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ABSTRACT

The objective of this study was to gain a better understanding of the characteristics
of small to medium sized food firms in the Northeast (New York and Pennsylvania) that
influence their decision to be involved or interested in foreign markets. The study involved
the use of a survey, and we used a series of logistic regression models as well as
correlation and cross-tabulations.

Of the 116 food-manufacturing firms of New York and Pennsylvania that we
successfully contacted in the survey, 55 are involved in foreign activity or were in the past,
and 73 firms were interested in starting or expanding their foreign activity. We grouped the
determinants that influence a firm's decision to enter or be interested in entering foreign
markets ~n seven categories: size, product type, diversification/specialization, marketing
knowledge advantage, R&D intensity, seller concentration and competitive nature of the
firm. The results indicated that the characteristics found in firms that have experience in
foreign activity are large size, high diversification, less marketing knowledge, high R&D
intensity, low local competition and high domestic competition. The characteristics
associated with an interest in starting or expanding foreign activity were the type of
product (perishable), high amount of own brands, high R&D expenses as a percentage of
total sales, low local competition, and a high percent of domestic and foreign competition.

Size was not significantly associated with any entry mode. Canada, Mexico, Europe, South
America and Asia were the preferred foreign markets entered. Firms with experience in foreign
markets were associated with an interest in direct exports. Firms producing non-perishable
products tended to be more interested in establishing warehouses abroad. Small and more
specialized firms tended to be more interested in copacking and licensing as entry modes. Europe
was the market most firms were interested in entering, for every entry mode.

Firms without experience in foreign activity described lack of information as a
barrier to enter foreign markets. Firms with experience in foreign markets considered price
competition, tariff barriers and other government regulations as obstacles to enter foreign
markets. Lack of time was perceived as a barrier by firms that were specialized and had
interest in foreign activity. Tariff barriers were a concern for firms that were large and
diversified. Firms with no experience in foreign activity perceived their small size as a
barrier. Almost all firms believed that their size is too small before entering foreign
markets. When firms actually decide to go abroad, they realize that size is not that
important. Firms that feel threatened by foreign competition tended to have experience or
interest in foreign activity.
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GLOBAL COMPETITIVENESS OF NORTHEASTERN FOOD FIRMS:
EXPERIENCE AND INTEREST IN FOREIGN ACTIVITY

1. INTRODUCTION

Food industry markets are becoming increasingly global and integrated (Henderson,
Handy and Neff, 1996). All over the world, countries are reducing the barriers imposed on
foreign trade, and many are entering the GATT treaty. This globalization of world markets is
presenting opportunities and challenges to American food firms, especially small and medium
sized firms, since larger companies have been international for a long time (Birch, 1996). Firms
facing more competition in their domestic markets will probably need to become more involved
in other areas, such as foreign markets, in order to stay competitive. Most of the research on
globalization of the US food-processing industry to date has focused on trade and foreign direct
investment by the large US food-processing firms (i.e. multinationals). The objective of this
study is to determine the characteristics of small to medium sized food firms in the Northeast
(New York and Pennsylvania) that influence their decision to be involved or interested in
foreign markets. The study also involved descriptive analysis of the barriers that affect smaller
firms' foreign market entry decisions as well as the regions they are involved and interested in
for further foreign activity.

We divided the paper in 8 chapters. After this introduction, the second chapter describes the
main international marketing theories and the third chapter reviews the literature on firm characteristics
that have been associated with foreign activity. The fourth chapter presents the hypotheses developed
from previous foreign activity research with the specific features presented for this study. The fifth
chapter explains the methodology adopted for this
paper. It describes the sample' selection and questionnaire development, the method of
analysis, the model and the variables. The sixth chapter presents the results obtained from the descriptive
and empirical analysis done on the sample. The seventh chapter discusses these results obtained and the
eighth and last chapter presents a summary of the study and its
conclusions. It identifies weaknesses in the methodology used, presents the implications of the findings
and suggests further research extensions and topics.

2. INTERNATIONAL MARKETING THEORIES

The eclectic and transaction cost explanations are the best-known approaches to explain
a firm's choice of entry mode into a foreign market. Andersen (1993) points out that both of
these explanations consider in a high degree the influence of the market and decisionmaker's
strategy, and that they are probably more relevant at the later stages of the internationalization
process.



Dunning's (1988) eclectic explanation suggests that the firm's decision to enter a
foreign market and the choice of entry mode depend on its specific ownership,
internalization and location advantages. In other words, a firm establishes foreign
production to match internal firm-specific advantages with location specific advantages.
West and Vaughan (1995), consider specific ownership advantages to be managerial
knowledge and product quality; location to be foreign demand and market structure; and
internalization to be the reduction of transaction costs and risk by internalizing the
functions of foreign activity. Hill, Hwang and Kim (1990) present an eclectic theory of the
choice of international entry mode that suggests that domestic and foreign environmental
variables affect the entry mode primarily through their influence on the appropriate level of
resource commitments.

Anderson and Gatignon (1986) considered the transactions costs point of view,
treating the choice of entry modes from the perspective of choosing the degree of vertical
integration of international business, ranging from contractual entry modes to full
integration. They suggest that the most efficient entry mode is a function of the tradeoff
between control and the cost of resource commitment. The more mature the product class,
the less control firms should demand over a foreign business opportunity. They believe that
in this case the gains and incentives for control are lower because it is relatively easy to
transfer mature products across national boundaries. Klein, Frazier and Roth (1990) found
that larger volumes of sales merit economies of scale in acquiring international marketing
resources and developing export management skills.

Transaction cost theory is ideal for evaluating the export agent strategy because it suggests
a cost-effective structure for conducting international operations (Hennart, 1982). Nevertheless, the
focus of this theory on only firm-specific assets in explaining the decision of firms to expand
abroad, ignoring strategic interactions between firms, makes it limited (Hennart and Park, 1994).
This theory only assumes that firms act by themselves, Dot reacting to competitors. Although
transaction cost theory has been widely used in studying international business (Shane, 1992, 1993;
Rugman & Verbeke, 1992; Hennart, 1988, 1990, 1991; Contractor, 1990), they fail to demonstrate
how the model applies to smaller entrepreneurial firms (Zackarakis, 1997).

3. FIRM CHARACTERISTICS THAT INFLUENCE THE FOREIGN MARKET
ENTRY DECISION

The present study advances our understanding of global competitiveness by
addressing the characteristics that influence the involvement and interest of food firms in
foreign markets. It examines the differences between those firms that are involved and
interested in starting or expanding foreign activity and those that are not. Many studies
done in the past have focussed on high technology industries or used highly aggregated
data. As a lower technology industry, food processing challenges us to find the differences
between firms active or interested in foreign markets and those that are not.




Since other studies have been done in other areas of the United States, we feel the need to
test the theory in food firms of the northeastern portion of the US, specifically New York
and Pennsylvania.

Past research suggests that the choice of entry mode to foreign markets will depend
on the opportunity, the firm's resources, the type of product, and the product life cycle
(Rosson and Reid, 1987; Young, Hamill, Wheeler and Davies, 1989). Miesenbock (1988)
and Root (1994) grouped the factors affecting the entry mode decision into internal (firm
level) and external (macro variables). Firm size, organization and commitment to
exporting are the internal factors. The external factors are industry characteristics, the
business environment of the firm and host-country environment. The purpose of this study
is to determine which factors or firm characteristics are associated with the involvement or
interest of northeastern food firms in foreign activity. This paper proposes seven
characteristics that determine the firm's propensity to enter foreign markets. They are: firm
size, type of product, diversification/specialization, marketing knowledge, research and
development (R&D) intensity, seller concentration, and the competitive environment of
the firm.

3.1. Firm size

Van Hoorn (1979) and Roth (1992) identified important factors that distinguish the
strategic behavior of small firms from that of larger firms. Among these factors are limited
resources and capabilities, insufficiently developed administrative procedures and methods and
less formal centralized planning and control systems. Horst (1974) found that firm size had a
positive and significant effect on foreign production. As an explanation, he suggests that larger
firms perceive less risk in any potential foreign investment, are limited in domestic expansion by
US antitrust regulations, and have fewer small targets for domestic acquisition. Katsikeas, Deng
and W ortzel (1997) suggest that small firms may perceive a higher risk in entering foreign
markets because they devote proportionately more resource.s and greater efforts to enter export
markets than larger compames.

Munro and Beamish (1981,) found that larger firms are more likely to attract attention
from the suppliers and distributors, making foreign activity a more promising effort. Connor
(1983) also discusses the possibility that size may be a proxy for a firm's ability to manage widely
dispersed enterprises. Bourgeois (1981) argued that since larger organizations tend to have unused
or underutilized resources, they can direct greater efforts to export activities in comparison to
smaller firms. Bonaccorsi (1992), also noting the larger resource base oflarger companies, argues
that these firnls perceive lower levels of risk concerning overseas markets and operations.
Henderson, Voros and Hirschberg (1993) found that food and beverage-manufacturing firms'
extent of foreign production was also positively associated with large firm size. Henderson (1980)
proposed that with each doubling of a firm's accumulated export output, a potential 20-30% export
cost reduction per unit of production exists.



On the other hand, some studies have found either no relationship or a negative
relationship between size and export behavior or export success (Calof, 1993; Julien, Joyal,
Deshaies and Ramangalahy, 1997; Ringe, Graves and Hansen, 1987). Cavusgil, Bilkey and
Tesar (1979) and Cavusgil (1984) have found only a weak relationship between size and
the firm's commitment of resources towards international sales or production (Yaprak,
1985).

3.2. Type of product offered by the firm

The involvement or interest in foreign activity can differ among firms producing
different types of products. Access to distribution is also usually crucial, both because food
products are often perishable, and because food is a mass-consumption item. Hagen (1997)
suggests that producing perishable products with a very short shelf life may not have
favorable economical and te«hnical conditions to export, inducing firms to produce abroad
through ownership interests in order to enter foreign markets. For this study, we considered
a product perishable if it needed refiigeration for maintenance of quality and had very short
shelf life (i.e. meat products and frozen fruits, vegetables and other products). We
considered canned and bottled products, flours, sugars and candy, nuts, potato chips, and
different types of pasta as non-perishable goods.

3.3. Diversification/specialization

Current literature present contrasting results, making it unclear as to whether firms
involved in foreign activity tend to be more diversified or specialized in the number of
products marketed. Horst (1974) noted that diversified firms tended to explore foreign
markets more actively than specialized firms do. He argues that through domestic
diversification, firms learned how to run multinational operations. Handy and Henderson
(1992) also found this to apply to US food-manufacturing firms with foreign operations,
where they tend to be more diversified than those with home operations only. Firms with a
large portfolio of products may have an advantage for foreign production. Reed and Ning
(1996) explained that if a product originally intended for a new market was not successful,
the firm could easily put a substitute in the market. They also stated that the managerial
assets of a firm that are used for managing multiple products might also be useful for
managing those products in multiple regions.

On the other hand, Connor (1983) found that multinational firms with a higher
specialization are more likely to be involved in foreign activity. Stopford and Wells (1972)
indicated that there was a tradeoff between diversifying at home and engaging in foreign
activity. This could be especially true for small firms, since diversification could overly
stretch the resources of the firm. It is difficult to be diversified geographically as well as by
product because of the resulting excessive complexity and insufficient managerial time
(Hagen 1997).



3.4. Marketing knowledge

Lyon and Durham (1994) found in a case study of a Michigan specialty fruit packer
that the development of direct export markets was most severely constrained by a lack of
managerial resources in the existing organizational structure. Previous research leads us to
group managerial knowledge, with respect to foreign activity, into two categories:
marketing knowledge and international experience.

Marketing knowledge is referred to as the introduction of a product into a new
market (Hennart, 1982), or the improvement of existing marketing methods (Buzzell and
Nourse, 1967).  Hennart (1982) argues that technology is of relatively common
knowledge in the food-processing industry, making marketing and other managerial
knowledge to be a major part ofthe finn's essential knowledge assets. He also suggests that
finns with a large percent of their sales coming from their own brands tend to have high
marketing' knowledge. Horst (1974) considers intellectual capital, in the fonn of marketing
knowledge, to be one major advantage of US food finns. He regards US finns as being
aware that advertising can be effective and economic. Reed and Ning (1996) found that
food-processing finns with higher ratios of advertising to sales also have a higher ratio of
foreign to domestic sales. Horst (1974) suggests two reasons for the association between
advertising and foreign production: (1) products that are advertised locally can also be
marketed abroad, and (2) finns in industries where advertising is intensive are more aware
of the value of using it. He also suggests that experience with product differentiation in the
domestic market is related with foreign production.

Other studies have found different marketing knowledge factors correlated with
export success (Yaprak, 1985). Among these factors are: Personal contacts with their
overseas distributor (Hunt, Froggatt and Hovell, 1967; Cunningham and Spiegel, 1971)
and smoother communications and sales effort (Czinkota and LaLonde, 1980). Cavusgil
and Kaynak (1983) also include factors such as: after sales service and company image,
extension of credits to foreign buyers, unique features of product offerings, and
motivations of foreign distributors through incentives. The impact of pricing strategy has
had contrary findings. Studies from Bilkey (1982, 1985) and Koh and Robicheaux (1988)
indicate that policies charging premium prices are associated with export success. Other
work indicates no significant association (Hirsch, 1971), or the opposite, that is export
success and competitive pricing and promotion are correlated (Kirpalani and Maclntosh,
1980). Bilkey (1982) also found a positive correlation between direct exports and export
profit experiences.

Lyon (1995) found that a greater experience in international markets tends to
decrease the foreign market risk perceptions, as knowledge accumulates over time.
Gatignon and Anderson (1988) found that large US multinationals were more likely to use
integrated entry modes at higher levels of cumulative international experience.
Wiedersheim-Paul, Olson and Welch (1978), point out that in addition to the international
experience of the finn, the value system and the past history and experience of the
decision-maker himself are also important. This makes the personal characteristics and
experience of the decision-maker relevant in the export entry process. Kleinschmidt &



Cooper (1984) and Malette, Denis & Beliveau (1988) noted that firms prefer to export
through intermediaries, and then as they gain experience, move onto a direct export
strategy (Julien, Joyal, Deshaies and Ramangalahy, 1997). Katsikeas and Piercy (1993)
suggest that firms that exhibit greater levels of export involvement experience are likely to
be more capable not only of seeking, identifying, and responding to export market
opportunities, but of coping with foreign market expansion problems.

3.5. Research and development (R&D) intensity

Many studies have documented the strong positive impact of the firms' R&D
expenses (as a percent of total expenses or sales) on commercial success in global markets
(Kogut and Chang, 1991; Drake and Caves, 1992; Hennart and Park, 1994). This has also
been found to apply in the food industry, where multinational firms with higher R&D
expenses are also more active in foreign markets (Henderson, Handy and Neff, 1996).

3.6. Seller concentration

Handy' and Henderson (1991) described the US. food-processing industry as having
a high seller concentration relative to other industries: 4-firm ratio of 50 percent
or more and 8-firm ratio of 65 percent or more. The 4-firm ratio indicates the percent of
the firm's total production sold to their top four buyers, and the 8-firm ratio the percent sold
to their top eight buyers. These high ratios indicate that food firms tend to sell a large
volume of their total sales to a few customers, suggesting that the food industry may be
oligopolistic in nature (Hagen, 1997). Root (1994) hypothesized that firms in oligopolistic
industries tend to imitate the actions of domestic rivals that threaten to upset the
competitive equilibrium by gaining advantages through international markets. Another
possibility is that fewer buyers may induce a firm to a higher customer loyalty.
The firm may need to follow a customer overseas if they decide to expand in this manner.

Glesjer, Jacquemin and Petit (1980) found that a high degree of domestic
concentration negatively affects the share of exports in total industry sales, probably due to
a lack of competitive pricing and output decisions. Root (1994) also suggested that
companies in less concentrated industries would be more inclined to use low risk modes of
foreign entry, such as indirect exports.

3.7. Competitive environment

The relationship between domestic market conditions and the motivation to enter
foreign markets is an important factor for managers considering the appropriate entry mode
to use abroad. The size of the market has proven to be a determining factor for firms
deciding to engage in foreign activity. Wiedersheim-Paul, Olson and Welch (1978) suggest
that for the initial decision to start exporting it may be more relevant to analyze the
transition from a local market to a distant national market than from domestic to foreign
markets. They consider the extra-regional expansion process to be an important
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factor that "prepares” firms for exporting, due to the development of communication
networks and greater exposure to export stimuli.

Bilkey (1978), Pavord & Bogart (1975) and Liouville (1992) reported that
declining domestic market shares or saturated home markets might be strong motivators
for the initiation of export marketing activity. The incentive firms have to go abroad may
be caused by the exhaustion of local markets that in turn increases the local competitive
pressure on the firm (Horst, 1974). The growing number of merger activities in the food-
processing industry may cause this limitation of local markets. On the other hand, if a
large percentage of their competition were local, firms would feel the need to focus in
strengthening their domestic market.

Root (1994) theorizes that a large domestic market allows firms to grow
significantly before venturing foreign markets, while firms with a small domestic market
may be attracted to exporting as a means of achieving economies of scale. A survey to
Belgium exporters 'performed by Glesjer, Jacquemin and Petit (1980) found that when
domestic sales increased, the ratio of exports to domestic turnover decreased. They
explained that firms with large domestic sales could achieve economies of scale without
incurring in the extra costs associated with exporting. On the other hand, Koh and
Robicheaux (1988) indicated that domestic price competition was not necessarily a
deterrent to direct export investments. They point out that although a firm's products may
not be considered unique in the domestic market, they can be perceived as such in the
export market and command premium export-prices. This gives them an insurance band of
profits when the dollar price fluctuates.

4, HYPOTHESES DEVELOPMENT

The hypotheses developed are based on the effect of the different firm

-characteristics that influence the decision to enter foreign markets. The objective will

be to determine the profile of the firms that are involved in foreign markets and of the
firms that are interested in expanding into markets abroad. The first 12 hypotheses relate to
the influence of the firms' characteristics on their involv,ement in foreign activity, whereas
the last 12 hypotheses refer to the influence of these characteristics on their interest in
foreign markets.

Since most larger firms have already evolved into multi-national corporations
(Sterns and Peterson, 1996), the study focused on small and medium sized firms in order
to better understand the early or mid stages of the internationalization process itself.
Larger firms perceive less risk when investing in any potential foreign market and are
limited in domestic expansion (Horst, 1974). One of the objectives of this study is to
identify if smaller companies are less likely to be involved (or interested) in foreign
activity, mainly exports. Following this argument, we hypothesize:



HI: Larger food firms are more involved in foreign activity than smaller firms.

¥
The involvement or interest in foreign activity can giffer between firms producing
different types of products. Firms producing perishable products, with a very short shelf
life may be reluctant to export, and firms producing non-perishable goods may be more
willing to export. Formally stated:

H2: Food firms producing non-perishable goods are more involved in foreign
activity.

US multinational firms tend to be more diversified than those with home operations
only (Handy and Henderson, 1992 and Reed and Ning, 1996). Firms with a large portfolio
of products may hav'e an advantage for foreign production. If the product that was
originally intended for a new market was not successful, a substitute could be easily taken
(Hagen, 1997). Based on this, we predict:

H3: Food firms that have a higher diversification are more involved in foreign
activity.

On the other hand, another study found that multinational firms with a higher
specialization are more likely to be involved in foreign activity (Connor, 1983).
Diversification could be disadvantageous for small firms as it could over-stretch \the
resources of the firm and cause excessive complexity and insufficient managerial time
(Hagen 1997). This leads to the formulation of an alternative hypothesis:

H4: Food firms that have a higher specialization are more involved in foreign activity.

Firms are involved in foreign investment only when they have some type of

advantage over the firms competing in the foreign market. One major advantage of US food firms
is their intellectual capital, in the form of marketing knowledge. Firms know that advertising can be
effective and economic (Horst, 1974). Past studies have found that food-processing firms with
higher ratios of advertising to sales have a higher percentage of foreign sales to domestic sales
(Reed and Ning, 1996). In addition, firms in which a large percent of their sales comes from own
labels are considered to have more marketing knowledge (Hennart, 1982). Based on this research
we hypothesize:

H5: Food firms with higher marketing expenses (as a percent of total sales) are
more involved in foreign activity.

H6: Food firms with a higher amount of own brands or a higher percentage of sales
from own labels are more involved in foreign activity.

Many studies have documented the strong positive impact of Research and
Development intensity, on commercial success in global markets (Kogut and Chang,



1991; Drake and Caves, 1992; Hennart and Park, 1994). Henderson, Handy and Neff
(1996) also found this to apply in the food industry. Based on this, we predict:

H7: Food firms with higher R&D expenses are more involved in foreign activity.

A high percentage of US food industries have a high seller concentration (Handy
and Henderson, 1991). Thi~ indicates that food firms tend to sell a large volume of their
total sales to a few customers. This paper proposes that if a food firm has a larger customer
basis, it may be another form of intellectual capital, regarding marketing knowledge. On
the other hand, fewer customers may induce a firm to follow a customer overseas if they
decide to expand in this manner. Although the two arguments have conflicting conclusions,
we propose the following hypothesis:

H8: Food firms with a higher percentage of sales to the top four or eight buyers are
more involved in foreign activity.

If a large percentage of the competition smaller firms face were local, they would
feel the need to focus in £trengthening their domestic market.

H9: Food firms with a higher percentage of local competition are less involved in
foreign activity.

On the other hand, The incentive firms have to go abroad could be caused by the
exhaustion of local markets (Horst, 1974). As competition is more accentuated from
regions geographically further away, firm's may need to get involved in foreign markets in
order to expand.

HI0: Food firms with a higher percentage of their competition coming from the NE
region are more involved in foreign activity.

HII: Food firms with a higher percentage of their competition coming from the
domestic US market are more involved in foreign activity.

Another assumption is that if a firm has a high level of competition coming from
abroad, they will become more involved in foreign markets in order to compete with these
firms in their markets also.

H12: Food firms with a higher percentage of their competition coming from
abroad are more involved in fO(eign activity.

The hypotheses involving interest in foreign activity were considered separately
because interest in foreign markets may be more telling than experience in foreign activity,
since it has fewer limitations than to actually be involved in foreign markets. These
hypotheses are the same as the first 12 related to experience in foreign markets, with the
difference that they now relate only to the firms' interest in foreign activity.
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H13: Larger food firms are more interested in starting or expanding foreign
activity.

H14: Food firms producing non-perishable products are more interested in foreign
activity.

HIS: Food firms that have a higher diversification are more interested in foreign
activity.

H16: Food firms that have a higher specialization are more interested in foreign
activity.

HI?: Food firms with hig,her marketing expenses are more interested in foreign
activity.

H18: Food firms with a higher amount of own brands or a higher percentage of
sales from own labels are more interested in foreign activity.

H19: Food firms with higher R&D expenses are more interested in foreign activity.

H20: Food firms with a higher percentage of sales to the top four or eight buyers
are more interested in foreign activity.

H21: Food firms with a higher percentage of local competition are less interested in
foreign activity.

H22: Food firms with a higher percentage of their competition coming from the NE
region are more interested in foreign activity.

H23: Food firms with a higher percentage of their competition coming from the
domestic US market are more interested in foreign activity.

H24: Food firms with a higher percentage of their competition coming from abroad
are more interested in foreign activity.

5. METHODOLOGY

The study involved the use of a survey to be used on small and mid-sized food
firms located in the northeastern portion of the United Sates, mainly New York and
Pennsylvania. The survey focussed on gathering information on the characteristics that
differentiate firms involved in foreign markets from the ones not involved, and of firms
interested in starting or expanding their foreign activity from the ones not interested in
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starting or expanding in foreign markets. The survey was also designed to provide
information on the firms' barriers to enter foreign markets as well as their perception on
the challenges and opportunities presented by increasingly global markets.

5.1. Sample selection and questionnaire development
We constructed the list of surveyed firms from the following sources:

. New York State Department of Agriculture and Markets list of food-processing firms; .
Pennsylvania Department of Agriculture list of food-processing firms;
. New York State Association of Food-Processors mailing list; and,
. The 2010 Vision committee of the Metropolitan Development Association of
Syracuse.

The list provided by the New York State Department of Agriculture and Markets
consisted of food and agribusiness firms that have expressed an interest in exporting by
participating in their department's activities. Since anyone company could be listed in
more than one different product category, we eliminated repeated firms, which left us with
484 different firms. In order to optimize the limited time and resource availability, we
targeted the sample towards food firms that are more likely to be involved or interested in
foreign activity. We did this in two steps. First, we eliminated the following product
categories out of the concern that many of the firms producing these products are targeting
specifically their local markets or that their products may be intended only for
consumption on the premises: fluid milk, bakery products and alcoholic and non-alcoholic
beverages. The following SIC product categories remained (Dun & Bradstreet Information
Resources, 1989): meat products; dairy products (except fluid milk); canned, frozen and
preserved fruits and vegetables and food specialties; grain mill products; sugar and
confectionery products; fats and oils; and, miscellaneous food preparations and kindred
products. Secondly, we selected only the firms that appear to produce or manufacture at
least one product of their own. We eliminated firms listed only as markets, farms,
importers, retailers or distributors. The final count of New York firnls included in the mail
survey was 215.

The Pennsylvania Department of Agriculture provided a similar list of food and
agribusiness firms in Pennsylvania. This list included 472 firms that had expressed interest
in foreign activity by filling out an "Export Registration Form". Given his
familiarity with the database and the firms listed in it, the task of reducing the number of
firms in the same method as for the New York sample was left to Mr. Peter Witmer, Chief
of the Domestic and International Trade Division of the Pennsylvania Department of
Agriculture. The number of Pennsylvania food firms included in the survey was 158.

After an iterative process of drafting survey questions and designing a survey
format to address the research questions in the most concise way, a mail survey was ready
to be pre-tested. The objective of this pre-test was to assess the survey format and
questions. We selected three firms for the pretest. Two (one located in New York and one
in Pennsylvania) were contacts of Professor James Hagen and we selected randomly
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the third firm from the list of 158 firms from Pennsylvania. Following the pretest, we
made the necessary changes to the survey and adjustments to the implementation of the
mail survey.

The "Total Design Method™ (Dillman, '1978) was used as a guide to develop the
questionnaire and the procedure used. We sent each survey (Appendix 1) with a cover
letter (Appendix 2, 3 and 4) and a stamped self-addressed envelope. A week later, we sent
a post card (Appendix 5) as a reminder to each of the firms from which we had not
received an answer. Three weeks after we sent the first survey, we mailed a second follow
up to the firms that did not respond. This included a cover letter (Appendix 7), another
copy of the survey, and another stamped self addressed envelope. About two months after
we sent the first survey, we mailed the third and last follow up. This was the same as the
second, only that th~s time we sent it by certified mail and the cover letter was more
urging (Appendix 8). We sent a thank you post card to each of the respondents that
returned the survey (Appendix 6).

We then screened the 215 New York firms by telephone in order to eliminate the
ones that were no longer in business or at another address. We contacted by telephone 173
firms of the original list. We mailed a survey to the'23 firms that confirmed their
willingness to participate (NYY). We also mailed a survey to the 47 firms that we
contacted by telephone but could not reach in person (NYZ). Due to time constraint, we
did not screen the last 42 firms in the list and all of them were included in the study and
mailed a survey (NLL). This caused the response rate to be lower for this group because
we sent 11 surveys to a wrong address and one firm was out of business. Nevertheless, the
response rate (not considering wrong addresses and firms out of business) was similar for
all three groups (Table 1). Of a total (effective) number of surveys sent (246), 124
responded giving a response rate of 50.41 %. We added 42 companies interviewed in the
Central New York Area to these responses, giving us a total of 186 companies or cases.
The following criteria were used to select the final number of firms included in the study.
We only selected companies that process or manufacture at least one product of their own.
The firms not included in the original seven SIC categories were eliminated. Finally, we
eliminated the larger firms (with more than 500 million dollars in total sales). A final count
of 116 firms remained.

We did a final revision of the sample when analyzing the entry modes used by the
firms (section 6.3), the perceived barriers in entering foreign markets (section 6.6.) and the
perceived importance of global competition (section 6.7). Those surveys that had no
answers for the sections regarding past and current foreign activity, future foreign activity
and attitudes toward foreign activity were not included in this section of the analysis. This
left us with 110 firms in our sample for these variables analyzed.
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Table 1. Summary of the response rate for each group surveyed

Group Surveys Surveys Response Database survl  Effective Refused No Final

sent received rate error1  effec  response3 answer 4 reply 6 coune
NYY 23 14 60.9% 0 23 60.9% 1 8 11
NYZ 47 26 55.3% 2 45 57.8% 2 17 19
NYL 42 19 45.2% 12 30 63.3% 3 8 16
NYTOT 112 59 52.7% 14 98 60.2% 6 33 46
PA 158 65 41.1% 10 148 43.9% 8 75 51
Survey 270 124 45.93% 24 246 50.4% 14 108 97
CNY 42 42 100% 0 42 100% 0 0 19
TOTAL 312 166 53.2% 24 288 57.6% 14 108 116
Notes:
NYY: New York firms contacted by telephone and willing to participate in
the study
NYZ: New York firms contacted by telephone but not reached in
person

NYL: New York firms not contacted by telephone

P A: Pennsylvania firms included in the study

CNY: Central New York firms

interviewed

I Number of surveys returned because of wrong address or the firm was no longer in

business

2 Number of surveys sent, not considering surveys returned because of

database error

5 Reshdethodeqpeanalizgiy without considering the surveys returned because database error

4 Number of surveys received without response because firms did not wish to disclose the information or

were not\\We suggested the following detenninants of finn internationalization: finn

characfepis¥Res (a2 iPEdluct type, diversification, marketing knowledge, R&D expenses,
t n’g@ﬂﬁ@fsﬁ(g??’éé]‘?fration) and the competitive environment of the finn (local, regional,

6emesHH ARG FRIARCARRE RN aftempida.guantify the relationship between

the independent variables (finn characteristics and competitive nature) and the dependent

variables (experience or interest in foreign' activity), we used cross-tabulations and the chi-

square test statistic (SPSS Inc., 1993). The null hypotheses were that the suggested

detenninants of foreign activity are unrelated to experience or interest in globalization (i.e.,

the proportion of finns experienced/interested in foreign activity is the same regardless of

the size of the finn, etc.). A review of the cross-tabulations gives us some indication as to

what may be important to the internationalization process for at least the finns in this

sample population.

In order to predict a finn's involvement or interest in foreign activity, as well as
identifying the finn characteristics useful in making the prediction (impute causality) we
used regression analysis (Kennedy, 1993). When the dependent variable is qualitative and
dichotomous, a logistic regression model should be employed (Kennedy, 1993). In
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this study, we attempted to model the food finn's experience and interest in foreign activity
as a way of testing the hypotheses stated earlier. We considered a finn to have.

experience in foreign activity if they are currently exporting or have done it in the past.
We considered a finn to be interested in foreign activity if they expressed an interest in
starting or expanding foreign activity, regardless of whether they had experience exporting
or not. The explanatory variables used in the assessment of the logistic models were
questions taken directly from the mail survey, regarding the finns' characteristics and
competitive environment. When using logistic regression, each categorical response needs
to be converted to sets of dichotomous zero-one variables, one less than the original
number of categories. The Beta coefficient (P) can be interpreted as the change in the
value of the ratio of the probability that a finn will have experience in foreign activity over
the probability that the finn will not have experience, caused by a change in the value of a
detenninant from zero to one (Hosmer and Lemeshow, 1989). The same applies for the
model of interest in foreign activity. Figure 1 displays the econometric model used for
logistic regression.

P(Yi=1)=1/(l+ez), whe~e

Yi =1 if a firm has experience in foreign activity
in Models 1 to 4

Yi =1 if a firm has interest in foreign activity in
Models 5 and 6

Xi = The vector of independent variables for
the firm characteristics

Figure 1. Logistic regression model
Source: Maddala, 1983.

We used descriptive statistics and cross-tabulations to analyze the entry modes
preferred by the surveyed food finns and to detennine the regions where they were more
involved or interested in. These methods were also used to describe the attitudes of the
surveyed food fimls regarding the barriers they perceived in entering foreign markets
(section 5.4.) and the importance of global competition (section 5.5.).

5.3. Variable selection

In order to classify the food finns by size, we used three attributes: Total sales
(TOTSALE), Total assets (TOT ASET) and Number of full-time employees (FULEMP).
Since there exists a highly significant positive correlation «0.001) between the variables
TOTSALE, TOT ASSET, and FULLEMP (Appendix 9), we used the variable TOTSALE
as a measure of firin size in the logistic regression analysis. We
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classified the finns by size according to the amount of total sales reported (in millions of
dollars): less than 1, 1 t0 9.9,10 to 99.9, and 100 to 499 million dollars in total sales.

In order to detennine the influence of the type of product the finn offers we used
the variable Type of product offered (TYPEPROD). We divided the finns into the ones
producing goods that have a very short shelf life and need refrigeration (perishable goods),
and the ones producing more stable products that do not need refrigeration (nonperishable
goods ). We considered a finn to produce a perishable product if it belonged to one of the
following SIC categories: meat packing plants (2011), sausages and other prepared meat
products (2013), poultry slaughtering and processing (2015), natural, processed and
imitation cheese (2022), ice cream and frozen desserts (2024), frozen fruits, fruit juices and
vegetables (2037), frozen specialties, not elsewhere classified (2038) and prepared fresh or
frozen fish and seafood (2092). We considered a finn to produce non-perishable goods if it
belonged to any of the following SIC categories: dry, condensed and evaporated dairy
products (2023), canned specialties (2032), canned fruits, vegetables, preserves, jams and
jellies (2033), dried and dehydrated fruits, vegetables and soup mixes (2034), pickled fruits
and vegetables, vegetable sauces and seasonings and salad dressings (2035), flour and
other grain mill products (2041), prepared flour mixes and dough (2045), prepared feeds
and feed ingredients for animals and fowls, except dogs and cats (2048), cane sugar,
except refining (2061), candy and other confectionery products (2064), chocolate and
cocoa products (2066), chewing gum (2067), salted and roasted nuts and seeds (2068),
shortening, table oils, margarine and other edible fats and oils (2079), roasted coffee
(2095), potato chips, com chips and similar snacks (2096), macaroni, spaghetti, vennicelli
and noodles (2098) and food preparations not elsewhere classified (2099).

The variable we used to test for diversification and specialization was Number of products
offered = excluding size and color variations - (NUMPROD). According to the number of
products made, we divided the finns into the ones producing fewer than 10, from 10 to 99, and 100
or more products.

The variables we used to capture the finns' Marketing knowledge advantage were
marketing expenses as a percent of total sales (MARKET), Own labels as a percent of total
volume sales (OWNLABEL), and Number of brands offered excluding private labels -
(NUMBRAND). Regarding the number of brands, we divided the finns into the ones that
offer fewer than 10, and the ones that offer 10 or more brands.

In order to assess the impact of R&D intensity (Research and Development) on
foreign activity, we included a variable for R&D expense as a percent of total sales
(R&DEXP).

We used the variables percent of total production sold to Top four buyers
(4BUYER) and percent of total production sold to Top eight buyers (8BUYER) to capture
the influence of Seller concentration in the finns' foreign activity. Since there exists a
highly significant positive correlation «0.001) between the variables 4ABUYER
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and 8BUYER (Appendix 9), we used the variable 4BUYER as a measure of sales
concentration in the logistic regression analysis.

We used four variables to determine the effect of the competitive environment on
the firms' foreign activity experience and interest. The effect of Local competition was
captured by the variable LOCCOMP, which is the percent of competitors located in their
State of operation (New York and Pennsylvania). The Regional competition effect was
represented by the variable REGCOMP, which is the percent of competitors located in
Northeastern US, excluding their local state. Domestic competition was represented with
the variable DOMCOMP, which is the percent of competition located in the United States,
excluding the Northeast. Foreign competition was represented by the variable FORCOMP,
which is the percent of competitors located abroad.

6. RESULTS

6.1. Sample analysis

Of the 116 firms considered in the study, 38 had no interest in starting or
expanding foreign activity. Two firms are also not interested but have participated in
foreign activity in the past. Three firms are currently active in foreign activity but are not
interested in expanding it. The number of firms that are interested in starting foreign
activity is 23. There are 50 firms involved in foreign activity and interested in expanding
it. In brief, 55 firms have experience in foreign activity and 73 firms are interested in
starting or expanding foreign activity.

Table 2 displays the number of firms for each of the seven product categories. The
largest category was the canned, frozen and preserved fruits, vegetables and food
specialties (28% of the total firms). The smallest group, with only 2%, was for firms
producing fats and oils.

Table 2. Companies surveyed classified by three digit SIC codes

SIC INDUSTRY CODE Percent

201 Meat products Frequency -
202 Dairy products (except fluid milk) 19 16 %
203 Canned, frozen and preserved fruits and vegetables 4 3.%

204 Grain mill products gz 28%
206 Sugar and confectionery products 20 1%
207 Fats and oils > 17 %
209 Miscellaneous food preparations and kindred products 31 23‘;;0
0

TOTAL 116 100%
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Table 3 presents the summary of the characteristics used in the analysis of the 116
firms that were included in the study. The majority of the firms had between one and 100
million dollars in total sales, with the mean closer to the 1 to 10 million dollar range. The
average number of full-time employees was 156. Most of the firms (86%) were involved in
the production of non-perishable foods.

Table 3. Characteristics of the 116 firms included in the analysis

Variable Survey data N* | Mean

Total sales (1) Fewer (2) 1-9.9 (3) 10-99.9 | (4) 100-500 = | 113 | 2.32

(million $) than1=28 =35 =36 14

Tot. assets . (1) Fewer (2) 1-9.9 (3) 10-99.9 | (4) 100-500= | 103 | 2.01

(million $) than1=36 =35 =27 5

Product type | (0) Perishable = 29 (1) Non-perishable = 86 116 | 0.74

Number of Eﬁ;nFewer 1(2) 10-99=45 (3)100 or more = | 116 | 1.97

products 10 =37 34

Number of (1) Fewer than 10 = 92 (2)10 or more = 21 113 | 1.19

brands

Label Own labels =77.91 % Private labels = 22.09 % 108

ownership

Competition | Local = . Regional = | Domestic =, Foreign = 85

distribution 35.16% 22.95% 31.32% 10.57%

Top 4 buyers (%) 97 | 35.45

Top 8 buyers (%) 93 | 50.92

R&D (% tot. sales) 87 | 2.49

Marketing (%total sales) 93 | 7.99

MNATERe employees (Range = 1 to 1400) 113 | 156
N=NUmper OT TIrms answering the

question

The correlation tables (Appendix 9) and the cross-tabulation analysis (Appendix 17,
section 1), gave the following insights regarding the relationship among the characteristics
of the firms in the sample. Firms of less than 10 million dollars in total sales and less than
10 million dollars in total assets (smaller firms), tended to be located in the state of New
York, and the larger firms in the sample (10 million or more in total sales and more than 10
million dollars in total assets) were located more in Pennsylvania. Firms producing
perishable products tended to be of higher total sales and total assets
than firms that produce non-perishable goods. Firms producing a higher number of
products also had the tendency to have higher total sales and total assets. Firms producing
less than 10 products tended to be the ones that produce non-perishable products.
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6.2. Geographical distribution of foreign activity involvement or interest.

The countries where the surveyed food finns had foreign activity experience were
grouped into eight commonly used regions: Canada (27 responses), Mexico (9), South
America and the Caribbean (10), Eastern / Central Europe (6), Western Europe (15), Asia
and the Pacific Rim (18), Africa and the Middle East (8) and Australia and New Zealand
(2). Figure 2 displays the regions as a percentage of the total responses for each entry
mode. The region of Canada was the most common for direct export and warehouses or
sales offices established abroad. Mexico is the most important in establishing ownership
interests. For indirect exports, the regions of S.A. and Caribbean, Eastern/Central and
Western Europe and Asia and the Pacific Rim were the most important. S.A. and Western
Europe were important for co-packing and licensing, while Mexico was only for co-
packing.

Figure 2. Foreign activity experience regions divided by entry mode
(Percentage of total answers)

B ¢

a0

i

A B C D E F
0 Canada ~ Mexico
. S.A. and Caribbean Fa Eastern/Central Europe
[] Western Europe ~ Asia and Pacific Rim
o0 Africa and Middle East ~ Australia and New Zealand

NOTE:

A: Indirect export regions of experience (51 firms)

B: Direct export regions of experience (91 firms)

C: Warehouses and sales offices regions of experience (14 firms)
D: Ownership experience regions (8 firms)

E: Co-packing regions of experience (12 firms)

F: Licensing regions of experience ( 4 firms)
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The countries where the surveyed food firms were most interested in entering were
grouped in the same eight regions as before, except that the region for Australia and New
Zealand is not included because no firm was interested in this market. Instead, a worldwide
region was included to represent when the respondent did not name a specific region or
country but answered "anywhere". Europe was overwhelmingly the market most firms
were interested in entering, in every entry mode category. Asia and the Pacific Rim was
another important region (Figure 3).

Figure 3. Foreign activity interest regions divided by entry mode
(Percentage of total answers)

204 _ 1 i
“; S 70 . ';' \ .
C DI D2 E F
o Canada 11§81 Mexico 8S.A. and Caribbean Fm
~ Eastern/Central Em Western Europe ~ Asia and Pacific Rim

Europ'e o Africaand  worldwide
noTeMiddle East

A: Indirect export regions of interest (99 finns)

B: Direct export regions of interest (88 finns)

C: Warehouses and sales offices regions of interest (12 finns) D
I: Minority ownership regions of interest (16 finns)

D2: Majority ownership regions of interest (9 finns)

E: Co-packing regions of interest (51 finns)

F: Licensing regions of interest (22 finns)



20

6.3. Empirical analysis of experience in foreign activity: hypotheses testing

We analyzed experience in foreign activity with four separate models (Table 4).
Model 1 explains the effect of total sales, product type, number of brands, own labels,
seller concentration, R&D intensity and marketing knowledge on the probability that a firm
has experience in foreign activity. Because of the high correlation of the variable
TOTSALE with NUMPROD, we included NUMPROD separately. Model 2 explains
experience in foreign activity dependent only on the diversification/specialization of the
firm. Model 3 captures the effect of local competition on the probability that a firm will
have experience in foreign activity, and Model 4 the effect of regional, domestic and
foreign competition on experience in foreign activity. We used these last two models
separately to avoid multicollinearity, since the sum of the last four variables is 100%. Table
4 displays the logistic regression models developed in the present study, together with the
overall performance and g~odness of fit of the models. Appendix 17 (sections 2)
displays the cross-tabulation tables used in the analysis. Table 5 presents a summary of the
results for each hypothesis analyzed. Appendix 16 indicates the relative frequencies for
Models I and 2, as well as their parameter coding.

6.3.1. Size

The cross-tabulation analysis shows that size is important. In this sample, larger
firms (measured by total sales) tend to be more involved in foreign activity than smaller
firms are. Model 1 shows that the coefficients for the variable TOTSALE are positive and
statistically significant for experience in foreign activity. This indicates that firms with
more than one million dollars in total sales (medium and large) are more likely to have
experience in foreign activity. These results support Hypothesis 1.

6.3.2. Industry type

The cross-tabs for the variable TYPEPROD did not test significant at the 0.1 level
for this sample. The coefficient for the variable TYPEPROD (non-perishable goods) was
not significant in Model 1. Since Hypothesis 2 could not be tested, this indicates that the
type of good a firm produces does not alter the firm's probability of being involved in
foreign activity.

6.3.3. Diversification / specialization

The cross-tabs indicated that diversification matters when deciding to enter foreign
markets. In the sample, firms that offered 10 or more products tend to have experience in
foreign activity. The logistic regression analysis corroborated this result. Model 2 shows
that the coefficients for the variable NUMPROD were positive and significant at the 0.05
level. This indicates that firms with higher diversification (more than 10 products) are
more likely to have experience in foreign activity, supporting Hypothesis 3 and not
supporting Hypothesis 4.






Table 4. Logistic regression models: experience (1 - 4) and interest in foreign activity (5 = 6)

VARIABLE MODEL 1 MODEL 2 MODEL 3 | MODEL 4 | MODEL 5 MODEL 6
TOTSALE SI0 | 0.0192 21 1.1825
(199 P 2.2804 -1. 7600
S.E. 0.8965 2.1259
SIO 0.0110** 0.4077
(2)10-999 | P 1.9111, -4.7759
S.E. 0.9022 2.2283
SIO 0.0342** 0.0321 **
(3) I00- p 4.0976 4.8665
499.9 S.E. 1.4650 47.6183
SIO 0.0052%*** 0.9186
TYPEPROD (1):Non- p 0.1824 -6.3684
perishable S.E. | 0.6391 3.0651
SIO 0.7753 0.0377**
NUMBRAND (2): 10 or p -0.3213 3.9545
more S.E. 0.7047 2.2093
SIO 0.6485 0.0735*
OWNLABEL P 0.0134 0.0275
S.E. 0.0098 0.0189
S[O 0.1716 0.1455
4BUYER P -0.0108 0.0543
S.E. 0.0118 0.0341
SIO 0.3629 0.1105
R&DEXP P 0.3903 0.9264
S.E. 0.1449 0.4510
S[O 0.007[ *** 0.0400**
MARKET P -0.0630 0.0374
S.E. 0.0357 0.0898
SIO 0.0779* 0.6772
NUMPROD S[O 0.0336** 0.5928
(1):10to P 0.9937 -2.4684
99 S.E. 0.4676 2.4366
S[O 0.0336** 0.3110
(2):1000r | p 1.2169 -1.6824
more S.E. 0.5008 [.8333
SIO. 0.0151** 0.3588
LOCCOMP P -0.0187 -0.0210
S.E. 0.0072 0.0071
SIO 0.0089*** 0.0031 ***
REGCOMP P 0.0090 0.0570
S.E. 0.0102 0.0390
SIO 0.3785 0.1438
DOMCOMP P 0.0259 0.0756
S.E. 0.0088 0.0338
SIG 0.0033*** | 0.0254**
FORCOMP P 0.0145 0.1192
S.E. 0.0112 0.0531
SIG 0.1949 0.0247**
CONSTANT P -2.9447 -0.8602 0.5671 -1.2496 -1.1397 1.2852
S.E. 1.4512 0.3597 0.3245 0.5374 2.4208 0.3618
Note: Beta Coefficient (Standard Error) Significance: f** = Probability level < 0.01; ** = Propability level < 0.05; * = Probability lgvel < 0.1
1"SI0™ | 0.0424+" 1 00168+ 0.0805% | 0.0201 % {0637 0.0004%**
Percent Correct / base T74.7%/75 60.3%/1 16 63.5%/85 62.4%/85 81.1 %/53 64.7%/85
[nitial-2 Log Likelihood 103.85 160.50 117.73 117.73 66.51 112.59
Model -2 Log Likelihood 77.99 153.29 110.12 107.53 34.18 103.06
Model Chi-square 25.866 7.214 7.607 10.197 32.327 9.533
Deg. Freedom | 9 2 | 3 14 1
Sianificance 0.0021 *** | 0.0271 ** 0.0058*** | 0.0170** 0.0036*** 0.0020***







Table 5. Logistic regression results for each Hypothesis

Result
HI: Larger food finns are more involved in foreign activity than smaller finns ............cooovviiiiiniinneennn. H2: Food Inconclusive
finns producing non-perishable goods are more involved in foreign activity...........c.ccoccvveiennnene Supported
H3: Food finns that have a higher diversification are more involved in foreign activity. . ..................... PP
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6.3.4. Marketing knowledge

Although the cross-tabs did not give any significant results, Model 1 shows no
significant effect of the number of brands and the percentage of own labels offered
(Hypothesis 6 was inconclusive). Marketing expense as a percentage of total sales had a
negative coefficient, indicating that firms with higher marketing expenses are less likely
to have experience in foreign activity, not supporting Hypothesis 5. The percentage of
own labels produced by a firm does not influence their involvement abroad.

6.3.5. Research and development expense

We could not test the variable for R&D expense (as a percent of total sales) using
cross-tabulations, since it is a continuous variable. The coefficient for the variable
R&DEXP was positive and significant at the 0.01 level in ModelL This indicates that firms
with higher R&D expenses ("intellectual capital™) are more likely to be involved in foreign
activity. These results support Hypothesis 7.

6.3.6. Seller concentration

We could not test the variable used to measure seller concentration using cross-
tabulations, since it is a continuous variable. The coefficient for the variable 4BUYER was
not significant at the 0.1 level in Model 1, so we could not test Hypothesis 8. This means
that the seller concentration does not influence the probability of a firm to be involved or
interested in foreign activity.

6.3.7. Local competition

The variables used to measure the competitive environment of the firm are
continuous, so they were not tested using cross-tabulations. In Model 3, the coefficient for
the variable LOCCOM had a negative sign and was significant at the 0.01 level. This
indicates that the higher the competition coming from local markets, the less likely the
firm is to be involved in foreign activity. These results support Hypothesis 9.

6.3.8. Regional competition

In Model 4, the percentage of competition coming from their own region (the
Northeast, without their own state) was non-significant, so Hypothesis 10 could not be
tested. This indicates that the competitive nature of their region does not affect the firms'
involvement in foreign markets.

6.3.9. Domestic competition

In Model 4 we can see that the variable for domestic (United States, excluding the NE)
competition had a statistically significant positive coefficient. This indicates that the higher the
competition coming from the domestic market, the more likely the firm is to be involved in foreign
activity. These results support Hypothesis 11.
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6.3.10. Foreign competition

The variable measuring the finns' foreign competition was not significant in Model
4. Since we could not test Hypothesis 12, this detennined that foreign competition does not
influence the finns' involvement in foreign markets.

6.4. Empirical analysis of interest in foreign activity: hypotheses testing

We analyzed interest in foreign activity with two models. Model 5 incorporates all
the suggested detenninants of interest in foreign activity, both finn characteristics and
competitive environment of the finn, except local competition. We modeled this last
variable separately in order to, avoid multicollinearity, since the sum of all the competitive
variables is 100%. Table 4 displays the logistic regression models developed in the present
study, together with the overall perfonnance and goodness of fit of the models. Appendix
17 (sections) displays the cross-tabulation tables used in the analysis. Table 5 presents a
summary of the results for each hypothesis analyzed. Appendix 16 indicates the relative
frequencies for Model 5, as well as its parameter coding.

6.4.1. Size

The cross-tabulation analysis shows that size is important. In this sample, larger
finns (measured by total sales) tended to be more interested in starting or expanding
foreign activity than smaller finns are. With the logistic regression analysis, the results
were contradictory. The only statistically significant result was that finns of medium size
(from 10 to 99.9 million in total sales) were less likely to be interested in foreign markets
than finns with less than 1 million in sales were. Hypothesis 13 was inconclusive for the
rest of the coefficients. This may indicates that finn size does not influence the finn's
probability to be interested in foreign activity.

6.4.2. Industry type

The cross-tabs for the variable TYPEPROD did not test significant at the 0.1 level
for this sample. The coefficient for the variable TYPEPROD was negative and
significant in Model 5. This result does not support Hypothesis 14, indicating that finns
producing non-perishable products were less interested in starting or expanding their
foreign activity.

6.4.3. Diversification / specialization

The cross-tabulation analysis was not significant. Hypotheses number 15 and 16
could not be tested since the coefficient for the variable NUMPROD was not significant at
the 0.1 level. This indicates that the diversification or specialization of a finn is not a factor
that affects the interest in starting or expanding foreign activity.
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6.4.4. Marketing knowledge

The cross-tabs did not give any significant results for the finns in the sample. In
Model 5, only the coefficient for number of brands offered was positive and significant,
indicating that finns with a higher percentage of own labels produced were more likely to
be interested in foreign markets, supporting Hypothesis 18. We could not test Hypothesis
17, resulting that the percentage of marketing expenses as a percent of total sales did not
influence the finns' interest in starting or expanding their foreign activity.

6.4.5. Research and development expense

We could not test research and development expense (as a percent of total sales)
using cross-tabulations, since it is a continuous variable. The coefficient for the variable
R&DEXP was positive and significant at the 0.05 level in Model 5. This indicates that
finns with higher R&D expenses (“intellectual capital”) are more likely to be interested in
foreign activity. These results support Hypothesis 19.

6.4.6. Seller concentration

We could not test the variable used to measure seller concentration using crosstabs, since it
is a continuous variable. The coefficient for the variable 4BUYER was not significant at the 0.1
level in Model 5, so we could not test Hypothesis 20. This means that the seller concentration does
not influence the probability a finn has to be interested in foreign activity.

6.4.7. Local competition

In Model 6, the coefficient for the variable LOCCOM had a negative sign and was
significant at the 0.01 level. This indicates that the higher the competition coming from
local markets, the less likely the finn is to be interested in foreign activity. These results
support Hypothesis 21.

6.4.8. Regional competition

In Model 5, the percentage of competition aoming from their own region (the
Northeast, without their own State) was non-significant, so Hypothesis 22 could not be
tested. This indicates that the competitive nature of their region does not affect the finns'
interest in foreign markets.

6.4.9. Domestic competition

In Model 5 we can see that the variable for domestic (United States, excluding the
NE) competition had a statistically significant positive coefficient. This indicates that the
higher the competition coming from the domestic market, the more likely the finn is to be
interested in foreign activity. These results support Hypothesis 23.
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6.4.10. Foreign competition

The variable measuring the finns' foreign competition was positive and significant
in Model 5. This indicates that the higher the competition from abroad, the more the finns
became interested in starting or expanding their foreign activity. This result supports
Hypothesis 24.

6.5. Entry mode involvement analysis

A correlation (Appendix 10) and cross tabulation analysis (Appendix 17, section 4)
was used to detennine the characteristics that are associated with the entry modes chosen
by the 53 food finns participating in the study that are currently involved in foreign activity
or were involv~d in the past. A surprising result was that the characteristic for size (total
sales) was not associated in a statistically significant manner
with any entry mode. Nevertheless, it is interesting to note that only finns of more than 1
million dollars in total sales entered foreign markets with warehouses, ownership interests,
co-packing or licensing. Small finns of less than 1 million dollars in total sales only used
exporting as a way to enter foreign markets.

Exporting. No finn characteristic was associated with this entry mode. The only
relationship that existed was with foreign activity interest. Finns that were exporting are
also more interested in expanding their foreign activity. Finns that were exporting
intennittently tended to be smaller in size (total sales). When we controlled the intennittent
exports variable for seasonality of production, size was not related to intennittent exports.
Of the finns that have export experience, 58% had export sales as a

percentage of total sales of 5% or fewer and 90% had export sales of less than 20% of their
total sales.

Warehouses and sales offices established in foreign markets. Finns located in New York
tended to be more involved in warehouses abroad (27.6%, compared to only 7.7% in P A).
This may be caused by their closeness to Canada. Another related characteristic is number
of products. Finns with more than 10 products tended to also be more involved in foreign
activity.

Ownership interest in foreign manufacturing operations. Of the surveyed finns, all of those
who had ownership interests abroad were located in the state of New York.

Co-packing arrangements to manufacture a product abroad. The finns that were copacking
their products abroad were mainly from the state of New York (88%). The finn
characteristic associated with this entry mode was number of products. Finns producing
more than 10 products tended to be more active in co-packing abroad.

Production under license from a foreign firm. This entry mode was highly correlated with
the local competitive environment of the finns. Finns with higher competition from within
their own state tended to be more involved in licensing agreements abroad.
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6.6. Entry mode interest results

Correlation (Appendix 11) and cross-tabulation analysis (Appendix 17, section 5),
at the 0.1 level of significance, gave the following results for interest in foreign activity:

Interest in indirect export. Finns located in Pennsylvania seemed to be more interested in
this type of entry mode than those from New York (62% of finns in PA were very
interested in this entry mode, whereas only 33% of NY finns were). The finn characteristic
associated with an interest in this entry mode was number of brands offered. Finns that
offered less than 10 brands tended to be interested in this particular entry mode. All the
finns that were interested in indirect exports were already involved in export activity.
Regarding the competitive environment, finns interested in indirect exports had a high
negative correlation with regional competition. Finns with higher regional competition
were less interested in indirect exports.

Interest in direct export. Finns located in Pennsylvania seemed to be more interested in this
type of entry mode than those from New York. Finns interested in this entry mode tended
to be those that had experience in foreign markets and all those interested are currently
involved in at least one type of exporting.

Interest in establishing warehouses or sales offices abroad. Finns producing nonperishable
products (86%) or already involved in warehouses abroad (67%) or copacking (60%)
activities tended to be very interested in this entry mode. Finns interested in this entry
mode were positively correlated with local competition. Finns with higher competition
coming from within their own state tended to be more interested in warehouses abroad.

Interest in minority ownership in foreign manufacturing operations. Finns interested in
minority ownership ventures abroad tended to have higher amounts of R&D expenses
(high correlation) and be already involved in warehouse activities. The majority (90%) of
the finns interested in this entry mode had experience in foreign acti vity.

Interest in majority ownership in foreign mapufacturing operations. Finns interested in
majority ownership tended to have a lower domestic (US) competitive pressure (negatively
correlated). The majority (89%) of the finns interested in majority ownership arrangements
abroad had experience in foreign markets. They also tended to be already involved in
warehouse activities (positive correlation).

Interest in co-packing arrangements for foreign manufacturing. Finns interested in this
entry mode tended to be of smaller size (94% had less than 100 million dollars in total
sales), and be more specialized - produce a lower number of products (negative
correlation). Finns that were currently involved in warehouses or co-packing abroad tended
to be interested in this entry mode (positive correlation). Finns with experience in foreign
activity tended to be the most interested in this entry mode.
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Interest in licensing agreements. The firms that were very interested in this entry mode
tended to 