources are devoted to our home market, limiting our opportunities for exports

The limited human resources in our firm makes it difficult to increase our export activities

Our export expansion is limited by the time and effort that senior management can devote to exporting 

Power
.65

It is clearly stated in the contract that no fulfilling will have negative consequences for the agent

Our agent associates him/herself strongly with our firm’s good reputation  in the market

We have developed a tradition whereby we may instruct the agent in implementing marketing 

activities without him/her opposing to this.

Performance
.91

Our expectations on market shares are satisfied

Our expectations on sales growth are satisfied

Our expectations on sales are satisfied

Our agent has carried out our marketing strategies to our complete satisfaction

We are very satisfied with the market position that we have achieved in this market

We have controlled  for discriminant validity using Pearson correlations.  The results are shown in table appendix 1, indicating that none of the constructs are strongly correlated, although some are borderline cases – above 0.5 (output control/process control, power/output control, process control/social relations and investments in relations, information exchange/social relations).   

We have also identified the stages of relationships between the trading partners.  Based on the work of Ford and Rosson (1982) and Lye (1998) we have identified five stages of relationships as described in table 2:

Table 2: Stages of relationships in international marketing channels


N

Start-up
14



Increasing
61

Mature 
56

Stagnation/Inert
27

Decreasing
9

We have lumped together companies in the two first and the two last stages in order to achieve a sufficient number of respondents in each category.  In doing so we risk losing some information, and we also risk mixing categories of firms that do not necessary belong together.  On the other hand, the delineation between the categories is not clear-cut.  

We have also divided the sample in three categories according to entry mode: sales subsidiary (N=41), agent - selling in the name of the exporter (N=52), and distributor (N=49).

Results

Hypothesis 1 was tested using pair wise regressions between the product of the three control mechanisms and each of them individually.  The results are shown in table 3.

Table 3: Performance effect of combination of controls vs individual controls – H1


Output

Process

Clan

Without

Standardised beta coefficients






combination
- Individual controls 


Output
-.050
ns
-

-

.175
*


Process
-

-.008
ns
-

.073
ns


Clan
-

-

.181
**
.248
***

- Combination of controls
.335
**
.384
***
.253
***
-

Anova statistics

- F-value
10.925

11.886

13.600

9.466

- P-value
.000

.000

.000

.000

R2Adj
.131

.131

.148

.149

Table 3 indicates that H1 is supported by the data: a combination of control methods yields better results than each individual control method.  Also table 3 indicates that clan control is yielding the best performance, whereas output control comes next.  Process control does not affect performance at all.

H2 seeks to investigate the effects of stage of relationships between the partners, the main contention being that the different controls work differently in different stages of relationships.  Table 4 shows the results.

Table 4: Effect of stage of relationships on the effect of control methods - H2


Stage 1

Stage 2

Stage 3


Intro/Increase
Mature
Stagn/decrease

Standardised beta coefficients

- Output control 
.292
*
.056
ns
.067
ns

- Process control
.137
ns
-.003
ns
.133
ns

- Clan control
.059
ns
.339
**
.253
ns

Anova statistics

- F-value
4.395

2.414

1.114

- P-value
.007

.079

.361

R2Adj
.141

.080

.012

Table 4 indicates that H2 receives partial support.  In stage 1 and 2 the control mechanisms have different effects.  In the introductory and “increasing” stages, output control has significantly better effect on performance than the two other control methods.  In the mature stage, clan control seems to yield better rewards.  In stage 3 however the lack of significant findings leads us not to conclude.

H3 posited that operation mode moderates the effects of control methods.  We tested H3 using regression analysis.  The results are shown in table 5.

Table 5: Moderating effects of operation modes on the effects of control modes - H3


Operation modes

Sales subsidiary
Agent
Distributor

Standardised beta coefficients

- Output control 
-117
ns
.328
*
.470
**

- Process control
.189
ns
.233
ns
-.266
ns

- Clan control
.402
**
.132
ns
.138
ns

Anova statistics

- F-value
2.229

7.410

2.445

- P-value
.103

.000

.078

R2Adj
.093

.309

.092

H3 is supported in that the different control modes work differently depending on the operation mode.  More specifically: output control seems to work extremely well in independent channels (such as agent and distributor), whereas clan control works better in integrated channels.  It is also worth noting that process control does not have any significant effect in any of the cases.  Relative to the distributor, process control seems to have a negative effect – although not significant - on export performance.

H4 and H5 were tested using regression analysis between a number of independent antecedents and the three different control modes.  Table 6 shows the results.

Table 6: Effects of antecedents on control modes - H4 and H5


Output control
Process control
Clan control

Standardised beta coefficients

Functional drivers 

- Role of agent
-.098
ns
-077
ns
-.023
ns

- Incentives
.062
ns
.116
ns
.227
***

- Information exchange
-.015
ns
.090
ns
.131
ns

Relational drivers


- Social relations
.076
ns
.220
**
-.266
ns

- Flexibility
.023
ns
.003
ns
.261
***

- Investments in relations
.323
***
.347
***
-.027
ns

- Power
.336
***
.087
ns
.271
***

Resource inadequacy
-.204
***
-.083
ns
-.110 
ns

External drivers

- Cultural closeness
.005
ns
-.057
ns
.194
**

Anova statistics

- F-value
11.892

9.440

12.710

- P-value
.000

.000

.000

R2Adj
.422

.376

.444

The results indicate that the different control modes are driven by different sets of factors, thus lending support to H4 and H5.  Output control is first and foremost used when firms invest in relations and have power over the intermediary.  In addition, firms with large resources use output control.  Process control is driven by social relations and investments in relations with the intermediary.  Clan control is used when the exporter has power over the intermediary, when both parties exercise flexible stance in their relations and in cases of cultural closeness.  It is noteworthy that the role of the agent and the level of information exchange do not impact on the use of any of the control mechanisms.

Discussion

This research has demonstrated the strengths of multiple controls and of the more “soft” control methods such as trust or clan control.  We may conclude that clan control is an effective way of monitoring foreign subsidiaries and distributors, particularly when used in combination with the other two control modes.  This corroborates the general hypothesis that shared values and norms between trading partners lead to better working relationships and hence better performance (Morgan and Hunt 1994, Nohria and Ghoshal 1993).  

Also process control seems to yield little in terms of improved performance.  In exporter distributor relationships – as opposed to relations with agents or subsidiaries – there is a tendency (although not significant) that process controls are counterproductive.  This substantiates the findings of Bello and Gilliland (1997) who analysed exporter-distributor relationships.  A possible explanation is that distributors are even more independent than agents - not to mention subsidiaries (Solberg and Nes 2002), and hence will more ardently than the two other types of middlemen oppose any external influence on their local marketing activities.  

We furthermore note that output control is most efficiently used in early stages of the relationships.  This is in line with our expectations, but for different reasons.  We expected that for instance lack of resources in early stages of the relationship would constrain the exporter from investing in relations, making it more “rational” to implement “easy” output controls.  We see that it is rather the opposite that takes place: power and relations are together with resources promoting output controls.  One important qualifying information is that we have studied the trading partner in the most important market for the sample firms.  This may entail that the assumptions on resource inadequacy (Bello and Gilliland 1997) is not valid – even in the early stages of the relationships.   One reason may therefore be that many exporters in early phases of their distributor / subsidiary relationships are superior to their importing partner (product knowledge and availability, proprietary technology, etc), and consequently that they are better positioned to exert power, and invest in relations.  

Clan control is found to be more efficient in the mature stages of the relationships.  This is in line with our expectations.  Clan control is particularly brought about by incentives, power and flexibility (together with cultural closeness).  Interestingly, neither socialisation nor investments in relations drive clan controls.  Rather the contrary: social relations correlate negatively (but not significantly) with clan control.  This leads us to conclude that social relations are not necessary to build trust and clan controls.  Much more important are incentives and flexibility - in other words, hygienic factors that stimulate the trading partner to invest in the relations with the exporter and to submit to its company values.  We have seen that it is particularly in exporter-subsidiary relations that clan control has an effect (table 5), and may conclude that these drivers (incentives, flexibility, power) are more easily carried out in subsidiary settings.  Also, the lesser the perceived cultural distance the less challenging the clan control.  This comes as no surprise, but nevertheless underscores the importance of cultural understanding in building a well functioning export organisation.

Implications for management

Most managers have developed their own paradigms concerning different aspects of international marketing strategy and how to control and monitor the activities of their partners in international markets, including a certain management style according to the beliefs expressed by these paradigms.  They are however often confronted with foreign sales subsidiaries or distributors that behave more like “self-governing” local petty kings, or rebellious middlemen that make life a real challenge for the international marketer (see for instance Lipman 1987, Ghauri 1990, Forsgren and Holm 1990, Petersen, Welch and Welch 2000, Solberg 2000b).  Research in other settings (Stenberg 1992) suggests that steering systems (of foreign affiliates) be “a rather dispersed activity” (p. 210) and that most of the steering systems generally are being established as a response to detrimental developments in the relations with subsidiaries rather than in an anticipatory way.  

The present research has demonstrated that some governance modes yield better results than others, and that these also vary according to the context (degree of integration and stage of relationship).  Managers do well to differentiate their control instruments and their investments in relationship building activities accordingly in order to achieve optimal outcomes of their foreign marketing operations.  

Implications for research

The conclusions drawn from this study challenge a number of the assumptions underlying some of the hypotheses.  For instance, the assumption that the local market knowledge of the middleman gives him/her the upper hand in the initial stages and that resources are scarce in the initial phases must be revised.  We find however that power is an influential factor driving the use of output control, and that this latter strongly affects performance in the initial stages of partner relationships.  Also the assumption that socialisation and investments in relations are closely related to clan control needs to be modified.  Although being correlated (see appendix 1) they do not impact on the use of clan control in any significant way.  

The impact of culture also needs some elaboration.  Bello and Gilliland (1997) found that psychic distance reduces the use of output control because, as it increases, “monitoring and enforcement costs also increase” (Klein and Roth 1990, p. 32).   However, output control is probably the “easiest” control mode to implement and should therefore be expected to be used more than other modes in culturally distant markets.  The present study does not show any evidence of impact either way of culture on output control.    One reason for the differing results may be attributed to the fact that psychic distance (or its opposite number, cultural closeness) is difficult to conceptualise and measure (Shenkar 2001).  

It is furthermore noteworthy that the role of socialisation plays such an important part in the uses of process controls.  This may indicate that in order to be able to successfully influence ones partner’s behaviour directly, social relations are not only desirable but also required.  Wielding power, on the other hand, seems to be fruitless in this context.

This research has developed and tested a model of governance of middlemen in foreign markets.  The model explains a limited but significant part of the variance in export performance.  The purpose here was not to try and explain a large part of export performance.  Rather we aimed at untangling the conditions under which different modes of control are providing the desired results.   Further research is needed in order to uncover patterns of behaviour and impacting forces on this behaviour.  The present paper has adopted some of the concepts and measurements used by Bello and Gilliland (1997), but comes to some conflicting results.  This may indicate that some of the phenomena under study are context and culture  (US vs Norway) specific, underscoring the challenges of studying culture (Shenkar 2001).  However, Stump (2002) found – using transaction cost theory to study seller-middlemen relations in the US and Japan - that theoretical explanations may be culture bound.
Conclusions

The present research has demonstrated that combinations of control modes improve export performance.  However it also makes clear that there is no unambiguous answer to the question of modes of governance.  Stage of relationships and degree of integration are factors that impact on the effects of control modes.  Also drivers of governance modes vary from one mode to the other.  Whereas exporter power is an important explanatory factor for output and clan controls, socialisation and investments in relations are important drivers for process control.  Furthermore, we need to revise some of the assumptions underlying a number of the hypotheses posited in this paper.  It should be followed up in other settings in order to cast light on the phenomena under study.

Literature

Anderson, Erin and Richard, L. Oliver “Perspectives on Behavior-Based versus Outcome-Based Sales force Control Systems”, Journal of Marketing, 51 (4), 1987, pp.76.
Bello, Daniel and Ritu Lohtia, “Export Channle Design: The use of foreign distributors and agents”, Journal of the Academy of Marketing Science”,1995,  23 (5), 83-93.

Bello, Daniel and Gilliland, “The Effect of Output Controls, Process Controls, and Flexibility on Export Market Performance”, Journal of Marketing¸61 (January), 1997, 22-38.

Bilkey, Warren J., “Export Marketing practices and Export Profitability”, Research in Marketing, Volume 7, 1984.

Bradach, Jeffrey L. and Robert G. Eccles, “Price, Authority and Trust: From Ideal Types to Plural Forms”,  Annual Review of Sociology, 15, 1989, 97-118.

Cavusgil, S. Tamer and Shaoming Zou, “Marketing Strategy – Performance Relationship: An Investigation of the Empirical Link in Export Market Ventures”, Journal of Marketing, 58 (January), 1994, 1-21.

Celly, Kirti Sawhney and Gary L. Frazier, “Outcome Based and Behavior Based Coordination Efforts in Channel Relationships”, Journal of Marketing Research, 33 (2), 1996, 200-210.

Dwyer, F. Robert, Paul H. Schurr and Sejo Oh, “Developing Buyer-Seller Relationships”, Journal of Marketing, Vol. 51 (April 1987), 11-27.

Eisenhardt, K., “Agency Theory: An Assessment and Review”, Academy of Management Review, 14 (1), 1989, 57-74.

Ford, I. David and Philip H. Rosson, “The Relationships Between Export Manufacturers and Their Overseas Distributors”, in Czinkota Micheal R. and George Tesar (eds), Export Management: An International Context, Preager Publishers, New York, 257-275.

Forsgren, M. and U. Holm, “Internationalization of Management: Dominance and Distance”,  AIB Conference, Glasgow, April 1990.

French, John R. P. and Bertram Raven, “The Bases of Social Power”, in Dorwin Cartwright (ed.) Studies in Social Power, Ann Arbor, University of Michigan Press, 1959, 150-167.

Ghauri, Pervez N., “Emergence of New Structures in Swedish Multinationals.  in R. S. Farmer (ed.), Advances in International Comparative Management, JAI Press Inc. Greenwich, Conn., 1990,  .

Hedlund, Gunnar, “The Hypermodern MNC – A Heterarchy?, Human Resource Management, Spring, Vol. 25, 1986, 9-35.

Heide, Jan B., “Interorganizational Governance in Marketing Channels”, Journal of Marketing, 58 (January), 1994, 71-85.

Jaworski, Bernard J., “Toward a Theory of Marketing Control: Environmental Context, Control Types and Consequences”, Journal of Marketing, Vol. 52, July, 1988, 23-39.

Leonidou, Leonidas C., “The Exporter-Importer Dyad – An Investigation”, Journal of Managerial Psychology, Vol. 4, 1989, No. 2, 17-28.

Lipman, Joanne, “Marketers turn sour on global sales pitch guru makes”, in Wall Street Journal, May 12, 1987.

Lye, Ashley R., The Initiation and Development of Exporter-Importer Relationships, unpublished PhD thesis, University of Canterbury, Christchurch, New Zealand, 1998.

Morgan, Robert M. and Shelby D. Hunt, “The Commitment-Trust Theory of relationship Marketing”, Journal of Marketing, Vol 58, 1994, 20-38.

de Mortanges, Charles Pahud and Joost Vossen, “Mechanisms to Control the Marketing Activities of Foreign Distributors”, International Business Review, 8, 1999, 75-97.

Munro, Hugh J. and Phillip Beamish (1987), "Distribution Methods and Export Performance," in Market Entry and Expansion Modes, Paul Rosson and Stanley Reid, eds. New York: Praeger Publishers, 316-31. 

Nes, Erik B. and Carl Arthur Solberg (2002). “Precursors of commitment and trust in exporter-distributor relations and the effects on export performance”, in Conference Proceedings, Academy of Marketing Science, Valencia, Spain. 

Nohria, Nitin and Sumantra Ghoshal (1994), “Differentiated Fit and Shared Values: Alternatives for Managing Headquarters-Subsidiary Relations,” Strategic Management Journal,  15, 491-502.

Petersen, Bent, Denice E. Welch and Lawrence S. Welch, “Creating Meaningful Switching Options in International Operatioins”, Long Range Planning 33 (2000), 688-705.

Prahalad, C. K. and Y. Doz, “Control, Change and Flexibility: the Dilemma of Transnational Corporations”, in Bartlett, Christoffer A. and Gunnar Hedlund (eds), Managing the Global Firm, Routledge, 1990.

Sharma, Anurag, “Professional as Agent: Knowledge Asymmetry in Agency Exchange”, Academy of Management Review, Vol. 22, No. 3, 1997, 758-798.

Shenkar, Oded, “Cultural Distance Revisited: Towards a More Rigorous Conceptualization and Measurement of Cultural Differences”, Journal of International Business Studies, Volume 32, 2001, Number 3, Third Quarter, 519-535.

Solberg, Carl Arthur Solberg, “Modes of Exporter Governance of Sales Subsidiaries and Distributors in International Markets: Literature review, Model and test of measurement Instruments”, Research report No 5, Handelshøyskolen BI, Sandvika Norway, 2000a.

Solberg, Carl Arthur, “Standardization or Adaptation of the Marketing Mix – the Role of the Local Subsidiary / Representative”, Journal of International Marketing, No 1, 2000b.

Solberg, Carl Arthur and Erik. B Nes, “Exporter trust, commitment and marketing control in integrated and independent export channels”, International Business Review, Vol.11, no. 4, 385-405, 2002.

Stenberg, Esa, Steering of Foreign Subsidiaries: An analysis of steering system development in six Finnish companies, Acta Academiae Oeconomicae Helsingiensis, The Helsinki School of Economics and Business Administration, 1992.

Stump, Rodney L., Stephen Kim and Changho Oh, “Relative influence in marketing channels: an empirical test of the influence of distributor specialized investments in eastern versus western culture, Proceedings Academy of Marketing Science Conference, Valencia June 2002.

Uzzi, Brian, “Social Structure and Competition in Interfirm Networks: The Paradox of Embeddedness”, Administrative Science Quarterly, 42, 1997, 35-67.




































































































� This research has been partly financed by the Globalisation Programme which has received financial support from the Research Council of Norway. 


� The author would like to thank Anniken Olsen, Sissel Olsvik and Lars Erik Ydstebøe for their assistance in the data collection for this research.


� This list is the result of one year’s registration work of relevant firms representing a cross section of Norwegian exporting firms.  


� We used two other  items trying to capture the use of incentives (“We offer better margins than our competitors”, “We offer exclusivity”), but the alpha value of the combined set was only .42.





5
23

