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Influences of Institutional Distance and Level of Ownership Freedom in the Emerging Economies on Greenfield Market Entry Strategies of MNEs 
(Work-in-Progress)   


ABTRACT:

[bookmark: _GoBack]This paper analyzes greenfield entry strategy of multinational enterprises (MNEs) in emerging economies. Although, IB studies have addressed market entry strategies of MNEs extensively from different perspectives, there is lack of studies specifically concentrating on greenfield mode of entry. We use new institutional economics to hypothesize and empirically analyze the influences of formal and informal institutional distance, as well as ownership freedom in the host economies, on greenfield entry strategies of MNEs. Our paper also hypothesizes the potential moderating relationship between formal and informal institutional distances and ownership freedom in relation to greenfield entry strategies of MNEs. The empirical analysis is based on a sample of 263 greenfield market entries (in manufacturing sector) launched by Finnish MNEs in emerging economies during 1990-2013. 
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INTRODUCTION

Foreign direct investment (FDI) entry strategies of multinational enterprises (MNEs) has been a highly researched topics in international business (IB) studies (Brouthers and Hennart, 2007; Slangen and Hennart, 2008; Demirbag et al. 2008, 2009). FDI entry strategies of MNEs are generally divided into establishment mode strategy i.e. whether to acquire an existing local enterprise (acquisition) or establish a new start up from scratch (greenfield investment) and ownership mode strategy i.e. whether to form wholly owned subsidiary (WOS) or a joint venture (JV) with a local partner (Dikova and van Witteloostuijn, 2007; Slangen and Hennart, 2008; Arslan and Larimo, 2011; Slangen, 2011). The review of past studies reveals that most studies concentrated on either establishment mode strategy solely (e.g. Hennart and Park. 1993; Brouthers and Brouthers, 2000; Datta, Herrmann and Rasheed 2002; Larimo, 2003; Shimizu et al., 2004; Slangen and Hennart, 2008; Demirbag et al., 2008, 2009; Arslan and Larimo, 2011; Slangen, 2011) or ownership mode strategy (e.g. Anderson and Gatignon, 1986; Luo, 2002; Xu et al., 2004; Brouthers and Hennart, 2007; Jung et al., 2008; Arslan and Larimo, 2010; Cho et al., 2014). Moreover, some IB researchers analyzed FDI entry modes strategies by addressing the choice between joint ventures, acquisitions and greenfield investments by the MNEs (e.g. Kogut and Singh, 1988; Elango and Sambharya, 2004; Dikova, 2012). 

In recent years, acquisitions as a separate entry strategy have started to receive increasing attention of IB researchers. Hence, some studies (see e.g. Meyer, 2002; Chen and Hennart, 2004; Chen, 2008; Jakobsen and Meyer, 2008; Arslan and Larimo, 2012; Contractor et al., 2014; Arslan and Wang, 2014) have analyzed acquisition entry strategy of MNEs specifically by distinguishing between full and partial acquisitions. In this concern, Chen (2008) refers that one reason of conflicting results in past entry mode (including both establishment and ownership) studies is due to the fact that they have bundled together full and partial acquisitions in analysis, whether they concentrated on ownership or establishment mode strategies of MNEs. We further this argument by including the greenfield JVs and greenfield WOSs into the discussion because bundling them together with acquisition modes (whether partial or full) in analysis leads to ignoring specific features of greenfield entry, as well as shadowing the advantages they may potentially offer to investing MNE. It has been established by past IB studies that greenfield subsidiaries are easy to integrate into global strategy of investing MNEs (Peng et al., 2008; Meyer and Su, 2014) as well as offer access sectors and industries where acquisitions are not allowed by the host governments (Hitt and Pisano, 2009; Chang et al., 2012). It is important to note that despite reforms and development of market economy institutions, acquisitions and especially full acquisitions are restricted in many emerging economies especially if they include restructuring and job losses (Estrin et al., 2009; Lee et al., 2014). Therefore, greenfield investments can be considered as a viable and attractive mode of market entry especially in emerging economies. However, literature review suggests that so far no previous study (at least to our knowledge) solely concentrated on greenfield entry strategy, thereby not mixing it with acquisitions in the analysis. Hence, we believe that there is a research gap, which can filled with analysis of greenfield entry strategy specifically, and also contribute to IB literature. Although, IB literature has a lot of entry mode studies, there is still need for more to address less known and novel aspects (Hennart and Slangen, 2014) like in-depth analysis of greenfield mode of entry specifically; and our paper is also an attempt to do so. 

Drawing on NIE i.e. new institutional economics (North, 1981, 1990; Dikova et al., 2010), we aim to address greenfield entry strategy of MNEs (i.e. greenfield JVs vs. greenfield WOSs) in our paper. A key feature of NIE has been the analysis of economic transformation and development of different market economy institutions from an economic as well as historical perspective (Davis and North, 1973; North, 1981, 1990). Therefore, NIE has been used as theoretical base to analyze the strategies of MNEs especially in emerging economies, where institutions are in process of development and strengthening (Hoskisson et al., 2013). Past IB literature using NIE has established that both formal and informal aspects of institutional environments of economies influence strategies of foreign MNEs including entry strategies (Peng, 2003; Peng et al., 2008; Dikova and van Witteloostuijn, 2007; Dikova et al., 2010). IB literature also refers that differences in formal and informal institutions of MNE’s home and host countries (i.e. institutional distance) has also been shown to influence different aspects of market entry strategies of MNEs (e.g. Gaur and Lu, 2007; Estrin et al., 2009; Arslan and Larimo, 2011; Contractor et al., 2014). Institutional distance has been used in past studies to analyze establishment mode strategy of MNEs (e.g. Dikova and van Witteloostuijn, 2007; Arslan and Larimo, 2011; Dikova, 2012), ownership mode strategy of MNEs (e.g. Xu and Shenkar, 2002; Xu et al, 2004; Estrin et al., 2009; Arslan and Larimo, 2010; Dikova, 2012) and specific acquisition entry strategy study (Contractor et al., 2014). In the case of greenfield market entry by the investing MNE, the formal institutions can influence MNEs by establishing the permissible range of ownership for foreign firms in their local subsidiaries (Peng, 2003; Meyer et al., 2008; Larimo and Arslan, 2013). Moreover, due to tacit and locally embedded nature of informal institutions; greenfield investors can face difficulties as they may find it harder to access the business practices and norms embedded in the local firms (Estrin et al., 2009; Meyer and Su, 2014). We argue that using the construct of institutional distance to analyze greenfield entry strategy of MNEs can theoretically enrich IB literature, as this particular aspect has rather been ignored in past studies by bundling it with acquisitions in analysis. 

It is important to mention that along with general institutional development, market entry specific aspects of economic freedom (e.g. ownership freedom) are expected to significantly influence the ownership mode choice. Nevertheless, it is important to mention that the factors concerning economic freedom in different countries have been scarcely researched in the management and IB studies which address the entry mode strategies of MNEs in their international markets.  DiRienzo et al. (2007), Demirbag et al. (2011), and Arslan and Larimo (2012) are examples of the few studies that have used certain aspects of economic freedom to analyze different MNE strategies. It is argued in the current paper that a high level of economic freedom in the host country, specially manifested by lesser restrictions specific to market entry (i.e. high ownership freedom) can potentially moderate the influences of institutional distance on ownership mode choice in case of greenfield market entry. This argument is presented and theoretically justified keeping in view the previous studies that referred to increased uncertainty for market entry mode choices due to high institutional distance (e.g. Xu et al., 2004; Contractor et al., 2014). However, if the host economy has high level of economic freedom, it is expected to offer investing MNE a more favorable environment (Arslan, 2012; Chang et al., 2012), which can lead to commitment of more resources by MNE in form of full ownership. Therefore, the current study is one of the first IB studies to theoretically hypothesize and empirically analyze the potential moderating influences of aspects of economic freedom in the host country on ownership mode choice in greenfield entry strategy of MNEs in relation to both formal and informal institutional distance.  

The (in process) empirical part of our paper is based on greenfield market entries made by the MNEs from an open and highly internationalized Nordic market economy (Finland) in the emerging economies located in different geographical regions of the world. We follow the emerging economies classification by IMF (2014) for inclusions of host countries in analysis. The share of emerging economies is constantly increasing in international FDI flows, and reached to ca. 30% in 2013 (e.g. Thomson Reuters, 2013; UNCTAD, 2014). Moreover, emerging economies are still in process of development of market economy institutions (e.g. Peng et al., 2008; Khanna and Palepu, 2010; Arbatli, 2011). It can be observed that despite institutional development, some emerging economies have very high level of market entry specific economic freedoms (Gwartney et al., 2014) comparable to developed economies in some cases, as they aim to attract more MNEs and FDI flows. We expect that this relatively novel empirical context further enhances our contribution to foreign market entry and IB literature by analyzing impacts of institutional distance and economic freedom on greenfield entry strategy specifically, as well as their moderating inter-relationship.

The current paper starts with brief theoretical discussion leading to hypotheses development. The next section addresses methodology and data collection followed by analysis and discussion of study findings. The paper concludes with discussion concerning study limitations as well as managerial guidelines.


STUDY HYPOTHESES   

Formal institutional distance refers to the differences between the legal institutions, laws and regulations of the host country and home country of foreign investing firm (Estrin et al., 2009; Arslan and Larimo, 2011). Formal institutional environments are different across countries due to differences in historical origins of legal structures (e.g. Coase, 1988; Beck et al., 2003), different paces of developments of legal structures (Pistor et al., 2000) and the variance in effectiveness of legal environment for the firm operations (Hernandez and Nieto, 2014). Formal institutions can influence the strategies of MNEs because the host country governments can use these regulative powers to directly restrict or influence the behavior of foreign firms (Contractor et al., 2014) and put penalty on deviance from these rules (Estrin et al., 2009). 

It is important to understand the directions and context of formal institutional distance in order to properly analyze its influences for market entry strategies (Hernandez and Nieto, 2014). Therefore, in case of our study, the home county of investing MNEs (i.e. Finland) represents a developed and highly market economy with stable formal institutions. Emerging economies represent high levels of regulatory unpredictability exemplified by frequent changes in government policies concerning FDI and MNEs’ operations, and inadequate means to enforce business laws and contracts (Slangen and van Tulder, 2009). In case of greenfield market entry, land acquisition and ownership regulations, as well as laws governing import of required machines/technology can significantly influence the costs associated with plant set up. Hence, formal institutional distance leads to important consequences for investing MNEs. In past studies, formal institutional distance has also been found to generate hazards in technology transfers and product innovations (Coeurderoy and Murray, 2008; Wu, 2013) due to ambiguity and uncertainty caused by lack of knowledge of western MNEs on handling these issues (Berry, 2006; Hernandez and Nieto, 2014).

Moreover, formal institutional distance leads to regulatory uncertainty and pose more problems of adaptation for foreign MNEs, specifically because they find it difficult to manage it on their own (Håkanson and Ambos, 2010). We would like to argue that evaluation of assets (i.e. land, machinery, infrastructure) needed for establishing greenfield subsidiary will be difficult due to uncertainty associated with formal institutional distance, as legal costs can be unexpectedly high in emerging economies especially if the main party is foreign firm (Kim and Li, 2014). Moreover, high formal institutional distance has been found to result in increased liability of foreignness (Xu et al., 2004). In such a situation, where the regulatory rules of game differ significantly from home of investing western MNEs,  establishment of greenfield JV with an established local partner can help MNE to share costs, as well as relatively quickly start subsidiary operations (Hernandez and Nieto, 2014; Hennart et al., 2014). This is because bureaucratic hurdles can be managed more efficiently by local partner, as well as it can offer complimentary assets to speed up greenfield subsidiary start-up of operations (Hennart et al., 2014). Therefore, we hypothesize that 

Hypothesis 1: MNEs prefer greenfield JVs in emerging economies with high formal institutional distance.

Informal institutional distance refers to the differences in norms, values and beliefs of MNEs’ home and host countries (Peng 2003; Estrin et al. 2009; Arslan and Larimo, 2011). The knowledge about informal institutions of a country is often tacit in nature, embedded in social structures and requires intensive cross cultural understanding by investing MNEs (North, 1990; Peng, 2003; Michailova and Hutchings, 2006; Estrin et al., 2009). These informal institutions can impact different aspects of the foreign subsidiary management for investing MNEs e.g. such as understanding the aspirations of local employees, transfer and management organizational routines and knowledge across subsidiaries, and the degree of adaptation to the local environment (e.g. Xu and Shenkar, 2002; Michailova and Hutchings, 2006; Chang et al., 2012).  Professional norms and work culture of host economies can influence the MNE strategies because many societal norms are internalized at firm level due to constant interaction between both of them (e.g. Mathews, 2006; Peng et al., 2008).

High informal institutional distance is expected to cause challenges in communication, as well as knowledge transfer due to differences in professional culture as well as expectations of local employees and foreign MNE managers. At the same time, in case of greenfield subsidiaries located in countries with high informal institutional distance are transfers of technology and managerial knowledge, in order to achieve the necessary productivity and quality levels to match the rest of the MNE (Ambos and Ambos, 2009; Buckley, 2009). Previous IB studies have also found that higher differences in national and professional cultures between home and host country of MNE makes it more difficult to adapt to local practices and preferences (Slangen and van Tulder, 2009). Therefore, opting for full ownership (i.e. greenfield WOS) may lead to increased risk exposure, as well as risk of ignoring local sensitivities for the foreign MNE in a specific emerging economy. 

Therefore, the choice of greenfield JV with an established local partner emerges as a reasonable choice in this case for investing MNEs. Wang and Schaan (2008) found that cost of transferring organizational technology, strategies and practices to culturally distant subsidiaries is higher than closer one. The choice of greenfield JV can also address this issue as the literature shows that managers from local partners facilitate such knowledge transfer (Anand and Delios, 2002; Wang and Schaan, 2008; Meyer and Su, 2014). 

High differences in informal institutions can lead to increased uncertainty (North, 1990; Peng et al., 2008) for investing MNEs. We further argue that choice of greenfield JVs as entry strategy can offer low costs and resource commitment advantages to the foreign MNEs, which in turn can increase flexibility in strategy and operations for the MNEs in informally distant emerging economies (Brouthers and Dikova, 2010). Moreover, intertwining of key social players with informal institutions especially in emerging economies is expected to influence foreign MNEs’ possibilities of using crucial local networks (Hoskisson et al., 2013). We argue that the choice of greenfield JVs in informally distant emerging economies can further help foreign MNEs opportunities to use local partner’s contacts to local suppliers, distributors and authorities (e.g. Lu and Xu 2006; Kobernyuk et al., 2014). Based on this discussion, we hypothesize that

Hypothesis 2: MNEs prefer greenfield JVs in emerging economies with high informal institutional distance.

Economic freedom has been referred to as an important pre-requisite of economic activity, growth and development in different societies and countries (e.g. North, 1981, 1990).  The previous research indicates that economic freedom has a direct relationship with per capita income and economic growth rate (e.g. Busse and Groizard, 2008).  Economic freedom in a country has also been shown to have strong linkages with increased FDI inflows and activities by MNEs in those economies (e.g. Bengoa and Sanchez-Robles, 2003). FDI strategies of MNEs are considerably influenced by the effectiveness of market economy institutions of their host countries as well as the levels of economic freedom there (e.g. Cole, 2003; Caselli and Gennaioli, 2008; Chang et al., 2012). In case of greenfield entry strategy of the MNEs, restrictions on entry mode options (e.g. restricting full ownership in established subsidiaries) by host country governments is a major concern for them (e.g. Luo, 2001; Ring et al., 2005; Khanna and Palepu, 2010; Demirbag et al., 2011).  IB literature has also established that restrictions on foreign firms discourage MNEs to commit more resources to the country (Chung et al., 2013), while offering more feasible environment leads to formation of WOSs (Chung and Beamish, 2005)
We argue in this paper that IB literature has not put enough effort in differentiating between general institutional development in a country from market entry specific institutional factors (e.g. ownership freedom for investing MNEs). Most IB studies concentrate on governance indicators of World Bank, and Global Competitiveness Reports to address entry mode strategies. However, in our view, along with understanding general institutional development in host emerging economies, it is important to examine entry specific elements to gain a better understanding. Going through economic freedom of the world annual reports (Gwartney et al., 2014) reveals that many emerging economies score pretty high in ownership freedom that they offer to foreign MNEs, sometime, at par with developed economies. For example, ownership freedom for foreign MNEs scores for France are similar to emerging economies like India and Brazil (Gwartney et al., 2014). Moreover, emerging economies like Hungary, Malaysia and Poland even score higher/at par with many developed western economies, as they offer highly favourable investment climate for foreign MNEs with possibilities of full ownership (Gwartney et al., 2014). Therefore, we argue that in such emerging economies foreign MNEs are expected to opt for greenfield WOSs in order to avoid the problems associated with JVs management addressed widely in IB literature (e.g. Arnold et al., 2012). Therefore, we hypothesize that

Hypothesis 3: MNEs prefer greenfield WOSs in emerging economies with high levels of ownership freedom.

Institutional reforms by the host country governments, e.g. the reduction of entry barriers resulting in increased ownership freedom, can influence strategies of the incumbent firms, as well as allow them to enter markets and industries that were previously inaccessible (e.g. Chen et al., 2009; Trevino et al., 2008).  Moreover, the removal or reduction of restrictions specifically on FDI establishment choices can motivate the MNE to commit more resources and aim to have a long term presence in those markets (e.g. Meyer and Tran, 2006; Hitt and Pisano, 2009; DeVilla et al., 2014); thereby opting for greenfield WOSs. A review of ownership freedom statistics show that those emerging economies that offer high ownership freedom to foreign MNEs are also the ones that are growing at faster pace, thereby increasing their attractiveness for greenfield WOSs by investing MNEs.  The presence of a high level of economic (ownership) freedom in host countries is expected to offer those a relatively equal playing field alongside local firms. Consequently, it can be further argued that the presence of a high level of ownership freedom in the host country can moderate the impacts of both formal and informal institutional distance on greenfield entry strategy of MNEs. Finally, despite opting for greenfield WOSs, investing MNEs can seek local legitimacy by using local employees, as well as local brands, while incorporating global strategies and practices in subsidiary also. Therefore, we hypothesize that

Hypothesis 4: High level of ownership freedom in the host countries has a positive moderating impact on the relationship between MNEs’ greenfield entry strategy and formal institutional distance i.e. at the high end of ownership freedom, MNEs investing in formally distant host countries are likely to choose greenfield WOSs.
Hypothesis 5: High level of ownership freedom in the host countries has a positive moderating impact on the relationship between MNEs’ greenfield entry strategy and informal institutional distance i.e. at the high end of ownership freedom, MNEs investing in high informally distant host countries are likely to choose greenfield WOSs.

EMPIRICAL RESEARCH DESIGN AND METHODOLOGY

Data Sources Description: The main source of data in this study is an internal database that has been developed and constantly updated in the course of ca. 30 years by one the authors. This database of FDI activities of Finnish MNEs is based on the annual reports of large Finnish firms in the manufacturing sector listed on the Helsinki Stock Exchange and supplemented with the reports from the Finnish business press and direct contacts with the investing firms. The information in this dataset is also complemented with information from Thomson One database.  Therefore, our data is reliable, relatively unique and representative of the FDIs made in the manufacturing sector made by the Finnish MNEs. This database is sed for the dependent variable of the study i.e. entry mode (i.e. greenfield JV vs. greenfield WOS). Moreover, the control variables of the study including industry R&D intensity, industry relatedness, MNEs’ size, MNE’s greenfield experience, MNE’s host country experience, timing of investment, and BRICS dummy are also derived from the same data base.

The institutional indicators for formal- and informal institutional distance in this study are based on yearly data from the World Competitiveness Yearbooks published by The International Institute for Management Development (IMD 2014), Lausanne Switzerland. The World Competitiveness Yearbooks have been used as a reliable and useful resource for analyzing country level institutional environments of different countries in different management and IB studies (e.g. Delios and Beamish, 1999; Gaur et al., 2007; Gaur and Lu, 2007; Arslan and Larimo, 2011; Ang et al., 2014). Therefore, selected items from executive surveys of The World Competitiveness Yearbooks are used to measure formal and informal institutional differences between Finland and the host countries (for more information on the specific items please see Table 2).  These items are chosen based on their applicability in market entry and IB context as supported by previous studies (e.g. Peng et al. 2008; Richey 2010; Tonoyan et al. 2010; Folke et al., 2010, Arslan and Larimo, 2011).
Following Kogut and Singh (1988) formula for calculating distance, we calculate formal and informal institutional distances that incorporates sample size and number of indicators being used.

The other key independent variable of the study “ownership freedom” is based on the Economic Freedom of the World annual reports (e.g. Gwartney et al., 2014). Economic Freedom of the World reports (e.g. published by the Fraser Institute of Canada measure a country’s openness to international business and trade by measuring and ranking them along five major pillars which are Size of government, Legal structure and security of property rights, Access to sound money, Freedom to trade internationally and Regulations of credit, labour and business. These pillars are further divided into different categories and finally a country’s summary ratings (1-10) are developed. Economic Freedom of the World reports use data from the World Economic Forum, World Bank, International Monetary Fund, United Nations and World Trade Organization to measure these variables (see e.g. Gwartney et al., 2014). Moreover, there is a possibility to access historical data for country scores at general level, as well as for particular items through these reports. The data from Economic Freedom of the World reports have been used widely in studies in the fields of international economics, institutional economics and international political economy studies (see e.g. Cole, 2003; Bengoa and Sanchez-Robles, 2003; Doucouliagos and Ulubasoglu, 2006; Dreher and Rupprecht, 2007;). Moreover, DiRienzo et al. (2007), Demirbag et al. (2011), and Arslan and Larimo (2012) also used this source to study different aspects of IB strategies. Therefore, it can be said that Economic Freedom of the World annual reports are reliable sources for the analysis of the country level indicators specific to economic freedom. The current paper uses the country rating in the item of ownership restrictions in these reports to address ownership freedom in the host economies.

Variables descriptions and operationalizations: The dependent variable of the study is a greenfield market entry, which is coded 1 for JVs (95% or less equity at time of investment) and 0 for WOSs (more than 95% equity ownership at time of investment). In line with past literature (see table 1), we use a number of control variables at the country, industry and firm level, in order to enhance the validity of the study findings. 

----- Table 1 near here ----

Sample Description: We follow the IMF (2014) and Standards and Poor’s (S&P) classification of emerging economies. Our study sample includes greenfield investments made only in the manufacturing sector by Finnish MNEs in Argentina, Brazil, Chile, China, Hungary, India, Indonesia, Kazakhstan, Malaysia, Mexico, Poland, Romania, Russia, South Africa, Thailand, Turkey, and Ukraine during 1990-2013. We have chosen 1990 as the starting year as most emerging economies opened up for FDI after that time, as well as global FDI flows to those regions increased significantly after 1990 (Peng, 2003; Arbatli, 2011). The main characteristics of our study sample are summarized in table 2.

---- Table 2 near here ----

Statistical method: The dependent variable in this study is dichotomous (i.e. greenfield WOS vs. greenfield JV); hence, we use binary logistic regression analysis to analyze the impacts of the independent and control variables on greenfield entry strategy of Finnish MNEs. Binary logistic regression has been used often as a reliable statistical analysis technique in past IB studies addressing different aspects of foreign market entry strategies of MNEs (e.g. Hennart and Larimo 1998; Larimo 2003; Dikova and van Witteloostuijn 2007; Kaynak et al. 2007; Demirbag et al. 2009) Therefore, we also use it. The binomial logistic regression model is formally expressed as

P (yi=1) = 1/ 1+ exp (-a-XiB)

Where yi is the dependent variable, Xi is the vector of independent variables for the ith observation, a is the intercept parameter and B is the vector of regression coefficients (Amemiya, 1981). The recent version of SPSS i.e. PASW 22 is used for the binomial regression analysis in this study. Since the dependent variable has been coded with value 1 for greenfield JV; a positive regression coefficient indicates that a particular independent/control variable increases the probability of greenfield JV choice by investing MNEs.


RESULTS – SUMMARY – CONCLUSIONS : 

The calculation of formal and informal institutional distances is in process. After that, regression analysis would be conducted. The (preliminary) study results are expected to be ready in Autumn 2015 and more developed results and conclusions ready to be presented at the time of the EIBA conference in Rio early December. 
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Table 1. Operationalization of study variables

	VARIABLES
	OPERATIONALIZATION
	REFERENCE(S)

	1. Greenfield market entry mode 
	0= WOSs (95% or more equity), 1=JVs (less than 95% equity) (Source: Internal FDI Database)
	-

	2. Formal institutional distance
	The difference between Finland and host country in the year of investment / scores in nearest available year. (Source: World Competitiveness Yearbooks)
1. Competition legislation is preventing unfair competition (from 1-10) 
2. Adaptability of government policy to changes in the economy is high (from 1-10)
3. Transparency of government policy is satisfactory (from 1-10)
	Richey 2010; Tonoyan et al. 2010; Folke et al., 2010; Arslan and Larimo (2011)

	3. Informal institutional distance 
	The difference between Finland and host country in the year of investment / scores in nearest available year. (Source: World Competitiveness Yearbooks)
 1. National Culture is open to foreign ideas (from 1-10)
2. Bribing and Corruption do not exist (from 1-10)
3. Flexibility and adaptability of people are high (from 1-10)
	Richey 2010; Tonoyan et al. 2010; Folke et al., 2010; Arslan and Larimo (2011)

	4. Ownership Freedom
	Country score in item ownership restrictions in the year of investment (Scores from 1-10; where 10 shows least restricted economies) (Source: Economic Freedom of the World annual reports)
	Gwartney et al. (2014); Larimo and Arslan (2013)

	5. Greenfield Experience
	The number of earlier greenfield market entries made by investing firm in different international markets. (Source: Internal Database)
	-

	4 Host country experience of the investing MNE
	The experience in years from the first manufacturing investment of the firm in the target country (Source: Internal Database)
	Hennart and Park (1993); Padmanabhan and Cho (1999); Larimo (2003); Arslan and Larimo (2011, 2012)

	5. Industry R&D intensity
	A classification of various 4-digit SIC industries into four categories (Low-Tech, Low-MediumTech, Medieum-Tech and High-Tech) based on their value added figures (Source: Internal Database)
	Larimo (2003); Dikova and Witteloostuijn (2007); Larimo and Arslan (2013)

	6. Product diversity
	The number of 4-digit SIC codes in which the company was operating based on the annual reports and websites of the firms.
	Hennart and Larimo (1998); Chung et al., (2013)

	6. MNE size
	Natural Log of Global sales of the parent MNE in the year preceding to investment changed to Euros (Source: Internal Database)
	Hennart and Park (1993); Taylor et al. (1998), Dow and Larimo (2011).

	7. Economic growth in the host country

	Economic growth (% of GDP growth) in the target country of the investment in the preceding the investment (Source: UNCTAD)
	Hennart (1991); Brouthers and Brouthers (2001); Arslan and Larimo (2010 2011, 2012)

	8. Host country risk
	The host country risk in the year preceding the investment based on Euro money country risk ratings (Source: Euromoney country risk ratings)
	Click (2005); Larimo  (2003); Demirbag et al. (2009)

	9. Timing of greenfield entry
	1 stands for greenfield investments  in 1990s and 0 for greenfield investments in 2000s
	Peng (2003); Arslan and Larimo (2011)

	11. China dummy

	1 stands for greenfield investments in China and 0 for greenfield investments  in other countries
	-

	12. Russia dummy
	1 stands for greenfield investments in Russia and 0 for greenfield investments  in other countries
	-



Table 2: Study Sample Characteristics

	Sample Characteristic
	Description

	Greenfield Entry Mode
	136 WOSs (51.7%); 127 JVs (48.3%)

	Greenfield Experience of Investing MNEs
	Minimum (first greenfield ventures), Maximum (68 greenfield ventures), Average (14.90)

	Host Country Experience of Investing Firms
	Minimum: 0 years (No earlier experience in the host country). Maximum: 30 years, Average 3.30 years.

	Number of greenfield investments in a particular time period
	2000s: 123 (46.8%); 1990s: 140 (53.2%)

	R&D intensity of investing firms
	Low-Tech (69; 26.2%); Low-Medium Tech (88; 33.5%); Medium Tech (25; 9.5%), High-Tech (81; 30.8%)

	Major destinations for greenfield investment by Finnish MNEs
	China (87; 33.1%); Russia (61; 23.2%), Poland (30; 11.4%), India (17; 6.5%) and Malaysia (16; 6.1%).



