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ABSTRACT

Despite the significance of non-profit organizations (NPOs) as
global actors in recent decades, research on the
internationalization of NPOs has been largely absent from the
management literature. The unique characteristics of NPOs,
coupled with the relative shortage of studies, have created a
considerable research gap when it comes to understanding the
internationalization of NPOs. In order to bridge the gap, as the first
step the study assess the validity of for-profit internationalization
theories in non-profit contexts and suggest6 new propositions
regarding the international entry mode selection of non-profit
organizations. The study argue that that since control is less
relevant in non-profit contexts, non-profit organizations tend to
prefer shared ventures as long as they can find the right partners.
The study thus provides a basis for future empirical research to
bridge the knowledge gap in an area by extending and enriching
the existing literature by integrating multiple theories on
internationalization.

Keywords: Entry Modes, For-Profits, Internationalization, Non-
Profits

1 INTRODUCTION

“A striking upsurge is underway around the globe in the creation of private,
nonprofit or non-governmental organizations [...]. Indeed, we are in the midst
of a global ‘associational revolution’ that may prove to be as significant to the
latter twentieth century as the rise of the nation-state was to the latter
nineteenth” (Salamon, 1994, p. 109).

The nonprofit sector, which is neither a state nor a market, has seen
unprecedented growth during the past few decades (Besley & Ghatak, 2017;
Islam, 2016). For example, “China has experienced an explosion of the NGO
sector, where nearly within three decades, the number of officially registered
NGOs has grown to 440,000—alongside many more unregistered ones”
(Kaloudis, 2017, p. 90). A significant fraction of these nonprofit organizations
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have an international presence (Mayer, 2017; Oelberger, Fechter, & McWha-
Hermann, 2017). In fact, some scholars (e.g., Martell, 2017) put NGOs on par
with multinational corporations when discussing globalization, thus treating
them as important actors in internationalization.

Yet, despite the fact that nonprofit organizations (NPOs) contribute
significantly to internationalization and internationalization is one of the most
researched areas in the field of management (Canabal & White, 2008; Werner,
2002), “the internationalization of the nonprofit sector has been relatively
absent from the mainstream management literature and remains a
significantly less understood sector” (Lambell, Ramia, Nyland, & Michelotti,
2008, p. 83). “Even the theorists of globalization have seldom taken the
concept of the internationalization of NPOs into account” (Siméant, 2005, p.
851). Part of the reason that nonprofit firms are less understood is that they
are distinct from state and for-profit firms not only in terms of legal status but
also in terms of mission, products, and services offered, and funding
mechanisms (Crittenden & Crittenden, 1997; Hull & Lio, 2006; Nutt & Backoff,
1992).

Therefore, as an starting the objective of the study is to look at the
international entry mode decisions by nonprofit firms and thereby formulate
key propositions to explain those decisions so that future studies can
empirically test them.

2 LITERATURE REVIEW

2.1 Non-Profit Organization (NPO)

Hansmann (1980, p. 838) defines an NPO as “an organization which is barred
from distributing its net earnings, if any, to individuals who exercise control
over it, such as members, officers, directors, or trustees.” Many famous NPOs
owe their origin to providing help to people during or after the outbreak of
major wars. For example, Save the Children was founded in 1920 as a result of
the displacement of populations caused by the First World War (Save the
Children, 2017), while CARE was established during the latter part of the
Second World War (CARE, 2017).NPOs also provide humanitarian and disaster
relief in the form of food, clothing, shelter, and healthcare to victims of
disasters, both man-made and natural. For example, many NPOs were
established in Asia in the wake of the 2004 Indian Ocean tsunami and Haiti
after the 2010 earthquake. Médecins Sans Frontiéres (Doctors without
Borders) had their first mission in the Nicaraguan capital of Managua in 1972
immediately after a devastating earthquake (Médecins Sans Frontiéres, 2018).
In addition to these important objectives, NPOs also engage in advocacy and
lobbying. These activities can be categorized under three main political
headings: symbolic politics: raising public awareness about specific issues;
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leverage politics: gaining leverage over powerful actors; and accountability
politics: trying to hold states accountable (Kaloudis, 2017, p. 94). Amnesty
International, one of the famous advocacy NPOs, was started in 1961 as a
global movement to fight for human rights (Amnesty International, 2018).
Greenpeace, another famous NPO, has worked to create an environmentally
sustainable future for all through lobbying and awareness-building since 1971
(Greenpeace, 2017). While the three objectives discussed above deal with
relatively temporary phenomena, NPOs also have longer-term objectives, one
of them being social and economic development. NPOs have the ability to reach
as well as operate at grassroots levels and contribute efficiently and effectively
compared with alternative forms of governance (Edwards & Hulme, 1996). For
example, Acumen Fund was created in 2001 to help alleviate poverty (Acumen
Fund, 2017), and CERES was founded in 1989 to build a sustainable global
economy (CERES, 2017). I focus on these social and economic development
NPOs in my theory-testing phase.

2.2 What Differentiates Non-Profits from For-profits?

An organization’s objectives and hence its strategies are directly influenced by
its mission. Stone (1996, p. 32) defines an organization’s mission statement as
the “starting point for an organization’s entire planning process” that creates “a
sense of direction, focus, and unity.” Therefore, differences in missions
between for-profit and nonprofit firms will be one critical difference my
research will focus on. Broadly speaking, the mission of for-profit firms is to
achieve profits (Stone, 1996), whereas the mission of non-profit firms is to help
people to thrive. It has been argued that mission influences nonprofit
organizations more than it does their for-profit counterparts (Kirk & Beth
Nolan, 2010). Accordingly, I assert that internationalization strategies, which
are the focus of this study, are directly influenced by a nonprofit organization’s
mission.

Another important difference between these two types of organizations is
ownership structure. For-profit organizations are owned by shareholders and
funds for operations are provided through equity and debt, thus providing a
clear chain of command and ownership (Hull & Lio, 2006). NPOs, on the other
hand, present a more complicated picture in which funds may be provided by
multiple parties, including foundations and public and private donors (Hull &
Lio, 2006; Kirk & Nolan, 2010). Moreover, for- profit organizations are
responsible for their shareholders and are evaluated through measures of
profitability. Nonprofit organizations, on the other hand, are responsible to
multiple prominent stakeholders with differing expectations; hence their
performance expectations and evaluations are very complex (Kirk & Beth
Nolan, 2010).
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[ argue that these differences lead these two types of organizations to select
different internationalization strategies in general and entry modes in
particular. As a result, [ argue that traditional for-profit theories cannot be
used to explain the internationalization of NPOs in general and entry modes in
particular, and that there is a need to generate more research on the nonprofit
sector.

2.3 Theories of For-Profits and Theories of Non-Profits

Makadok (2011) identifies four main theories of profit: the theory of
competitive advantage, the theory of rivalry restraint, the theory of
information asymmetry, and the theory of commitment timing. The theory of
competitive advantage highlights the importance for the firm to create value
for the customers beyond that of its competitors and argues that as long as a
firm can deliver superior value to customers, the firm will be able to operate in
any environment irrespective of how tough the competition is (Powell, 2001).
By contrast, the theory of rivalry restraint predicts that “ceteris paribus, an
industry’s profits will increase when its firms engage in less price competition
with each other, or compete less directly with each other” (Makadok, 2010, p.
356). Thus, we are presented with two competing theories here: the former
acknowledges and encourages competition whereas the latter highlights the
importance of cooperation.

The theory of information asymmetry highlights the importance of equal
access to information for all the parties involved in a transaction. “Some
market participants may have better information than others about the value-
in-use of the goods, services, or resources that they trade with each other and
this information asymmetry may create hazards for the transaction since the
better informed party may exploit its informational advantage at the expense
of less informed parties” (Makadok, 2011, p. 1319). This situation gives rise to
an imbalance between the two parties, and the party that has more
information will have the upper hand in the transaction. Finally, the theory of
commitment timing suggests that the timing of strategic commitments also
plays a critical role in determining profit. The investment/commitment has an
early bird advantage along with the extra risk that comes with initial-entry
uncertainty (Isobe, Makino, & Montgomery, 2000). Thus, commitment timing is
a critical decision that a firm needs to take after a careful evaluation of market
factors and the resource availabilities of the firm (Makadok, 2011).

Some of the main theories on the non-profit sector are contract failure theory,
public goods theory, subsidy theory (Clarke & Estes, 1992), and supply-side
theory (Valentinov, 2008). Contract failure theory maintains that the inability
to meet the requirements needed to carry out a market transaction properly
will result in market failure. These requirements include reasonable
knowledge of the market by all parties, ability to reach explicit agreements
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with the intended parties, and ability to confirm the compliance of the parties
with the agreement (Hansmann, 1987). Hence, failure to meet at least one of
these criteria creates information asymmetry between the two parties,
providing one party with the ability to manipulate the other party. Here it is
generally agreed that in the absence of a clear ownership structure and the
profit motive, non-profit organizations tend to be less opportunistic than their
for-profit counterparts.

Public goods theory maintains that there are certain goods, where you cannot
effectively exclude certain individuals from consuming them, at the same time
their consumption does not limit the consumption of others. “Public goods are
products or services such as national defense or clean air that, once produced,
are enjoyed by everyone whether or not they have paid for them” (Salamon,
1987, p. 35). The market system will not provide these goods because nobody
is willing to pay for them. This market failure creates a need for NPOs to step in
and provide these essential goods.

Subsidy theory highlights the need for government to encourage NPOs to
provide social benefits through grants and exemptions. NPOs depend on the
subsidies provided to them by governments (Hasnain, 2014). However, there is
also a criticism that these subsidies even enable inefficient NPOs to operate in
the market (Kim & Kim, 2016).

Finally, supply-side theory highlights the relationship between altruism and
entrepreneurship where entrepreneurs start new ventures in order to do
‘good’. Social entrepreneurship is a growing phenomenon where people use
their skills and resources to do good things for society (Valentinov, 2008).
These altruistic motives also help to maintain the NPO sector in the form of
donations and voluntary work. A social venture, be it a classic NPO or a hybrid
NPO with the mixed strategic position of both an NPO and FPO, implies re-
investment of differing shares of profit in capacity development for delivery of
a greater social benefit.

2.4 Internationalization: Entry Modes

An entry mode is an “institutional arrangement that an organization uses to
market its product beyond its boundaries at least during the first five years”
(Root, 1987, p. 5). The degree of control is the most common concern in
categorizing entry modes. Full-control entry modes refer to sole ownership
ventures while shared-control modes refer to collaborative modes of
operations (Ekeledo & Sivakumar, 2004). The preferred degree of control is
based on a number of factors, including cultural environment (Brouthers &
Brouthers, 2001), political and legal situation (Brouthers, 2002), and market
conditions (Shen & Puig, 2018). Full-control entry modes provide higher risks
and potentially higher returns with full-resource commitments, while shared-
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control modes are more likely to provide moderate returns with moderate
risks under moderate resource commitments (Anderson & Gatignon, 1986).
Thus, selecting the right amount of control with the right amount of resource
commitment is crucial for an organization to minimize risks and increase
profits.

3 METHODOLOGY

The study which is conceptual in nature, aims to set the agenda for future
empirical research to test entry mode choices of NPOs. Specifically, it describes
the uniqueness of the nonprofit sector compared to the for-profit sector and
formulates a set of propositions by revisiting for-profit internationalization
theory in order to explain the entry mode choices of non-profit enterprises.
Since the main purpose of the study is to present a new theory or extend the
current theory, the literature recommends the formulation of propositions as a
means of inducing the researcher to revise the current thinking as well as
encourage subsequent research on the subject (Whetten, 1989). The limited
availability of prior research on the subject, which makes proper
operationalization of variables difficult (Cornelissen, 2017), is also a reason to
formulate propositions instead of hypotheses. A proposition is defined as a
statement in which “the author describes a possible association between
certain constructs using ‘if, then’ clauses or general statements using a logical
format” (Cornelissen, 2017, p. 3). “The primary difference between
propositions and hypotheses is that propositions involve concepts, whereas
hypotheses require measures” (Whetten, 1989, p. 491).

4 PROPOSED PROPOSITIONS

4.1 Resource Availability and Operational Efficiency

Establishing a fully owned subsidiary requires significant resource and
capability commitment, compared to a joint venture-type entry mode.
Therefore, the level of resources and capabilities a given company has at its
disposal influences the type of entry mode it selects in entering a market (Dirk-
Jan, 2001). This is supported by the for-profit literature, which documents a
positive relationship between the size of the company and full control entry
modes (Andersen, 1997; Dirk-Jan, 2001). For NPOs, however, lack of resources
is a main concern, and a main motivation for coalitions and alliances (Ritchie,
1995). This is most relevant when the NPO is working with a local partner
because lack of resources often results in cost sharing between the partners
(AbouAssi et al, 2016). Furthermore, there are advantages for NPO to
incrementally increase resource commitments in a given market (Johanson &
Vahlne, 1977), especially since NPOs do not process large amounts of
resources and deal mostly with markets with higher uncertainty, compared to
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their for-profit counterparts. Thus, I argue that the availability of resources is a
concern of NPOs no less than of FPOs with respect to entry mode selection and,
accordingly, I formulate the following proposition.

P1: The greater the pressure an NPO is under to achieve operational efficiency
(i.e., to maximize limited resources and time), the greater the likelihood the
NPO will enter the market using shared control modes.

4.2 Requirement for Legitimacy

NPOs that come from outside the host country with an agenda for change via
the implementation of social objectives in local contexts require cooperation
with local actors in order to succeed (Salm, 1999b). NPOs depend on the
legitimacy they enjoy in their host society and therefore must overcome local
suspicions and build trust in order to operate effectively. The issue of
legitimacy is a key concept in institutional theory, and it is particularly relevant
when trying to influence existing institutions in new environments (Lister,
2003). An NPO becomes legitimate when it has “the right to be and do
something in society and [...] is lawful, proper, admissible and justified in doing
what it does, and saying what it says, and [...] continues to enjoy the support of
an identifiable constituency” (Edwards, 1999, p. 258). Legitimacy covers
multiple aspects of an NPO’s operation, including “representation,
transparency, accountability, and compliance with legal frameworks,
effectiveness and authority in the eyes of various stakeholders” (Hudson, 2001,
p- 332). Some of these aspects of legitimacy can be gained from partnering with
a locally trusted or familiar partner. The role of a local partner as a legitimacy
enhancer is even more critical for relatively small NPOs, which do not have the
overseas reputation or resources of large transnational NPOs. If local partners
are not available, then the NPO is left with no option but to face the
constituency alone or to pool resources with other foreign NPOs. Accordingly, I
formulate the following proposition.

P,: The stronger the requirement for an NPO to achieve legitimacy locally, the
greater the likelihood the NPO will enter the market using shared control
modes.

4.3 International Experience

International experience has been identified as another positive influence on a
for-profit organization’s selection of high control entry modes (Dow & Larimo,
2009; Erramilli, 1991; Nakos & Brouthers, 2002). In fact, the experience is
acknowledged as one of the most used predictors in explaining entry mode
choice in for-profit literature (Zhao, Luo, & Suh, 2004). With increased
international experience, firms can reduce uncertainty and thereby risk in
operating in a foreign country due to their increased knowledge of the market
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(Erramilli, 1991). However, an important observation here is that a significant
number of studies have used, overall- international experience instead of
market-/country-specific experience (Dow & Larimo, 2009) in predicting entry
mode choices. Host-country experience or culture-specific experience is much
narrower and more focused than overall international experience (Kim & Kim,
2016). With increased cross-border experience firms tend to consider and
prefer full resource commitments so that they can take full advantage of the
market, while firms with less experience prefer partial commitments (Oguji &
Owusu, 2017), creating a U-shaped relation between resource commitment
and international experience (Erramilli,1991).

Like FPOs, NPOs also learn from experience and are willing to scale up their
operations with increased experience in a country (Edwards & Hulme, 2000).
But at the same time increased experience improves NPOs’' capabilities in
dealing with partners. Therefore, it is intuitive to argue that with increased
experience NPOs prefer shared control modes since shared control modes
require fewer resources. Moreover, since NPOs are not there to earn profits,
there is no reason for them to control the entire market as long as they can
manage their partners to achieve the common objectives. Accordingly, I
formulate the following proposition.

P3: Lack of location-specific knowledge increases the need for NPOs to work
with local partners rather than attempt market entry alone.

4.4 Network Relations

Inter-firm relationships and networks are additional factors that influence the
entry mode choices of internationalizing organizations (Bell, 1995).
International networks enable firms to use multiple entry modes more
effectively than firms that are not part of a network (Coviello & Munro, 1997).
Furthermore, networks reduce transaction costs for organizations by
minimizing uncertainty about a given market (Blois, 1990). NPOs in most cases
operate in comparatively difficult and hostile places relative to FPOs (Edwards
& Hulme, 1996a); thus they naturally prefer coalitions and other support
networks as a means of enhancing their survival and growth (Ritchie, 1995).
The types of partnerships and relationships NPOs have on the ground influence
their selection of market entry strategies. Accordingly, I formulate the
following proposition.

P4 The stronger an NPO’s local network relations, the greater the NPO'’s
tendency to select a shared control entry mode.

4.5 Market Size and Growth

As regards factors external to the organization, the potential size and growth
rate of the market are considered to be the most important factors that
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influence an NPO'’s choice of entry mode (Agarwal & Ramaswami, 1992; Nakos
& Brouthers, 2002). Transaction cost theory predicts that firms prefer high
control modes in larger and growing markets, in order to get the benefits of
economies of scales as well as to reap the benefits of a larger market (Agarwal
& Ramaswami, 1992). However, “findings on impact of population size and
density on NPO market selection decisions are ambiguous” (Raschky &
Schwindt, 2012, p. 5). Thus, it would be interesting to explore the relationship
between market size and entry mode in the NPO context. Larger markets
create both opportunities and challenges for NPOs. For example, larger
markets might require NPOs to commit a greater amount of resources in order
to make a meaningful impact on its intended beneficiaries. With this in mind, I
introduce the following proposition.

Ps: Market size does not influence NPO entry mode decisions.

4.6 Cultural Distance

Cultural distance is another very important external concern of
internationalizing organizations (Brouthers & Brouthers, 2001). Culture is
defined as the “collective programming of the mind, which distinguishes the
members of one group of people from another” (Hofstede, 2001, p. 5). Greater
cultural distance creates larger transaction costs for organizations, due to
misunderstandings and misinterpretations, prompting for-profit organizations
to deal cautiously with culturally distant markets (Dow & Karunaratna, 2006;
Martin Martin & Drogendijk, 2013). NPOs, on the other hand, mostly work in
culturally distant and institutionally weak environments where needy
beneficiaries reside (Hoffman et al., 2010). In fact, one can argue that NPOs are
in the business of bringing down transaction costs by helping to strengthen the
institutions in a given country (Postma, 1994).

Furthermore, it has been argued that governance between NPOs and their local
partners is less dependent upon formal hierarchies and more dependent upon
relationships and trust between the parties (Montgomery, 2012). NPOs thus
prefer shared control entry modes as long as they can find a “natural local
partner” with whom they share a set of common objectives. “If a local partner
has similar interests, objectives and intended beneficiaries, then the local
partner can be called a natural partner for the internationalizing NPO” (Fowler,
1991, p. 11). NPOs seek to do as much social good as possible, and they can do
so more effectively and with greater legitimacy together with a natural partner
(Lewis, 1998). However, one can assume that the greater the cultural distance,
the more difficult it will be for NPOs to find natural partners, because there
may be situations where local partners may be absent or whoever is available
may not be qualified as a legitimate promoter of change in that environment.
Building on this, I propose the following two propositions.
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P6a: The greater the cultural distance, the greater the tendency of an NPO to
enter the market with full control entry modes.

P6b: The higher tendency of an NPO to enter a culturally distant market with
full control entry modes is negatively moderated by the requirements for local
legitimacy.

5 DISCUSSION

For for-profit organizations, entry mode choice deals with a delicate balancing
act between control, risk management, and resource commitment. Control is
vital to a for-profit organization’s ability to minimize risk and maximize
returns (Blomstermo & Sallis, 2006). From a nonprofit organization’s
perspective, however, control is required only to ensure the implementation of
social objectives. Therefore, we argued that as long as NPOs can find like-
minded partners in the host country, they will have no objections to shared
control entry modes. With this in mind, we proposed a number of propositions.
They are as follows. First, NPOs prefer joint ventures when there are resource
limitations and a lack of location-specific knowledge. Both of these factors
leave NPOs with no choice but to collaborate with partners. Second, NPOs
prefer joint ventures also when there are strong networks because they make
it easy for NPOs to find the right partner for the job. Finally, unlike FPOs, NPOs
do not allow market size to influence their entry mode decisions.
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