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Abstract The selection of the entry mode in an international market is of key
importance for the venture. A process-based perspective on entry mode selection
can add to the International Business and International Entrepreneurship literature.
Framing the international market entry as an entrepreneurial process, this paper
analyzes the antecedents and consequences of causation and effectuation in the entry
mode selection. For the analysis, regression-based techniques were used on a sample
of 65 gazelles. The results indicate that experienced entrepreneurs tend to apply
effectuation rather than causation, while uncertainty does not have a systematic
influence. Entrepreneurs using causation-based international new venture creation
processes tend to engage in export-type entry modes, while effectuation-based inter-
national new venture creation processes do not predetermine the entry mode.

Keywords Causation - Effectuation - Entry mode selection - Gazelles - International
entrepreneurship - Internationalization

Introduction

Internationalization is of prime importance for ventures. Internationalization deci-
sions entail commitment, are difficult to change, and have long-term consequences
(potentially positive as well as negative) for the firm (Morschett et al. 2010).
Therefore, research on the internationalization process has become an important
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stream in both the International Business (IB) (Werner 2002) and the International
Entrepreneurship (IE) literatures (Keupp and Gassmann 2009).

Within the IB literature, conceptual models aiming to understand the internation-
alization process are increasingly starting to include entrepreneurship as a key
element in this process. Based on Johanson and Vahlne's (1977) seminal model,
Johanson and Vahlne (2009) extend their model by explicitly including opportunity
creation and recognition to accommodate the increasing acknowledgment of oppor-
tunities for international venturing. The most recent addition to the Johanson and
Vahlne's model explicitly incorporates elements of entrepreneurship (Schweizer et al.
2010) into the internationalization process.

In the IE literature, conceptual models aiming to understand the entrepreneurial
process are moving towards the application of their models to international rather
than domestic entrepreneurship. The importance of entrepreneurship in understanding
internationalization processes was also recognized by Jones and Coviello (2005),
who propose that internationalization is a “time-based process of entrepreneurial
behavior” (p. 284). Their model explicitly interprets the internationalization process
as a primarily entrepreneurial process, that is, the temporal sequence of “all the
functions, activities, and actions associated with perceiving opportunities and creat-
ing organizations to pursue them” (Bygrave 2004, p. 2). In addition, they highlight
that it is not only a firm's internationalization process over time (establishment chain)
that can be analyzed as an entrepreneurial process, but also the process that leads to a
particular international market entry (Jones and Coviello 2005).

Sarasvathy (2001) identified two distinct approaches in describing entrepreneurial
processes, namely, causation and effectuation (C&E). Causation has connotations of
rational planning (ex ante), whereas effectuation is associated with (ex post) emergent
strategies. Sarasvathy illustrates that the choice of either causation or effectuation
affects the type of opportunities that are finally exploited: For example, entrepreneurs
choosing causation tend to rule out opportunities that do not lend themselves to ex
ante planning. Likewise, the choice between C&E can also impact on international
opportunities. This illustrates the wider point that decision-making processes do
influence the types of decisions made, and ultimately, their effectiveness (Dean and
Sharfman 1996). This makes the analysis of C&E in general in entreprenecurial
processes in particular relevant to international new venture creation processes
(INVC processes).

While both IB and IE literatures are increasingly addressing effectuation in interna-
tionalization, quantitative research on this subject seems underdeveloped, owing to the
fact that C&E have only recently been operationalized (Chandler et al. 2009; Moroz and
Hindle 2012; Perry et al. 2012). Thus, this paper seeks to empirically test key ante-
cedents and consequences of causation- and effectuation-based decision-making pro-
cesses in the INVC process, with the goal of adding to scholarly understanding of
internationalization processes. This research contributes to IE and IB research in the
following ways. Firstly, it builds on the idea of the behavioral process as a common
foundational element of both entrepreneurship and IB literature. Thereby, this analysis
takes a step in the direction of integrating IE and IB research (Jones and Coviello
2005). Secondly, this paper is among the first to apply operationalizations of C&E
(Brettel et al. 2012) and the first to apply it to international entrepreneurship research.
Thereby, this paper allows effective testing of key propositions developed in the
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effectuation literature (Sarasvathy 2001; Sarasvathy et al. 2003). Here, INVC pro-
cesses provide a suitable context, since firms face situations involving different
degrees of uncertainty, which impacts on their chosen decision-making processes.

International new venture creation
International new venture creation as a process

Originating in entrepreneurship theory, the concepts of causation and effectuation
have been developed to describe entrepreneurial processes (Sarasvathy 2001).
Framed as a “general theory of decision-making in uncertain situations” (Sarasvathy
2008, p. 227) that highlights human action as the “predominant factor shaping the
future” (Sarasvathy 2008, p. 87), she defines (Sarasvathy 2001, p. 245): “Causation
processes take a particular effect as given and focus on selecting between means to
create that effect. Effectuation processes take a set of means as given and focus on
selecting between possible effects that can be created with that set of means.”

Effectuation theory has been applied in fields such as management (Augier and
Sarasvathy 2004), economics (Dew et al. 2004), finance (Wiltbank et al. 2009),
marketing (Read et al. 2009a), and R&D management (Brettel et al. 2012). Effectu-
ation theory may also be particularly suitable as a building block for internationali-
zation theory, as internationalization can also be framed as a decision-making
problem under uncertainty (Jones and Coviello 2005; Schweizer et al. 2010). The
connection between internationalization and entrepreneurship is highlighted in the
work of Jones and Coviello (2005), who conceptualize internationalization as an
“entrepreneurial process of behavior in time” (p. 284) and frame INVC as a process
under uncertainty.

This explicit introduction of decision-making under uncertainty makes effectua-
tion a welcome addition to established internationalization theories that do not
emphasize this particular aspect. Whitelock (2002) analyzes a range of internation-
alization theories, including the eclectic paradigm (Dunning 1988), transaction cost
analysis (Erramili and Rao 1993), what she labels as the interactive network approach
(Turnbull 1987), and the business strategy approach (Welford and Prescott 1994). She
finds all of these approaches fail to effectively capture decision-making under
uncertainty because “each of the theories presented above is dependent to some
extent on the existence of market information to inform internationalization deci-
sions” (p. 344-345). McDougall et al. (1994) discuss monopolistic advantage theory,
product cycle theory, stage theory of internationalization, oligopolistic reaction the-
ory, and internalization theory and state that they have the common shortcoming of
tending to “ignore the individual and small group level of analysis (i.e., the entrepre-
neur and his or her network of business alliances)” (p. 469).

Decision-making under uncertainty and a focus on the entrepreneur have recently
been integrated in internationalization theory. In the ground-breaking work by
Johanson and Vahlne (1977), the authors argued that the internationalization process
is affected by limited knowledge about the international market (that is, uncertainty),
eventually addressed by actually conducting operations abroad. In a recent extension
of their 1977 model, Johanson and Vahlne (1977) emphasize the concept of
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“opportunity” by elaborating on the concept of “knowledge” in their model. They
state (Johanson and Vahlne 2009, p. 1424): “opportunities constitute a subset of
knowledge. [...] we consider opportunities to be the most important element of the
body of knowledge that drives the [internationalization] process.” Drawing on
opportunity theory, they recognize that opportunities can be discovered as well as
created by the entrepreneur.

The entrepreneur as an actor became more central in the Johanson and Vahlne's
models. For the 1977 model, the authors (Johanson and Vahlne 1977, p. 23) stated:
“[...] for this time being, [we] disregard the decision style of the decision maker.” In
their 2009 model, they explicitly recognize managerial discretion, particularly
regarding the discovery and creation of opportunities in a network context. This
development was continued by Schweizer et al. (2010), who explicitly introduce
entrepreneurial capabilities and the exploitation of opportunities in their entrepre-
neurial process model of internationalization. Schweizer et al. (2010) emphasize the
individual level of analysis; they explicitly incorporate effectuation theory in an
attempt to model decision-making under uncertainty.

Based on the apparent neglect of decision-making under uncertainty in a number
of internationalization theories, and based on a number of promising theoretical
developments and qualitative analyses (Schweizer et al. 2010), it could be argued
that entrepreneurship in general and effectuation in particular could contribute a
relevant theoretical component to internationalization theory. More specifically,
based on the work by Sarasvathy (2001), Chandler et al. (2009) provide a framework
contrasting causation and effectuation along the lines of goal definition, key decision
parameters, dealing with uncertainty, and basis of exploitation (see Table 1).

In effectuation, goals emerge in the course of the process, whereas in causation,
goals are defined prior to decision-making. An example of emergent goals is provided
by Sarasvathy's (2001) “Curry in a Hurry” thought experiment that illustrates how
goals emerge as an entrepreneur reacts to environmental contingencies. Examples of
predefined goals are regularly found in traditional business planning literatures,
which portray entrepreneurs starting with a very precise idea of what they are going
to market. In internationalization, a company that relies on emergent goals would
remain flexible with regard to the strategic goals of an internationalization. Compa-
nies relying on defined goals would have a fixed plan concerning where to go
(international market selection), how to go (entry mode selection), and what to
achieve in the international market (strategic goals).

Table 1 Key characteristics of causation and effectuation

Causation Effectuation
Goals are ... Pre-defined Emerging
Decision parameters include ... Maximization of expected return Affordable loss
Dealing with uncertain future through ... Business planning and Pre-commitment and
competitive analysis alliances
Exploitation of ... Capabilities and resources Environmental
contingencies

Based on Chandler et al. (2009)
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According to the affordable loss principle, effectuators tend to make decisions that,
if they fail, they would not put the existence of the venture at stake: under this principle,
investments are made incrementally. Conversely, companies that focus on causation
would instead seek to maximize expected returns and to invest a large up front sum. This
means that in internationalization, effectuators then would progress incrementally,
whereas firms that rely on causation would internationalize immediately.

When dealing with uncertainty, effectuators negotiate pre-commitments from
stakeholders, such as contracts guaranteeing stable future sales levels, thereby trying
to “control an unpredictable future.” Entrepreneurs that rely on causation, on the other
hand, deal with uncertainty by trying to plan ahead by using business planning and
competitive analysis. In internationalization, effectuators would for example exhibit a
“follow-the-customer” behavior (Eriksson et al. 2000; Erramilli and Rao 1993),
whereas firms that rely on causation would trust their own market analyses.

Effectuators flexibly exploit contingencies that arise as the new venture unfolds:
Sarasvathy's Curry in a Hurry experiment neatly illustrates this behavior. Entrepre-
neurs that rely on causation, on the other hand, tend to exploit current capabilities and
resources, reminiscent of the “administrative” behavior in Stevenson's conceptuali-
zation of Entrepreneurial Management (Stevenson and Jarillo 1990). When interna-
tionalizing, effectuators would embrace opportunities that emerged subsequently,
whereas firms that rely on causation would tend to engage in international activities
matched by their current capabilities.

Causation- and effectuation-based approaches to international new venture creation

Previous empirical literature on causation and effectuation in international entrepre-
neurship is relatively rare, owing to the novelty of effectuation theory in general, the
novelty of the operationalization of C&E in particular, and the relative scarcity of
factor models in INVC literature (Perry et al. 2012). Nevertheless, it is possible to
identify some applications of C&E in extant literature.

In IB textbooks, internationalization is modeled as a series of steps: choosing a
target market, setting goals, selecting the entry mode, tactical and operational plan-
ning for market entry, and finally entry in to market (e.g., Root 1994). This sequential
approach is premised upon the assumption that decision makers are fully informed
about the decision parameters, allowing them to plan rationally and arrive at a benefit-
maximizing choice of entry mode (Maignan and Lukas 1997). This process resembles
the segmentation, targeting, and position process that, as Sarasvathy (2001) indicated,
characterizes causation-based market entry processes.

Causation-based approaches to INVC were observed in a variety of studies. For
example, Brewer (2001) found a linear “planned” approach in which countries are
selected based on a rational assessment of market attractiveness and the firm's
potential competitive position. In the same vein, Brouthers and Nakos (2005) found
that firms using systematic international market selection outperform firms that select
their markets in an ad hoc way. Beyond market selection, Lukas et al. (2007) draw on
the literature on export planning to point out that formalized export planning is
positively related to export performance.

In contrast to normative, rational approaches to INVC, researchers have now
begun to highlight the fact that decision makers are not fully rational in the INVC
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process, but that mental models (Maignan and Lukas 1997) and cognitive maps
(Andersen and Strandskov 1997) exert a large influence. Mental models are simpli-
fied representations of reality that help decision-makers to make sense of empirical
reality. Maignan and Lukas (1997) reported for example that managers did not use a
“comprehensive, deliberate analysis” to make market entry decisions. Rather, mental
models about the origins of a firm's competitive advantage were used to shape the
selection of entry modes. By way of illustration, those firms that have a mental model
focused on customer orientation may analyze in detail customer demand in foreign
markets and thereby neglect other sources of information.

Another stream of research highlights the emergent nature of INVC processes.
Crick and Spence (2005) reported results from case studies in which entrepreneurs
have mentioned that they have internationalized based on a chance encounter during
their vacation, a class reunion, or based on hiring a manager that happened to have an
international network. Moreover Caligkan et al. (2006) highlight the serendipitous
roots of INVC processes. Entrepreneurs might not have the time to engage in careful
information gathering and rational planning, particularly in dynamic markets in high-
tech fields. By reacting to opportunities, they effectively adopt emergent strategies
(Crick and Spence 2005). Mainela and Puhakka (2009) focus explicitly on the role of
effectuation in INVC and find instances of affordable-loss bearing and partnering
(an effectual way of dealing with uncertainty) in the INVC process of setting up an
international joint venture.

A process model of causation and effectuation in INVC in SME
[lustrating the model

While the preceding literature review has shown that both causation-based and
effectuation-based elements exist in INVC processes, key antecedents and con-
sequences of C&E in internationalization remain unexplored. To explore ante-
cedents and consequences of C&E, an empirical test is used, applying a model
starting with a general decision to internationalize. At this point, the entrepre-
neur then makes a choice between using a causation-based or effectuation-based
decision-making process. The choice of process is influenced by task-specific
experience and perceived uncertainty concerning the initial target country
(Sarasvathy et al. 2003). Finally, the type of INCV processes which was chosen
then impacts on the approach to internationalization, most notably the entry mode
selection (Fig. 1).

Causation and effectuation may not be entirely exclusive choices. On one hand,
the literature discusses the concepts as if they were diametrically opposed, with
entrepreneurs having to choose either causation or effectuation. Chandler et al.
(2009) do indeed find that causation correlates positively with core aspects of
effectuation such as affordable loss and pre-commitment. Hence, it may, for example,
be possible that a factor that positively impacts on the degree to which effectuation is
used also positively impacts on the use of causation. Therefore, the hypotheses
are formulated and analyses are performed separately for both causation and
effectuation.
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Fig. 1 The new international venture creation process
Antecedents to causation— or effectuation-based INVC

While causation is said to be more effective in environments where the future is easy
to predict, effectuation may be more effective in unpredictable circumstances
(Sarasvathy 2001). A key element of predictability is the psychic distance, here
defined as “the individual's perception of the differences between the home country
and the foreign country” (Sousa and Bradley 2006, p. 51). The higher the degree of
psychic distance, the more unfamiliar the entrepreneur is with the particular foreign
market (Shane et al. 1995; Slangen and van Tulder 2009), which increases uncer-
tainty in decision-making (Tihanyi et al. 2005). Hence, under conditions displaying a
large degree of psychic distance, managers realize that causation-based INVC pro-
cesses may not be effective. Rather than trying to predict an unknowable future
(Sarasvathy 2001), entrepreneurs may adopt an effectuation approach to exploit
opportunities as they arise (Dow 1999).

Hla The larger the psychic distance of the entrepreneur with regard to the initial
target market, the more likely entrepreneurs will rely on effectuation.

Hlb The larger the psychic distance of the entrepreneur with regard to the initial
target market, the less likely entrepreneurs will rely on causation.

A further element within predictability is the perceived dynamism of the foreign
market. Dynamism refers to the speed and the qualitative degree of changes in the
market (Dess and Beard 1984). Highly dynamic markets change rapidly and often in
unexpected ways. In these situations, causation-based INVC processes might not be
feasible. Firstly, formal business planning requires input data that can be forecasted
with a certain amount of accuracy. Secondly, formal business planning might be time
consuming to the degree that contingencies cannot realistically be exploited in a
timely way because the “window of opportunity” (Abell 1980) has already closed.
This finding is underscored by Gruber (2007) who argues that the performance
impact of business planning is negative particularly in dynamic environments.

H2a The larger the perceived dynamism of the foreign market, the more likely
entrepreneurs are to rely on effectuation.

H2b The larger the perceived dynamism of the foreign market, the less likely
entrepreneurs are to rely on causation.
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The amount of task-specific experience is a key antecedent to the choice of either
causation-based or effectuation-based NVCPs (Dew et al. 2009; Read et al. 2009b).
Dew et al. in particular show that more experienced entrepreneurs are more likely to
use effectuation than causation. In a protocol analysis of a hypothetical new venture
creation process, expert entrepreneurs were more likely to use means-driven rather
than ends-driven action, consider affordable loss rather than expected return, and use
partnerships rather than competitive analysis.

As the theoretical foundation for these findings, Dew et al. (2009) draw on
the literature on expert versus novice decision-making. They point out that experts are
more likely to use analogical rather than analytical decision-making (Sloman 1996),
think in a more holistic and conceptual way, and weigh predictive information more
critically. They argue that differences in the number and accessibility of experiences,
representations and organization of knowledge, and critical stances to predictive
information are the drivers of these differences.

Analogical reasoning is based on finding associations based on knowledge gener-
ated from personal experience. It is associated with creativity and imagination.
Conversely, analytical reasoning is based on causal, logical, and hierarchical relations
based on knowledge from language and formal systems, usually associated with
explanation and formal analysis (Sloman 1996). These features make analogical
reasoning more likely to be used in means-driven situations, since these situations
may have more degrees of freedom. People using analogical reasoning may be less
reliant upon competitive analysis and be more skeptical of predictive reasoning. At
the same time, they may be more willing to embrace the creative use of contingencies
as they arise.

The capacity of being an expert is often confined to specific fields of
experience and knowledge. Therefore, not every type of business experience
or entrepreneurial experience will impact on the type of decision-making in
internationalization. Rather, it is both international and internationalization
experience that may impact on the degree to which effectuation-based INVC
processes are adopted.

H3a The greater the international experience of the entrepreneurs, the more likely
entrepreneurs are to rely on effectuation.

H3b The greater the international experience of the entrepreneurs, the less likely
entrepreneurs are to rely on causation.

H4a The greater the internationalization experience of the entrepreneurs, the more
likely entrepreneurs are to rely on effectuation.

H4b The greater the internationalization experience of the entrepreneurs, the less
likely entrepreneurs are to rely on causation.

The decision to rely on effectuation is driven by both perceived uncertainty and by
experience. Experienced entrepreneurs, who would tend to be effectuators, may, in
predictable environments, also choose to use causation-based approaches, as they
may be aware of the benefits of formal planning under these conditions (Gruber
2007), while in unpredictable environments, they are likely to realize the futility of
trying to forecast the future. Inexperienced entrepreneurs in predictable environments
may find it easy to follow textbook-type causation-based internationalization scripts
and might also realize the limits of forecasting and rational planning in unpredictable
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environments, but because they lack experience, they are less likely to adopt
effectuation-based INVC.

H5a The degree of uncertainty moderates the relationship between experience and
the degree to which effectuation is used: the more uncertain the environment,
the stronger the positive relationship between experience and the degree to
which effectuation is used.

H5b  The degree of uncertainty moderates the relationship between experience and
the degree to which causation is used: the less uncertain the environment, the
stronger the relationship between experience and the degree to which causation
is used.

Entry mode selection of causation- and effectuation-based INVC

One of the key decisions involved in internationalization is the entry mode selection
(Canabal and White 2008). Because the entry mode choice is irreversible and has
long-term consequences for the company (Morschett et al. 2010), research on this
decision has become an important stream in the IB literature (Werner 2002). The
entry mode is the institutional arrangement that a firm chooses for entering into an
international market (Anderson and Gatignan 1986). Institutional theory distin-
guishes three modes, namely, market, hybrid, and organizational (Brouthers and
Hennart 2007), which can be organized “along a continuum of increasing control,
commitment, and risk” (Brouthers and Hennart 2007, p. 397). Exports (market mode)
are on one end of the continuum, hybrid forms such as contractual cooperations
(hybrid) in the middle, and wholly owned subsidiaries (organization) as the most
risky and resource intensive are on the other end.

As effectuation-based NVC emphasizes affordable loss, flexibility, and pre-
commitment through network building, these characteristics will be reflected in the
international entry mode selection as well. There is evidence of internationalization
behavior reflecting some of the elements of effectuation. Firstly, firms tend to “follow
the customer” who goes abroad (Eriksson et al. 2000; Erramilli and Rao 1993;
Madsen and Servais 1997). This behavior illustrates the importance of pre-
commitment and may also be a consequence of basing decision-making on affordable
losses. Secondly, there is evidence of a high degree of customer orientation in “born
global” firms (Madsen and Servais 1997). As firms with a high degree of customer
orientation react flexibly to customer demands, this can be an indicator for the
importance of flexibility in internationalization.

H6a The more the INVP is characterized by effectuation, the more likely entry
modes with a low degree of resource commitment and with a high degree of
flexibility are chosen, such as exporting.

H6b  The more the INVP is characterized by causation, the more likely entry modes
with a high degree of resource commitment and with a low degree of flexibility
are chosen, such as equity-based entry modes.

The age and the size of the firm are used as control variables. The link between
firm age and a tendency to choose either effectual or causational new venture creation
processes is ambiguous. On the one hand, older firms may have a larger degree of
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task-specific knowledge, making effectuation more likely (see hypotheses 3a and 3b).
On the other hand, older firms might exhibit a larger degree of formality in decision-
making, making causation more likely. International market entry by older firms
could be based on a formalized decision-making process, which follows a causation
logic: Rialp-Criado et al. (2010) show that the strategy-making process in the context
of internationalization follows a firm maturity life cycle from entrepreneurial-
visionary to planning-analytical. Miller (1983) argued that decisions/entrepreneurial
orientation is driven by intuitive strategy-making in smaller, “simple” firms and by
formalized planning in larger firms. A second set of control variables is introduced
relating to the link between INVC processes and entry mode selection. It can be
assumed that young and small firms will have a propensity towards exporting, as
young and small firms may lack the resources and the capabilities to select any other
entry mode, even though they might otherwise so be inclined.

Method
Sample

This study is based on a sample of rapidly growing small and medium enterprises
(SMEs), the finalists of the German “Entrepreneur of the Year” contest 2010.
Gazelles are here defined as high-growth independent and owner-managed firms
(with unity of ownership, liability, and leadership, Hamer 1990). The definition of
the IfM was adopted (Wolter and Hauser 2001), defining SMEs as firms with more
than 10 and less than 500 employees. The decision to focus on gazelles was made
because these firms internationalize at a fast pace. For example, the entrepreneurs
report that the last completed INVC processes began with a first idea on average
3 years before the survey, with first actions having been taken on average 2 years
before the survey. While this may seem a long time span, this is much shorter than the
time span that would be found in a random sample of internationalizing SME.

This contest is open to all owner-managed firms with a proven track record of
organic growth registered in Germany. Data were gathered by a mailed survey
addressed to the CEOs, regarded as the most competent providers of valid data and
best informed regarding a firm's financial and time investments in internationaliza-
tion. Where possible, the information obtained was scrutinized and triangulated using
publicly available data, and no data differences were found. Sixty-five companies
participated in the 2010 contest. As questionnaire completion was obligatory for the
contest, there were no missing cases. Missing data were imputed with the EM
algorithm.

Operationalization
Antecedents
International experience is reflected in the numbers of years spent abroad, both for

business or educational purposes. As there was no reason to weigh one component
over the other, these two items were integrated to an unweighted additive score.
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Internationalization experience is reflected in the number of international new
market entries that the entrepreneur participated in the last 3 years. The analysis
was repeated using the absolute number of international market entries of the
company as a robustness test.

Psychic distance is comprised of perceived cultural, linguistic, and structural
differences (Brewer 2007; O'Grady and Lane 1996). Entrepreneurs were asked of
the degree to which they were familiar with these aspects of the initial target country.
Exploratory factor analysis with principal component analysis with varimax rotation
reveals a single factor explaining 75.16% of the variance with a Cronbach's alpha of
.910. Higher factor values indicate a lower degree of psychic distance between
entrepreneur and target country.

Dynamism refers to the degree and magnitude of expected changes in the market
(McKelvie et al. 2009). This assessed the degree to which the entrepreneurs perceived
the country market to be uncertain prior to the actual market entry. Exploratory factor
analysis with principal component analysis and varimax rotation reveals a two-factor
solution, with one factor reflecting dynamism of the technical environment and one
factor dynamism of the general environment (see Appendix 1).

Process variables: Causation and effectuation

Operationalizing both causation and effectuation utilized the scale developed by
Chandler et al. (2009). In this analysis, respondents were asked to answer the items
from Chandler et al. (2009) with regard to their most recent INVC processes. Five-
point Likert-type scales were used to assess the degree to which respondents agreed
with the statement relating to the item. Exploratory factor analysis based on varimax
rotation was used to validate the scales. Causation was operationalized with the factor
score of the associated items, and effectuation was calculated as an unweighted
summed index based on the factor scores of the associated items. The validity of
measurement for all constructs can be considered as good (see Appendix 1).

Dependent variable

The entry mode is operationalized with an ordinal five-step scale, with each step
representing increasing resource commitment and decreasing flexibility. The entry
modes used are direct exporting/internet, indirect exporting, cooperations, joint
ventures, and wholly-owned subsidiaries. The distribution of the variables was highly
skewed with 55% of the companies having chosen exporting and 45% of the
companies having chosen entry modes with more resource commitment and less
flexibility. Hence, this variable was dichotomized between exporters and collabora-
tors/ equity-type market entry.

Method of analysis
Given the model structure, the method of choice would be a structural equation model
(SEM). However, the model contains a binary dependent variable, and as SEM does

not readily support binary dependent variables, the analysis was performed in two
steps. Firstly, hypotheses 1, 2, and 3 were tested with an ordinary least square (OLS)
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regression of the factor scores derived from the operationalization of the endogenous
variables. Hypothesis 4 was tested by running a series of moderated regression
analyses following Aiken and West (1991). Secondly, a binary logistic regression
of the factor scores of personal, environmental, and process-based factors was
performed.

Results
Antecedents to causation and effectuation

For the first part of the analyses, two OLS regressions were calculated. Firm age and
size were included as control variables, and personal as well as environmental
variables are modeled as antecedents to the choice of causation as against effectuation
(Table 2).

The results indicate that psychic distance has a positive relationship with causation
(b=.525, significant on a level under 1%), while the relationship with effectuation is
not significant. This result runs counter to hypothesis 1, proposing a positive rela-
tionship with effectuation.

The results suggest a nonsignificant relationship between dynamism and
causation (b=—035, p=.159) and a positive, significant relationship between tech-
nical dynamism and effectuation (b=.223). Given the small sample size, a signifi-
cance value of 10% can be regarded as sufficient. These results partially support
hypothesis 2.

The results show a negative relation between international experience and causa-
tion (b=-.391) and a positive relationship with effectuation (b=.243). These results
support hypothesis 3. There is partial support for hypothesis 3b, in that there is no

Table 2 Antecedents to causation and effectuation

Causation Effectuation
Constant
Age of firm (year of foundation) .006 (.586) .038 (.768)
Size (turnover mio. Euro) .019 (.658) 122 (.179)
Psychic distance .525 (.000)*** 188 (.231)
Dynamism—technical —.035 (.758) 223 (.093)*
Dynamism—general 159 (.220) 199 (.177)
International experience —.391 (.000)*** 243 (.089)*
Internationalization experience 120 (.320) 292 (.042)**
R>=480%+* R*=.152, ns.
df=65 df=64
F=4.205 F=1.156

n.s. not significant
*p<.1, ¥¥p<.05, ¥***p<.0001
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relationship between internationalization experience and causation (6=.120), but a
positive relation between internationalization experience and effectuation (h=.292).

To test the moderation hypothesis, a series of moderated regression analyses was
run. In models 1a—d, moderation of psychic distance and international/international-
ization experience was analyzed for causation and effectuation. In models 2a—d, the
same analyses were performed for the moderation effects of technical dynamism, and
in models 3a—d, for the moderation effects of general dynamism.

The results indicate a positive interaction effect between psychic distance and
international experience in the model with effectuation as a dependent variable
(model 1b, b=.328), with an increase of explained variance from .152 to .233. While
this finding is in line with theory, the finding regarding causation is not (model 1b,
b=.160).

The results indicate a negative interaction effect between technical dynamism and
international experience where causation is the dependent variable (model 2a, b=
—.293): the stronger the technical dynamism and the more international experience,
the less likely the entrepreneurs are to choose causation. While this finding is in line
with theory, the finding regarding effectuation is not (model 2b, 5=—231) (Table 3).

Effects of causation and effectuation on EMS

For the second part of the analysis, a binary logistic regression was performed. EMS
and C&E were the dependent and the primary independent variables, respectively.
Firm demographics, indicators for uncertainty, and international(-ization) experience
were added as control variables (Table 4).

The results from the model indicate that the market entry mode is neither signif-
icantly influenced by firm demographics, nor by uncertainty, nor even by experience.
The results indicate that entrepreneurs that apply a causation-based INVP are more
likely to use export as opposed to equity-related entry modes. The coefficient is
significant at the 1% level. The overall model is significant at the 5% level. The
model correctly predicts 73.8% of the cases, which is 18.4% more than in the base
model without coefficients.

Discussion and conclusion
Discussion

The goal of this research was to analyze antecedents and consequences of effectuation
and causation in the international new venture creation process. The first finding was
that causation and effectuation do not seem to be diametrically opposed concepts, as
shown by a positive correlation between these constructs. The fact that C&E are not
opposed leads to more complex analyses: It was insufficient to test the relationships
involving only effectuation (or causation). Rather, tests for both INVC process
variables had to be performed. It was only possible to fully support this hypothesis
if both sub-hypotheses could not be rejected (see Table 5 for an overview).

The first hypothesis stated that the larger the psychic distance, the more an
entrepreneur would be inclined to use effectuation rather than causation. The findings
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Table 4 Logistic regression: entry mode

B S.E.
Age of firm (year of foundation) .021 .014
Size (turnover mio. Euro) .002 .001
Psychic distance -.532 459
Dynamism—technical 416 380
Dynamism—general —.435 385
International experience .009 .035
Internationalization experience —.061 .047
Causation -1.514 565
Effectuation 216 .240

Dependent variable: entry mode. / export; 2 otherwise; —2LL 53.864; Cox & Snell R* =.324; Nagelkerke's
pseudo R? =.434; % correctly classified=73.8%; df=65

S.E. standard error

however show that a large degree of psychic distance induces entrepreneurs to apply
causation. An explanation for this finding is that psychic distance can be regarded by
the entrepreneurs as a knowledge gap that can effectively be closed by planning type
of behavior. The results indicate that entrepreneurs confronted with (partially) un-
known markets start searching for information by engaging in a systematic informa-
tion search including competitive analysis and marketing planning. The other way
around is that it could be possible that in particular in a situation with low psychic
distance, such as a regional cross-border cluster, more effectuation could be expected
because entrepreneurs in such an environment of intensive knowledge exchange are
more exposed to unexpected information flows (Steinle et al. 2007).

The second hypothesis stated that the more dynamic an international market is
perceived to be, the more likely entrepreneurs will be inclined to use effectuation, a

Table 5 Summary of the results

Expected Result

Hla Psychic distance—effectuation i n.s. Not confirmed
Hlb Psychic distance—causation l il

H2a Dynamism—eftectuation 1 1 Partially confirmed
H2b Dynamism—causation ! n.s

H3a International experience—effectuation 1 1 Confirmed

H3b International experience—causation !

H4a Internationalization experience—effectuation 1 n.s. Partially confirmed
H4b Internationalization experience—causation l

H5a Experience x dynamism: effectuation + ) Partially confirmed
H5b Experience x dynamism: causation - -)

Hoéa Effectuation—export il n.s. Not confirmed
Hoéb Causation—equity involvement il l
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finding in line with the theory. However, the reverse was not supported, namely, that
entrepreneurs in dynamic markets are less likely to follow causation-type approaches.
Some entrepreneurs in dynamic markets may back up their effectuated INVC pro-
cesses with systematic information search (indicating a higher degree of causation),
while other entrepreneurs may refrain from so doing, thereby leading to a nonsignif-
icant overall effect.

The third hypothesis stated that entrepreneurs with a large degree of international
experience tend to use effectuation rather than causation, and there was full support
for this hypothesis. However, international experience and internationalization expe-
rience seem to have a slightly different effect in that entrepreneurs with more
internationalization experience do not necessarily use more effectuation-based
approaches, lending only partial support to hypothesis 4. It might be that task-
specific experience is not greatly enhanced by taking part in multiple international-
ization episodes, as the diversity and idiosyncrasy of experiences gained from INVC
processes may impede learning from these situations. In addition, Morrish (2009)
argues that portfolio entrepreneurs tend to use effectuation in the early stages of
portfolio building, and causation at later stages, which runs counter to the argument
that more experienced entrepreneurs tend to engage in effectuation processes.

The fifth hypothesis received limited support: Experience and uncertainty are
mutually reinforcing in a way that experienced entrepreneurs in uncertain environ-
ments exhibit more effectuation and less causation. Firstly, entrepreneurs with a high
degree of international experience, when faced with situation of psychic distance,
tend to apply more effectuation (model 1b). Based on the (so far unproven) premise
that effectuation is the more effective way to proceed in unknown circumstances, this
suggests that previous international experiences have taught entrepreneurs that effec-
tuation is a viable strategic option. Secondly, entrepreneurs with a high degree of
international experience seem to apply significantly less causation when faced with a
high degree of technical uncertainty (model 2a). Again, previous experience may
have shown entrepreneurs that causation is not viable when the degree of technical
dynamism is high. While these findings (model 1b and model 2b) support existing
theory, it remains to be discussed why (a) the findings only apply on one type of
uncertainty each and (b) why the developments for effectuation are not mirrored by
those for causation.

Finally, we expected that entrepreneurs who use more effectuation would tend to
use exporting-based entry modes, while causation-based INVC processes would lead
to market entry modes with greater equity involvement. The results indicate that
effectuation does not predetermine any entry mode strategy, while entrepreneurs who
use causation tend to use less equity type (and more export) entry modes.

Conclusion

The first contribution to entrepreneurship theory is that this research extends the
context of effectuation and causation to encompass corporate international entrepre-
neurship, thus demonstrating broader applications for these theoretical concepts. On
the operational level, the largely successful attempt to revalidate the scales of
Chandler et al. (2009) may encourage researchers to also apply them appropriately
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in their own research contexts. So doing has not hitherto been obvious, given that C&E
were originally developed with independent new ventures in mind, demonstrated by
Sarasvathy (2001) and the research context in which the scales of Chandler et al.
(2009) were developed.

The second contribution to entrepreneurship theory is to indicate that the concepts
need not be diametrically opposed, and companies seem to be able to use both to a
large extent. This raises the question of how this is possible, whether they can both be
used simultaneously, and if so, how? Can they both be used in the same INVC
process, but in a temporal sequence, such as suggested by Laaksonen et al. (2010)?
Connected to these would be questions relating to the antecedents and (performance)
consequences of different combinations of C&E (Read et al. 2009b).

The third contribution to entrepreneurship theory is the confirmatory test of key
correlates of C&E. Previous evidence from case studies or from other contexts
(Brettel et al. 2012) did not analyze the same constructs that were used here. While
case studies provide rich, in-depth descriptions of a phenomenon, researchers may
remain skeptical about the generalizability of case study findings. This quantitative
analysis provides the first (at least partly) generalizable evidence with regard to C&E.

The first contribution to the international business literature was to show that
decision-making processes do matter in international business, thereby making ef-
fectuation theory an addition to established internationalization theories. In particular,
this research showed that firms who use causation tend to follow exporting-based
entry modes. This finding is relevant in that entrepreneurs who are inclined to use
causation may forego business opportunities that reside in network or wholly owned
subsidiary-type entry modes. A second contribution to the international business
literature is derived from the finding that psychic distance is related to causation-
type behavior. This calls into question the type of uncertainty with which psychic
distance is associated. It seems that entrepreneurs perceive psychic distance more as
an information gap that they can try to close with formal planning than as a
fundamental uncertainty. Future research could clarify this issue.

As a shortcoming, the usage of gazelle firms as the population may be questioned.
While gazelles were chosen so as to limit the recall bias, the populations might still
impede generalizing the findings. On one hand, gazelles are different from other firms
in that they exhibit high growth; they might not be so different from slower growth
firms (Harms 2009). On the other hand, research needs to be contextualized (Zahra
2007), and findings should be replicated in other organizational or cultural contexts.

A further shortcoming is that both the antecedents and process variables were
measured ex post. This can lead to post hoc rationalizations and difficulties in recalling
the degree of psychic distances that were present when the INVC processes began.
Selecting the most recent INVC processes minimized this recall error, but it may
nevertheless have still been present. By explicitly pointing out in the item formulation
that the entrepreneur may know more after the internationalization process, we tried to
relieve the pressure to act in a potentially socially desirable way by understating psychic
distance (Dow and Ferencikova 2010). A final shortcoming is the low reliability of the
“affordable loss” and “dynamism” variables. Future research is encouraged, particu-
larly with regard to the measurement of causation and effectuation.

More studies on the nature of the entrepreneurial process are therefore certainly
warranted (Moroz and Hindle 2012). A first justification for this call lies in a general
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criticism of current entrepreneurial process models (Moroz and Hindle 2012) in
general, and a “translation” of process-dynamic type of theories (such as effectuation
theory) across to a static framework type of research, as notably happens when
effectuation's temporal dimension is omitted by the research approach (Buttriss and
Wilkinson 2006). Consequently, there is the option to use longitudinal research
designs with multiple cross-sections to capture varying degrees of causation and
effectuation over time (van de Ven and Huber 1990). A second justification is the
finding that there are also companies that succeeded in setting up an international new
venture, but for which their entrepreneurial process can be neither be described in
terms of causation nor effectuation. The question then follows as to what type of
entrepreneurial process they applied.

Future research may also analyze different antecedents and consequences of C&E
in the INVC process, for example on precocity (Zuchella et al. 2007), speed (Oviatt
and McDougall 2005), and scope (Vermeulen and Barkema 2002). In these efforts,
attempts towards a co-evolutionary perspective (Pajunen and Manula 2008) that
encompasses multiple domains (Harms et al. 2009) could illuminate internationaliza-
tion's multifaceted nature, creating new insights into the process of international new
venture creation.
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Appendix 1

Table 6 Operationalization of key variables

Items Construct (), Factor Item-
% var. exl' pl. loading to-total

We developed a strategy to best take advantage of resources Causation, .828, .832 .695
and capabilities 59.69%

We designed and planned business strategies 907 197

We researched and selected target markets and did meaningful 17 .560
competitive analysis

We had a clear and consistent vision for where we wanted 366 252
to end up

We designed and planned production and marketing efforts 912 821

We experimented with different products and/or business Experimentation, .809 .638
models 813, 64.29%

The product/service that we now provide is essentially the .669 479

same [...]. (r)

The product/service that we now provide is substantially 874 739
different than we first imagined
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Table 6 (continued)

Items Construct (), Factor Item-
% var. exl' pl. loading to-total

We tried a number of different approaches until we found 838 .683
a business model that worked

‘We were careful not to commit more resources than we could Affordable loss, 875 482
afford to lose .584, 57.80%

We were careful not to risk more money than we were willing 905 .576
to lose with our initial idea

We were careful not to risk so much money that the company 150 275
would be in real trouble

We allowed the business to evolve as opportunities emerged Flexibility, .860 740

We adapted what we were doing to the resources we had 832, 67.42% .696 .853

We were flexible and took advantage of opportunities as 797 799
they arose

We avoided courses of action that restricted our flexibility 915 703
and adaptability

We used a substantial number of agreements [...] to reduce the ~ Pre-commitment, 935 748
amount of uncertainty .855, 87.42%

We used pre-commitments from customers and suppliers as 935 748

often as possible

I was able to speak the language of the target country fluently Psychic distance, .863 741

I was well acquainted with the culture of the target country 910, 75.16% .891 .824

I was well acquainted with the business habits of the target 929 .867
county

I was well at ease with the people from that target country 799 .686

I had the feeling that I needed to learn much more about the 874 796
target country (r)

Future technical innovations will be incremental Dynamism, tech., 858 471

Type and source of technical innovations [...] are predictable 640 73.54% .858 471

Demand of our products will fluctuate, but only moderately Dynamism, general, .797 270

We are well aware of the demands of our customers and find 423, 63.5% 797 270

it easy to predict changes
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