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Abstract

Recent studies have indicated that the internationalization process of knowledge-
intensive SMEs is somewhat independent on the effect of psychic or geographic distance.
However, these studies have analyzed the general pattern of entries where knowledge-
intensive SMEs not commonly follow a step-wise entry route from nearby countries to
distant ones. Thus, it remains unknown what the effect of psychic and geographical
distance is when these firms enter a distant foreign market. The findings in this case study
reveal that psychic and geographic distance inhibited the foreign market entry of
knowledge-intensive SMEs. However, the distant foreign market entry of these firms was
facilitated by distance-bridging and distance-compressing factors enabling foreign

business operations despite the significant distance between the home and target country.
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Introduction

The impact of geographical and psychic distance on firm internationalization has a long
tradition in international business and marketing literature. Already in 1950s, Beckerman
(1956) proposed that, if transportation costs are equal, entrepreneurs favor psychically
close markets. The concept became well known in the 1970s after the studies by
Johanson and Wiedersheim-Paul (1975) and Johanson and Vahlne (1977) known as
Uppsala model. In their study, Johanson and Wiedersheim-Paul (1975) define psychic
distance as a sum of factors that constrict the flow of information between the firm and
the market. Thus, in the model, large psychic distance between countries inhibits the
foreign market entry of the firm. In addition to psychic distance, large geographical
distance has been indicated having the same effect (Dow & Karunaratna, 2006;
Srivastava & Green, 1986).

Despite widespread support for these concepts, several studies have questioned the
impact of geographical or psychic distance on the internationalization process of
technology-intensive SMEs. These studies have proposed that macroeconomic changes,
international awareness, global networks, narrow market segments, entrepreneurial
behavior, and many other factors have reduced or even eliminated the impact of psychic
and geographic distance (Madsen & Servais, 1997; Oviatt & McDougall, 1994, 1995). In
line, some studies have found that the impact of psychic and geographic distance on the
internationalization patterns of technology-intensive SMEs is somewhat vague because
there are factors that firms can use to facilitate and accelerate their internationalization

process (Bell, 1995; Crick & Jones, 2000; Moen & Servais, 2002; Coviello & Martin,



1999). These factors, to name of few, have been network relationships, past experiences,
and growth opportunities. Based on these studies, it seems to be evident that rapidly
internationalizing knowledge-intensive SMEs do not generally follow the gradual
internationalization process from psychically or geographically nearby markets to more
distant ones as proposed in the Uppsala model. However, because these earlier studies
have investigated the general pattern of internationalization, we do not know whether
psychic and geographical distance impact on the foreign market entry when firms enter a
distant foreign country. Thus, the aim of this paper is to investigate the factors inhibiting
and facilitating the foreign market entry of knowledge-intensive SMEs into a distant
foreign market.
Based on the above discussion, the following three questions are of particular interest
in this study:
1.  What are the distance-creating factors in the distant foreign market entry
encountered by knowledge-intensive SMEs?
2. What are the distance-bridging factors that knowledge-intensive SMEs use to
facilitate their distant foreign market entry?
3. What are the distance-compressing factors facilitating the distant foreign
market entry of knowledge-intensive SMEs?
By investigating to these questions, this study refines and extends the theoretical
framework of Child et al. (2002) that divide the components of psychic distance into

distance-creating, distance-bridging, and distance-compressing factors.



Distance-creating factors

In literature, psychic distance, cultural distance, and geographical distance have been
commonly cited as distance-creating factors. In their model, Johanson and Wiedersheim-
Paul (1975, 308) define psychic distance as “...factors preventing or disturbing the flow
of information between firm and market”. Thus, the model indicates that psychic distance
consists of factors creating distances, such as language, culture, political system, level of
education, and level of industrial development. Because of these distance-creating factors,
firms are expected to enter first nearby markets where the business environment is similar
to the home market. Thereafter, when a firm’s knowledge to operate internationally
increases, it gradually starts to develop activities in psychically more distant countries.
The study of Nordstrom and Vahlne (1994, 42) defines psychic distance as “factors
preventing or disturbing firms’ learning about and understanding of a foreign
environment”. This definition refers to the fact that firms have to learn about the
environment of the target country and understand the local culture. In their framework,
Child et al. (2002, 49) argue that “Distance-creating factors are those responsible for
dissimilarity in business environments between the home country and the host countries
for investment”. They found that culture (including language) was the most important
element that created distances and difficulties in the foreign market entry and operations
of Hong-Kong family firms. Other distance-creating factors were the level of economic
development, the level of education and technological development, and the geographical

distance.



Cultural distance between countries is also seen as a factor creating difficulties in the
foreign market entry. Sousa and Bradley (2006, 63) define the difference between
cultural and psychic distance as follows: “Cultural distance reflects a difference in
cultural values among countries” and “Psychic distance is based on the individual’s
perception”. Cultural differences between countries have commonly been measured by
using Hofstede’s (2001) cultural dimensions and the composite index of Kogut and Singh
(1988). These studies (see Tihanyi et al., 2005 for further review) have been motivated by
the assumption that cultural differences between countries inhibit market entry to
culturally distant countries. However, in many cases, the results have been conflicting
and there has been a growing amount of criticism toward the usage of Hofstede’s (2001)
cultural dimensions as single determinant for the foreign market entry decision (see e.g.,
Dow & Karunaratna, 2006; Tihanyi et al., 2005). For instance, the study of Dow and
Karunaratna (2006) proposes that cultural distance is only one dimension of the larger
concept of psychic distance.

The third commonly cited distance-creating factor is geographical distance.
Srivastava and Green (1986) found that geographical distance has the most significant
impact on the trade intensity between countries. This is also line with findings of Dow
and Karunaratna (2006) indicating that geographic distance is the most influential
inhibitor of international trade. In addition, Leamer and Storper (2001) indicate that
geographical distance is still a valid inhibitor despite improvements of transportation
systems and communication technologies. Ojala and Tyrvdinen (2007) suggest that

geographic distance even impacts on the initial market selection of software SMEs.



Altogether, the current literature indicates that psychic and geographical distances are
major distance-creating factors whereas the role of cultural distance is more complex and
the results have been contradicting. In addition, psychic distance is multidimensional
including several factors (see e.g., Dow & Karunaratna, 2006) and its impact depends on
entrepreneur’s perceptions about differences between countries (Ellis, 2008; Sousa &
Bradley, 2006). Thus, this study takes a wider perspective to distance-creating factors
than the study of Child et al. (2002). In addition, similarly to Sousa and Bradley (2006),
distance-creating factors are conceptualized here as individual-level perceptions of firm’s
decision makers. Thus, this study defines distance-creating factors as a sum of factors,
based on the perceptions of an entrepreneur or a manager, inhibiting or restricting firm’s

entry into a new foreign market.

Distance-bridging factors

In their study, Child et al. (2002, 50) define distance-bridging factors as “...factors,
which are open to the initiatives of firms themselves”. These factors consist of strategic
and operational activities where strategic decisions are related to locations choice for
foreign markets and operational activities are related to the managerial operations in the
target country. In line, Nordstrdém and Vahlne (1994, 46) indicate the role of distance-
bridging factors by arguing that “...distance can be bridged by factors such as knowledge
dissemination...or trial and error processes”. Thus, distance-bridging factors are largely
under the control of an individual firm or an entrepreneur. This is well present in the

international entrepreneurship literature revealing the important role of entrepreneurial



activities in the foreign market entry. Scholars (Freeman & Cavusgil, 2007; Nummela et
al., 2004; Oviatt & McDougall, 1994) have indentified positive relationships between
managers’ opportunity seeking behavior in the early internationalization. Positive attitude
motivates managers to enter leading markets despite risks related to rapid
internationalization (Shrader et al., 2000). In addition to opportunity seeking behavior,
managers’ earlier experiences can facilitate the market entry (Freeman & Cavusgil, 2007;
Nummela et al., 2004; Oviatt & McDougall, 1995). Coviello and Martin (1999) found
that psychic distance can be overcome by recruiting experienced personnel with
knowledge of the distant country. Furthermore, the distance-bridging role of network
relationships for early internationalization is acknowledged in several studies (Coviello,
2006; Coviello & Martin, 1999; Freeman et al., 2006). For instance, Coviello and Martin
(1999) argue that the usage of network relationships significantly reduced perceived
psychic distance.

Summarizing, there seems to be several distance-bridging factors which facilitate and
enable a firm’s entry to a distant market despite distance-creating factors. Thus, distance-
bridging factors are defined here as any action taken by an entrepreneur or a manager to

decrease the impact of distance-creating factors in the foreign market entry.

Distance-compressing factors

According to the definition by Child et al. (2002), distance-compressing factors refer to

macroeconomic changes, such as social movements, institutional changes, globalization,

and technological development. For instance, Oviatt and McDougall (1994, 1995)



indicate the distance-compressing role of the worldwide development of information and
communications technologies that facilitate the foreign market entry of new ventures. In
addition, some studies reveal the distance-compressing effect of increasing international
traveling and mass-media. This has been labeled as global cultures where people share
similar values and behavior regardless of their original cultural background or geographic
location (Alden et al., 1999; Hannerz, 1990). This has made foreign markets easier for
firms to enter (Child et al., 2002) and some products less culturally sensitive. Another
example of distance-compressing factors is the free trade areas and the trade agreements
between nations such as the General Agreement on Tariffs and Trade (GATT), European
Union (EU), and the North American Free Trade Agreement (NAFTA). In addition, the
establishment of organizations like World Trade Organization (WTO) facilitates business
between countries. The aim of these agreements and areas is to decrease trade barriers
between countries and, consequently, facilitate the foreign market entries of SMEs (see
e.g., Pett & Wolff, 2003; Yamin et al., 2007). All together, these activities or
macroeconomic changes are largely out of the individual entrepreneur’s or manager’s
control. Thus, distance-compressing factors are defined here as a sum of factors
facilitating firm’s foreign market entry that are not under a control of an entrepreneur or a

manager.

Research Method

This study employs a qualitative case study method (Yin, 1994) including eight Finnish

software firms entering the Japanese market. The case study approach was selected



because of the need to analyze the firm level and the individual level behavior in detail to
come to an understanding about the behavior of the firms in the foreign market entry
process. This enables explaining the significance and cause-and-effect relationships of
the phenomena under investigation (Yin, 1994). In addition, Eisenhardt (1989) suggests
that the multiple case study method allows studying patterns that are common to the cases
and theory under investigation.

Finnish software SMEs operating in the Japanese market were selected as the target
group of this study. The selection of the host and target countries is based on several
methodological and theoretical reasoning. Firstly, Finland and Japan are culturally and
geographically very distant from each others. This helps to find out potential impact of
psychic or geographical distance in the market entry that would not be observable if two
countries selected are very close to each others. Secondly, both countries have their own
languages; Finnish is spoken only in Finland and Japanese in Japan. In addition, both
languages differ greatly from other major languages such as English that is commonly
used in international business. Thirdly, both countries are culturally very homogenous,
and, accordingly, there are no large cultural differences within the countries. This helps
us to overcome the criticism of Shenkar (2001) related to ‘the assumption of spatial
homogeneity’. Fourthly, Finland is a very small country with limited home markets and
therefore internationalization is an important growth strategy for Finnish SMEs. On the
other hand, Japan has very large markets, making it attractive for foreign SMEs. However,
Japan is traditionally kept as a very difficult and challenging country to enter by foreign

ventures.



All eight case firms selected for this study fulfilled the definition by the Finnish
government and European Union (OECD, 2003) for SMEs having fewer than 250
employees at the time of their market entry to the Japanese market. The case firms were
from software industry, and even if it might be seen as a limitation, several studies
analyzing internationalization of knowledge-intensive firms have used software industry
as a target group in their studies (see e.g., Bell, 1995; Coviello, 2006). Despite the fact
that software industry differs somewhat from other industries due to the intangible nature
of its products, etc. it still shares common characteristics with other knowledge-intensive
industries (Spence, 2003) and the service sector (O’Farrell et al., 1997).

The case firms for this study were identified by using the websites of the Finnish
Chamber of Commerce in Japan, Finnish Software Business Clusters, as well as by
examining a list of firms in the publication “Software Product Business Cluster in
Finland 2005”. These firms were contacted with an e-mail request to participate in the
research. Eight of the nine firms answered and were willing to share their knowledge and
experience of the Japanese market. The interviews were conducted in the headquarters of
the firms in Finland and in their units in Japan covering altogether 16 interviews from the
eight firms. The main criterion for interviewed persons was that they were actively
involved in their firm’s entry process to the Japanese market. The interviews were rather
conversational and focused mainly on open-ended questions related to the firms’ market
entry into the Japanese market and its operations there. This enabled us to make the
questions as non-leading as possible. In addition, it also allowed the interviewees to give
genuine answers. Each interview took approximately 60-90 minutes and was digitally

recorded, carefully listened to, and transcribed verbatim with the help of a word
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processor. A second listening took place to ensure the correspondence between the
recorded and the transcribed data. Thereafter, the complete case reports were sent back to
the persons interviewed to ensure the validity and the authenticity of the collected data.
Whenever the interviewees found some inaccuracies in the text, these were corrected
based on their comments. In addition, telephone and e-mail interviews were used to
collect further information from the interviewees when needed.

The data analysis follows the guidelines suggested by Eisenhardt (1989) and Yin
(1994). First, all eight individual cases were written out as standalone case histories.
After that, the unique patterns in each case were identified and similar patterns were
categorized under common themes. These themes included distance-creating factors,
distance-bridging factors, and distance-compressing factors. In addition, analytical tools
were applied within and across the cases as proposed by Miles and Huberman (1994). For
instance, checklists were used to recognize and ensure that all relevant factors from

individual cases were collected precisely.

Research findings

This section presents the empirical findings by categorizing them into distance-creating,
distance-bridging, and distance-compressing factors. The average number of employees
in the case firms was 127 at the time of the interviews. All the case firms were
established between 1990 and 2000, except from Firm C that was established already in
1966. The firms had operated in the Japanese market from three to seven years. Table 1

summarizes the key information of the case firms and demonstrates their foreign direct
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investments before the market entry to Japan. Entry modes used by each case firm in

Japan are presented in a chronological order.

Table 1
Key information on the case firms
Number of Year of Foreign direct business Entry modes in Japan
employees establishment operations
Firm A 30 1998 USA 1998 Representative 2002
Hungary 2000
Japan 2002
Firm B 90 1992 USA 2000 Representative office 2002
Japan 2002
Firm C 300 1966 Sweden 1995 Distributors 1999
USA 1999 Representative office 2000
Malaysia 1999 Subsidiary 2001
Germany 1999
UK 1999
Japan 2000
Firm D 240 1990 USA 1998 Representative office 1999
Japan 1999 Subsidiary 2000
Firm E 100 1995 USA 1998 Direct sales 1999
Japan 2000 Subsidiary 2000
Firm F 210 1991 Sweden 1999 Distributor 1997
Hong Kong 2000 Joint Venture 2001
Japan 2001 Subsidiary 2005
Firm G 12 1998 Japan 1999 Joint venture 1999
Firm H 35 2000 UK 2000 Corporate 2003
Japan 2003

Distance-creating factors encountered by the case firms

All the case firms experienced Japan as a difficult country to enter. The main factors that
can be conceptualized as distance-creating factors in the market entry were related to
differences in language, business culture, and geographic distance between Finland and
Japan.

Language was seen as a distance-creating factor in all firms. Although English was

used as an official language in all case firms, the low English proficiency of Japanese
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customers and partners created problems. The language related problems consisted of
networking with potential customers, misunderstandings with customers, and localization
of products. For instance, Firm H was searching for a Japanese partner from the Internet.
However, language difficulties created remarkable problems. One informant from Firm H
explained this as follows:

”Finding a partner in Japan via Internet was difficult, because they have their

websites only in Japanese and only few firms have English versions. Of course large

multinational firms have their websites in English, but those firms that are of equal

size with us, they usually do not.”
Language difficulties also increased the need for local presence in Japan because of needs
for local staff that can handle the business negotiations and give after-sales support in
Japanese. For instance, one informant from Firm E mentioned that in other countries they
have been able to handle their business by using English, but when dealing with Japanese
customers, they need to have employees with very good Japanese skills and cultural
knowledge. Firm C also noted that after the market entry and the establishment of their
unit in Japan they have not been able to give support for their unit in Japan in the same
scale as for other units because of language problems. For instance, they cannot help with
market data collection from the Japanese market because no one in the headquarters has
Japanese skills needed.

All case firms also confirmed that the way of doing business in Japan differs greatly
from other Western and Asian countries. Differences in business culture were related to
working times, the hierarchical management style of Japanese customers and partners,

slow decision making process, demanding customers, and time needed for building
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trustful relationships with customers. For instance, Firms A, B, C, E, and G disclosed the
slow decision making process of Japanese customers and partners that delayed the sales
process and the launching of new products in the market. Firms A, B, and C also
highlighted that building trustful relationships with customers was time consuming but
needed before the business progressed. Japanese customers were characterized very
demanding what comes to products. One informant from Firm E explained the slowness
of the decision making and demanding customers in the following way:
“Japanese do not buy anything that is not perfect. When they are 100 percent sure
that the product works then they will buy it. For Japanese, it is also important to
know who the original developer of the product is and where it is developed.”
The hierarchical management style of Japanese customers and partners was also
experienced very different compared to other countries. As an example, Firms A, B, and
C had difficulties with finding the right contact persons from the customer’s side. Their
customers were large multinationals and it was hard to get to know who is responsible for
technology purchasing. The management style was also closely related to working times
that differed greatly from those that the firms were used to. The manager from Firm F
explained the differences of the working times as follows:
”When we are busy in Finland, we still commonly go back home when the working
time is over, around four p.m. or at least half past four. However, here the customer
trusts that if we are busy, we are still working as long as it takes to get everything
done. Going back home earlier...they just do not understand it. They do not

understand five weeks’ vacations -vacation is not a reason for delays.”
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The geographical distance and the time difference between Finland and Japan were
experienced to hinder the business. This was despite the fact that all the firms were able
to deliver their products electronically via Internet. Geographical distance was seen as a
disadvantage because the Japanese as well as other competitors from geographically
nearby countries were able to give support for customers much faster. Appointments and
business negations with customers also required lot of traveling and increased costs of
doing business. One informant from Firm B expressed this as follows:

“If we have to send employees [to Japan], it easily takes two or three days before

they are in our customer’s office [in Japan]. Whereas a local competitor can put their

whole product development team to a train and they all are there within two hours...it

IS an obvious advantage for our competitors in Japan.”

Distance-bridging factors used by case firms

Despite distance-creating factors discussed above, all the firms were able to use distance-
bridging factors to enable their operations in the Japanese market. The distance-bridging
factors can be divided into opportunity seeking behavior, recruitment of capable
employees, choice of the proper entry mode, networking, and earlier experiences.

All the case firms regarded Japan as a very interesting country for their products
already before they started to actively prepare their market entry to Japan. This was
mainly related to the large market size and the sophisticated industry structure for the
products of the firms. In addition, the domestic markets of the case firms were mentioned

to be relatively small and saturated for their niche products. Thus, opportunities
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motivated managers to enter the Japanese market despite risks and entry barriers. Firms A,
C, D, E, and F mentioned that the main reason for the market entry was the large market
size and the business opportunities in Japan. In addition, firms G and H mentioned the
sophisticated industry structure for their products, such as high capacity of broadband and
mobile networks. Firm B got an important customer from Japan that motivated to enter
the market and search for more business potential there. One informant at Firm A
explained their reasons for the market entry as follows:

“The target customers of our product are mobile industry, mobile phone

manufacturers, mobile operators, and related electronic industry. This is very strong

in Japan. Another thing is that Japan is a very difficult market, if we can succeed

there, so we can succeed in other markets as well. Thus, the main reason for the

market entry was the huge market potential there.”
All the managers in the case firms understood that they do not have the required
knowledge to handle business activities in the Japanese market because of significant
differences in language, culture, and business practices. For this reason, firms C, D, and E
acquired the relevant knowledge by recruiting international experienced managers who
had sensitivity to psychic distance between Finland and Japan to handle their operations
in Japan. It was also important that the selected manager was aware of the business
environment, culture, language, etc. in both countries, not only what comes to the target
country.

In addition, these firms recruited local employees for marketing and other tasks
requiring close cooperation with Japanese customers. Firm F used also this kind of

recruitment strategy when they changed their joint venture to a wholly owned subsidiary.
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Firms A and B were able to handle their customers in Japan by using their current
employees as expatriates because of English proficiency of their customers in Japan.
Firms G and H did not recruit employees for their units because of their different entry
mode strategy discussed below.

The selection of the proper entry mode for the Japanese market was also seen as a
very important distance-bridging factor. In all the cases, the reason for the direct entry
modes in the market was based on the complexity of the firms’ products that required
close cooperation with the customers and distributors during the sales process. An own
unit in the market enabled the after-sales services nearby the customers, the localization
and customization work together with customers, and the recruitment of local employees.
In addition, the own unit in the market reduced traveling needs between Finland and
Japan and facilitated networking with customers and distributors. Although firms C, E,
and F started their operations by using indirect entry modes, such as exporting and
foreign distributors, they very soon established direct entry modes in the market. Firms F,
G, and H used cooperative entry modes with Japanese firms, although Firm F changed
their entry mode into a wholly owned subsidiary later on. This kind of partnering strategy
enabled the usage of local knowledge and the decrease of difficulties related to the
Japanese language and culture, remarkably in the market entry phase.

Network relationships had also an important distance-bridging role in the market
entry phase and later on in networking with customers and distributors. In the market
entry, the firms used formal networks with their current business partners (firms D and
H), informal networks with friends (firms B and G), and mediated relationships with

export promotion organizations (firms A, C, E, and F). The importance of network
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relationships with the export promotion organizations were highlighted especially among
those firms who established wholly owned operations in the market. One of the
informants at Firm B highlighted this as the following manner:
“In networking, one good example is Finpro [export promotion organization in
Finland], we have used them...they have introduced us to potential customers in
Japan. Finpro is good for opening doors to new firms because they have a local
authority and a long experience in the field...they know lot of persons.”
Firms G and H who used cooperative entry modes were able to benefit from networks of
their Japanese employees. The manager at Firm G explained the benefit of the joint
venture in networking as follows:
“In Japan, it is a substantial benefit that we have local employees. Taking care of the
relationships with customers and distributors is much easier. Networking happens
through them...In that way, our unit in Japan has a crucial role because they have
very good relationships with the actors in the market.”
Earlier experiences from other markets also had an important distance-bridging role for
all the firms. This was the case although all the firms had a very limited knowledge from
other markets before they established their operations in Japan. These earlier experiences
facilitated mainly in operational level activities such as cost estimations, location and
entry mode choice, taxation, business models, etc. However, all the firms announced that
such experiences are always very personalized. This was the reason why earlier
experiences helped only in operational level activities and not with activities where

knowledge of local culture was important.
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Distance-compressing factors facilitating the market entry of the case firms

Distance-compressing factors indicated by the case firms were the technologically
advanced industry structure, low governmental entry barriers, and the good image of
Finland in Japan. The advanced industry structure in Japan facilitated firms’ marketing
activities, the distribution of products via Internet, and the delivery of product updates.
Entry barriers set by the Japanese government were also experienced to be fairly low.
Although some of the problems encountered by the firms were related to industry
regulations and intellectual property protection, they were actually due to normal
practices faced in all the markets. One of the informants at Firm B expressed this as
follows:

“Although Japan is a very bureaucratic country...we have not experienced any

problems related to legal issues. The problems are more related to business culture

and how to do business...maybe it takes a bit more time, paper work and

translation.”
Firms B, C, D, E, and F disclosed that the good image of Finland acted as a distance-
compressing factor. Japanese customers saw Finland as a very advanced country in
technology, mainly because of the mobile phone manufacturer Nokia and Linux
operating system that are both Finnish. Although none of these firms could estimate how
much it actually influenced their business, it was mentioned to be like an “extra” benefit.
One manager at Firm D explained this as follows:

“We profiled as a Finnish firm very clearly, because | and my colleague who was

also establishing this firm [the subsidiary in Japan] were from Finland...In Japan,
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Finland has a very good reputation. It was like an extra benefit for our customers that

we were from the same country as Linux.”

Discussion of research results

As the case findings reveal, the main distance-creating factors in the market entry were
language, business culture, and geographic distance. These findings indicate that when
knowledge-intensive firms enter a distant foreign market, psychic and geographical
distance impact on the market entry of these firms. Thus, although these firms do not tend
to follow a step-wise internationalization process from nearby to distance countries (Bell,
1995; Crick & Jones, 2000; Madsen & Servais, 1997; Moen & Servais, 2002; Oviatt &
McDougall, 1994, 1995), psychic and geographical distance are still important factors
inhibiting the foreign market entry.

The actions taken by the case firms to decrease the impact of distance-creating factors
were opportunity seeking behavior, recruitment of capable employees, choice of the
proper entry mode, networking, and earlier experiences. The findings here reveal that all
the distance-bridging factors are not directly related to the psychic distance (Johanson &
Wiedersheim-Paul, 1975) or environmental differences between the home and the host
countries (Child et al., 2002). For instance, the opportunity seeking behavior has very
little to do with psychic distance or environmental differences because it is more related
to the entrepreneurial behavior of managers. Thus, distance-bridging factors are not
solely those that improve the information flow (as opposite for the definition for psychic

distance by Johanson and Wiedersheim-Paul (1975)). The findings related to distance-
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bridging factors found here were mainly inline with earlier studies. These studies have
revealed that managers’ opportunity seeking behavior, (Freeman & Cavusgil, 2007;
Nummela et al., 2004; Oviatt & McDougall, 1994), earlier experiences (Freeman &
Cavusgil, 2007; Nummela et al., 2004; Oviatt & McDougall, 1995), recruitment of
knowledgeable employees (Coviello & Martin, 1999), and network relationships
(Coviello, 2006; Coviello & Martin, 1999). These factors facilitate and accelerate the
foreign market entry of knowledge-intensive SMEs. However, none of these factors alone
helped to overcome distance-creating factors in the foreign market entry. Thus, these
factors should be studied as a sum of actions taken by a firm or an entrepreneur to
overcome distance-creating factors.

Distance-compressing factors, referring to the macroeconomic conditions which are
not under a control of an individual firm or an entrepreneur were the technologically
advanced industry structure in Japan, low governmental entry barriers, and the good
image of Finland in Japan. Thus, as distinct from distance-bridging factors, there were
also factors which were not under the control of a firm or an entrepreneur but those
facilitated the market entry and decreased the impact of distance-creating factors. For
instance, it is very difficult for an individual firm to change these factors, like image of
the home country, although it is very important for a firm’s survival in the target country
(see Roth & Diamantopoulos, 2009, for further review). The findings in this category also
revealed the fact that macroeconomic changes and trade agreements such as GATT and
WTO had an impact on the market entry and reduced or eliminated government based

entry barriers in Japan. In earlier studies, the Japanese market has been reported to be
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difficult to enter (Mason, 1992; Yoshitomi, 1996), mainly due to the entry barriers set by

the Japanese government.

Conclusions

This paper contributes to the literature by recognizing the impact of distance-creating
factors in the foreign market entry of knowledge-intensive SMEs. In addition, it
recognizes how distance bridging and compressing factors moderate and facilitate the
distant foreign market entry. Although earlier studies have focused on some of these
factors, such as opportunity seeking behavior or network relationships, this study gives a
wider perspective covering all the distance-bridging and distance-compressing factors
used by the case firms to facilitate their distant foreign market entry. These all are very
important concerns for managerial practice as knowledge-intensive firms are increasingly
investing and operating on distant foreign markets. For theory development in the field of
international entrepreneurship, the findings here indicate that although psychic and
geographical distance have only a minor impact on the general pattern of
internationalization, the role of these factors have to be considered when a firm enters a
distant foreign market. In addition, this paper further develops the analytical framework
of Child et al. (2002). The original framework by Child et al. (2002) is developed by
using large multinationals from Hong-Kong. Findings here reveal that the framework can
be also used to analyze the foreign market entry of knowledge-intensive SMEs. In
addition, this study gives more detailed definitions of the three components (distance-

creating, distance-bridging, and distance-compressing) used in the framework.
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Limitations and further research

When evaluating the results of this study, some limitations have to be considered. Firstly,
although the generalization of case results is very low, the method used helped to acquire
detailed knowledge about factors restricting and facilitating the market entry of the case
firms. The factors recognized in the study can be used later on in quantitative studies
investigating a larger set of firms entering a psychically distant market. Secondly, the
findings of the present study are based on “memories” of interviewed managers. Hence,
later experiences from the market might impact the perceived psychic distance when the
uncertainty to act in the market has decreased. This problem can be overcome by using
longitudinal studies from the establishment of a firm onwards. However, it is a very
demanding and time consuming process to implement. Thirdly, this study focuses on
psychic distance only in the sellers’ side. However, Ellis (2008) indicates that if the
initiation is taken by buyer or broker, the distance should be measured from buyer’s or
broker’s point of view. Anyway, only in two cases, the initiation for the market entry was
not made by the case firm. Furthermore, this study investigated the whole entry process,
not only a certain event in the process. Fourthly, the case firms investigated were well
prepared for the impact of psychic distance because the Japanese market is commonly
characterized as a difficult market to enter. Further in-depth studies analyzing entries to
‘nearby’ markets would give information on the impact of psychic distance paradox

(O’Grady and Lane, 1996), different strategies applied, etc. Finally, this study used case
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firms from a single industry, from one home country, and analyzed entries to a certain

host country.
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