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Abstract

The role of psychic distance and export performance has been well established in the literature.  More recently, experiential knowledge has been identified as a key concept influencing an organization’s export performance. Eriksson, Johanson, Majkgard, and Sharma (1997) and Eriksson, Johanson, Majkgard and Sharma (2000) highlight the importance of business, international and institutional knowledge in being key dimensions of experiential knowledge.  This paper examines the role of psychic distance and export performance in an organization’s experiential knowledge.  An Uppsala school perspective is taken in which the role of learning in alliances is highlighted.
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Introduction

The role of psychic distance and export performance are important in alliance literature.  This paper first examines the definition of psychic distance followed by the relationship between psychic distance and alliance knowledge.  Then export performance is defined and its relationship between psychic distance and alliance knowledge explained.  Next, the role of experiential knowledge in relation to psychic distance and export performance is discussed.  Finally, a conclusion and discussion of future research suggestions is proposed.

Psychic Distance: The Uppsala School Perspective

Psychic distance, also sometimes referred to as cultural distance, is factors preventing firms from operating in another country.  For example, firms may have a high psychic distance with firms from another country because of differences in religion, education and/or level of economic development.  The term ‘psychic distance’ has been used in prior research (eg Beckerman, 1956; Linnemann, 1966).  However, the Uppsala school is generally taken as the starting point in discussions on the concept of psychic distance (Johanson and Vahlne, 1977).  Psychic distance is an important variable in the Uppsala school as it helps explain the dynamics of the internationalisation process.  The concept was intended in the original Uppsala studies to help understand the location pattern of Swedish exports (O’Grady and Lane, 1996).  The Uppsala school postulates that when establishing international operations firms need market knowledge that comes from direct experience in the foreign market (Johanson and Vahlne, 1977).  Hence, it is argued in the Uppsala school that firms begin the internationalisation process in countries that are psychically close (Johanson and Vahlne, 1992).

In the Uppsala school, firms are assumed to enter markets at an increasing psychic distance rate from the home country (Benito and Gripsud, 1992).  Luostarinen and Welch (1990) states that Finnish companies tend to internationalise in countries that have a short business distance to Finland and later advance stepwise to other countries that have a greater business distance.  Hence, firms are predicted to enter more distant markets only as they increase their knowledge about those markets (Nordstrom and Vahlne, 1992).

The Uppsala school of internationalisation generated the link between psychic distance and the internationalisation process (Hornell, Vahlne and Wiedersheim-Paul, 1973; Johanson and Vahlne, 1977; Johanson and Wiedersheim-Paul, 1975).  In the Uppsala school, it is argued that firms commence their internationalisation process by exporting to countries that are close in terms of psychic distance (Johanson and Vahlne, 1992).  However, in the original Uppsala paper, the method used to operationalize psychic distance was not discussed, but was explained in a two later papers (Vahlne and Wiedersheim-Paul, 1977).   Hence, as Clark and Pugh (2001:288) states, “the subsequent definition and operationalization of the concept varies considerably within the literature”.

In the Uppsala school, Vahlne and Wiedersheim-Paul (1973) first conceptualised psychic distance as ‘factors preventing the flow of information between suppliers and customers’.  Later, Johanson and Wiedersheim-Paul (1975:317) refined this definition to “factors preventing the flow of information between the firm and the market”.  They later revised this definition in 1992 as cited in O’Grady and Lane (1994:42) as “factors preventing or disturbing firms learning about and understanding the foreign environment”.  This refinement of the definition emphasises the view of internationalisation as a learning process (O’Grady and Lane, 1996; Evans, Treadgold and Mavondo, 2000).  As this paper is premised on the Uppsala school and the importance of knowledge in the internationalisation process, the definition espoused by Johanson and Wiedersheim-Paul will be adopted.

Psychic Distance and Alliance Knowledge

Underlying most studies of psychic distance is a learning theory approach, which is premised on the Uppsala school (Fletcher and Bohn, 1998).  For example, Adler and Graham (1989) and Harrigan (1988) argue that it may be difficult for culturally disparate alliance partners to work together.  Many researchers have also highlighted the link between psychic distance and alliance learning (eg Lane and Beamish, 1990; Lyles and Salk, 1996; Parkhe, 1993).  Mowery, Oxley and Silverman (1996) state that an alliance’s success can be found through higher patterns of knowledge transfer in alliances of psychically similar parent companies.

When there is a greater psychic distance between firms, firms increase their learning by entering into alliances with local partners (Hamel, 1991).  In alliances, psychic distance creates additional difficulties and challenges for managers who must spend more time on communication and compatible work routines (Olk, 1997).  The alliance partner’s national cultures can significantly impact on the process of knowledge management (Tiemessen, Lane, Crossan and Inkpen, 1997) and knowledge transfer (Mowery et al, 1996). As an alliance sustains itself over the years, psychic distance tends to decrease between the alliance partners (Meschi, 1997).

Psychic distance influences learning for two major reasons (Simonin, 1999).  First, psychic distance raises barriers for understanding partners and the nature of their competitive advantage.  Hence, the lack of fluency in an alliance partner’s native language may constitute the single greatest obstacle since even well codified knowledge remains inaccessible.  Second, psychic distance creates difficulties for identifying market opportunities and understanding market mechanisms.  For example, the traditional nature of some business relationships may make firms in them less receptive to manufacturing new products.

Since learning relies on the ability of people to recognise and take advantage of new things, it is strongly embedded in the concept of psychic distance.  A lack of cross-cultural skills and understanding for a partner obstructs the ability to learn in an alliance (Pucik, 1988).  Makino (1995) in interviews with executives of Japanese firms, each with multiple alliance relationships, found that the primary motive for alliance formation with local firms was to access local knowledge.  Hence, as the preceding discussion suggests, psychic distance influences the level of alliance learning.

Export Performance

The rapid internationalisation of the world economy has led to renewed interest in export performance research (Chadee and Zhang, 2000).  As export performance can be conceptualised and operationalized in many ways (Lages, 2000), there is no universally accepted definition of export performance in the literature (Cavusgil and Zou, 1994).  Hence, defining and understanding export performance is difficult in terms of identifying uniform reliable and valid performance measures (Matthysses and Pauwels, 1996).  The two principal modes for looking at export performance are financial and non-financial measures (Zou and Stan, 1998).  Financial measures include sales-related measures (eg export sales growth, export sales ratio, export sales volume), profit-related measures (eg export profitability, export profit ratio) and market share related measures (eg export market share) (Katsikeas, Leonidou and Morgan, 2000).  These financial measures are usually used at the international level (Evangelista, 1994) and are usually associated with objective terms (Lages, 2000).

Non-financial measures have been associated with subjective terms (eg managers perceptions) (Katsikeas, Piercy and Ionnidis, 1996).  Non-financial measures include product related measures (eg new products exported, proportion of product groups exported), market related measures (eg export market penetration, contribution of exporting to market development) and miscellaneous (eg years of exporting, number of export transactions, perceived export success) (Katsikeas et al, 2000).  Financial and non-financial measures are important in the conceptualisation of export performance.  Cameron (1986) as cited in Shoham (1998) highlights five shared themes for summarising the conceptual definition of export performance.  First, it is crucial to emphasise the importance of performance as it is a pivotal outcome construct in international business research.  Second, the definitions of export performance should depend on the more general and inclusive definitions of firm and marketing performance.  Hence, firms that use sales growth to measure performance should use export sales growth to measure export performance.  Third, stakeholder groups (eg employees) in any firm hold differing concepts of performance.  Therefore, a definition of export performance that focuses on the concerns of specific stakeholders is important for the exporter only if it affects performance.  Fourth, the definition of export performance is context specific, which means that the definition of performance depends on the research context.  Fifth, the definition of performance depends on the problem it is addressing as the definition may be problem driven rather than theory driven.

Conceptual definitions of export performance include export effectiveness, export efficiency and continuous engagement in exporting (Shoham, 1991).  Shoham (1998) states that a conceptual definition of export performance should address each of the two parts: export and performance.  Cavusgil and Nevin (1981) as cited in Shoham (1998:60) defines export performance as “the international marketing-related decisions and activities of internationally active firms”.  This definition has the advantage of being inclusive of a wide variety of internationally involved firms.  This is because firms use varying international strategies, ranging from minimal involvement in the early stages of internationalisation to being world leaders at the later stage (Johanson and Wiedersheim-Paul, 1975).  As this paper is posited in the Uppsala school, and the Uppsala school has stated that firms occupy different positions on the internationalisation continuum and these positions change over time, this definition of export performance is adopted in this paper.  This broad definition also allows for the examination of performance at all stages of internationalisation which is important as not all firms will be at the same stage of internationalisation (Shoham, 1998).  Some firms are in early stages of internationalisation, whilst others are global leaders in their industry.  Hence, this wide encapsulating definition of export performance will be used in this paper.

Export Performance, Psychic Distance and Alliance Knowledge

Many firms especially those that have resource constraints in the acquisition of knowledge in international markets, tend to enter into alliances with the objective of jointly developing experiential knowledge.  Recent studies suggest that the cost involved in entering international markets justify having an alliance (eg Dichtl, Koeglmayr and Mueller, 1990; Calof and Beamish, 1995).  Hence, the issue of the effects of the critical experiential knowledge on the cost of the internationalisation process becomes important.

This paper is anchored in the process-oriented literature, in particular the Uppsala school.  Clark, Pugh and Mallory (1997:606) state that “the Uppsala Model suggests that the process of internationalisation is the consequence of the acquisition of experiential knowledge, in particular, market-specific knowledge”.  It is the knowledge gained from operating within a particular market that enables a firm to increase its commitment to that market.  Johanson and Vahlne (1977) argue that experiential knowledge is the critical kind of knowledge in the context of internationalisation.  In this paper experiential knowledge is knowledge that firms acquire through experience.  An important aspect of experiential knowledge is that it provides firms with the framework for perceiving and formulating opportunities (Argyris and Schon, 1978).  Experiential knowledge makes it possible for firms to have an understanding of how they fit into their strategic framework (i.e. present and future activities). 

Experiential knowledge is important for firms in alliances as it enables the firm to learn about its alliance partners way of working, its decision making expertise and its particular needs (Eriksson et al, 2000).  This requires the cultivation of alliance partner business contacts to acquire a feel for the preferences, practices and customs in the market.  An alliance partner allows the internationalising firm to gain more knowledge of the clients and the local business environment.  It enables the internationalising firm to accumulate the information it needs and to interpret this information (Eriksson et al, 1997).  Firms with increasing experiential knowledge gradually develop a position in a particular market that enables them to become better at perceiving opportunities in international markets (Eriksson et al, 2000).  Thus, having an alliance partner in an international market can have a positive impact on the subsequent penetration of that market.  If the alliance partner replicates partner experiential knowledge, the other alliance partners will have more access to knowledge that would not have been available in the absence of the alliance (Inkpen and Dinur, 1998).

Unlike experiential knowledge, market knowledge makes it possible for firms to formulate only theoretical opportunities.  The export performance of a firm will be influenced by the extent to which a firm in an alliance is able to accumulate experiential knowledge of the market environment in which it operates (Yli-Renko, Autio and Tontti, 2002).  Johanson and Vahlne (1977) state that acquiring knowledge about the external market is particularly relevant in the context of internationalisation. Information about a firm’s market and competitors is highly important for a firm’s internationalisation success.  In terms of export performance, Utterback, Meyer, Roberts and Reitberger (1988) found that firms that paid more attention to feedback about markets and competition from internal and external sources had a greater level of performance.

Knowledge about the market has also been referred to as business knowledge. Eriksson et al (1997:343) states that business knowledge is “experiential knowledge of clients, the market, and competitors”.  It concerns the use of foreign business opportunities with specific customers (Eriksson et al, 2000).  The development of customer relationships can be encouraged through alliances.  The business knowledge gained is contingent upon the adaptation (in technology, products etc) that they need to make for their alliance partners (Eriksson et al, 1997).

Alliance partners also require institutional knowledge.  Eriksson et al (1997:343) define institutional knowledge as “experiential knowledge of government, institutional framework, rules, norms, and values”.  Alliance partners require an understanding of the technical and commercial laws/norms that apply in a foreign market (Eriksson et al, 2000).  Knowledge about the way the law is applied in practice is especially important in international business.  The way the law and government operates will have a significant impact on the taxes and tariffs that a firm will need to pay in order to export in a specific market.  Knowledge of these factors will help firms understand the general conditions in the market (Jansson, Saqib and Sharma, 1995) and the language (Dichtl et al, 1990).  This knowledge of institutional laws and norms will help firms achieve better export performance (Eriksson et al, 1997). Hence, alliances that facilitate the acquisition of institutional knowledge have become a highly popular strategy for determining a firm’s performance in export markets (Lane and Beamish, 1990).

Recent research has demonstrated the importance of internationalisation knowledge on export performance (Autio, Sapienza and Almeida, 2000; Barkema and Vermeulen, 1988).  A firm’s performance is contingent upon the accumulation of internationalisation knowledge.  Eriksson et al (1997:343) define internationalisation knowledge as “experiential knowledge of the firm’s capability and resources to engage in international operations”.  It is important for firms to acquire knowledge about how new situations and problems will affect the resources and capability of the firm as it will influence the firm’s ability to evaluate international initiatives (Eriksson et al, 1997).  Firms that focus on knowledge accumulation as the sources of their export performance are more likely to develop learning skills useful for successful growth in export markets if they have alliances with firms that already have experience in a specific market.  Through alliances, firms will be able to increase their knowledge about export markets and this will lead to an increased export performance.  Also, as alliances are a source of knowledge as a mobile resource, this flexible platform is helpful to firms in increasing their export performance.

Discussion and Conclusion

This paper has highlighted the importance of alliance learning in the context of psychic distance and export performance.  It identified psychic distance as being important in facilitating alliance learning. Export performance was defined and related to alliance-based learning.  Next, experiential knowledge and its relationship to psychic distance and export performance are discussed.  As this paper is a working paper, the key relationships between the key areas under investigation: psychic distance, export performance and alliance learning have been discussed.  Being a theoretical paper, more empirical work needs to be done to examine how the role of alliances affects an organization’s experiential knowledge in relation to psychic distance and export performance.
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