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Abstract
We develop an institutional change perspective to examine the tension that can exist between evolving external environmental influences and internal organizational influences on foreign entry attempts. Using data on the entries of 215 U.S. public firms made into 11 Central and Eastern European transition economies during the period of 1990-2003, we find that shifts in national institutional environments, from a socialist to a market economy, reduce the extent of challenges encountered to make a hierarchical entry, which leads to an increase in foreign hierarchical entry attempts but not necessarily to a decrease in relational entry attempts as institutional transformation. We find evidence of inertial influences as experienced entrants tend to follow their previous decisions when making subsequent entry attempts. Further, they are less responsive in their foreign entry strategies to the institutional transformation in a given host country than inexperienced firms. We also find that the experience gained from relational entries results in more hierarchical entry attempts, but hierarchical entry experience results in fewer relational entry attempts.
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Research on organizations emphasizes a convergence effect; organizational forms and strategies tend to converge around common structures and practices in an institutional environment under the pressure of existing norms in the field (DiMaggio and Powell, 1983; Meyer and Rowan, 1977). Such research has been grounded in a setting of fairly stable institutional environments, yet institutional environments can change over a sufficient period of time. Widespread changes in national institutional environments, such as “institutional upheaval” or “institutional transition” (Hoskisson et al., 2000; Newman, 2000; Peng, 2003) can be a fundamental stimulus to strategic change in both local and foreign firms. 
In this study, we examine a complex situation in which changes in the national institutional environment of the host country and the prior entry experience of foreign firms in that country jointly influence the emergence of convergence (or divergence) of foreign entry strategies. Following Newman (2000: 603), we define a change in national institutional environments as a fundamental change in the values, norms, assumptions, and beliefs of local firms as a whole. In a transition economy, such a change in the institutional environment underlies and legitimates new managerial practices based on market principles.
The experience element of our analysis emerges from the perspective on foreign market entry that views such entry as a sequential or staged process in which firms establish their operations in a foreign country across points in time (Chang, 1995; Sapienza et al., 2006). Research has identified that firms with multiple entries tend to use the same entry strategy, across their entries in the host country (Padmanabhan and Rao, 1999). This tendency towards homogeneity in entry mode strategy is consistent with the observation that: “the more experienced a firm becomes with a particular strategy, the more likely it will be to use the strategy again” (Baum and Korn, 1999: 177). 
By merging the national institutional transformation and experience-related perspectives on international strategy we address the question: When a change in a national institutional environment does occur, do experienced entrants follow the same entry pattern established by their previous entries or do they make a divergent change, like inexperienced entrants, in response to the changes in the national institutional environment? We define an inexperienced entrant as a firm that enters a given country for the first time, while an experienced entrant is a firm that enters a given country after it has made at least one previous entry. 
The answers to this question are important given that the entry mode decision is a key component to a firm’s international strategy. Building on previous studies (Brouthers and Hennart, 2007; Hitt et al., 2000; Peng, 2003; Wright et al., 1998), we conceptualize a firm’s entry mode as comprising two broad categories: relational entry modes and hierarchical entry modes. A relational entry refers to the market entry of a foreign firm that draws on business relations with one or more partners. It results in a partnership-based organizational form, such as a joint venture. In contrast, a hierarchical entry strategy refers to an independent entry, such as an acquisition.

To address our research question, we explore how changes in the national institutional environment and the entry experience of foreign firms jointly affect the change in foreign entry attempts in the choice between relational (joint venture) entry and hierarchical (acquisition) entry. This approach builds on the view that there is a need to put more micro-level explanations into institutional theory in the study of strategic change (Davis, Desai, and Francis, 2000; Johnson, Melin, and Whittington, 2003; Rosenzweig and Singh, 1991). 
Accordingly, this study makes several extensions to previous work. First, existing research has largely focused on actual foreign entries and excluded failed entry attempts. In this study, we examine both implemented and not implemented foreign entry attempts. In their cross-national study of hostile takeovers, Schneper and Guillén (2004: 271) argued that “excluding attempts that are announced but not completed would seriously bias (the results)….” Since entry attempts reflect a foreign investor’s strategic tendency on entry mode choices, these entry attempts should not be ignored. 
Second, drawing on institutional theory, researchers have demonstrated that foreign investors tend to follow the entry mode that has been used most frequently in a given country (Yiu and Makino, 2002). However, changes in national institutional environments may create a double set of criteria for guiding the entry mode choice of late entrants. That is, do firms respond to changes in the institutional environment, or do they continue to do what they know best? Given that rapid changes in national institutional environments may create a situation in which a previously dominant entry mode might become incompatible with the dictates of the changed environment, it is important to address the question of whether late entrants will still follow the taken-for-granted entry pattern established by early entrants, or whether they will make a divergent change in entry mode choice.
Finally, previous studies have emphasized the consistency in entry mode strategy within a given host country regarding whether a firm utilizes an acquisition mode (Amburgey and Miner, 1992) or a joint venture mode (Barkema et al., 1997). In this study, we explore whether a previous relational entry experience has an inertial or learning effect even when the national institutional environment changes to one favoring a hierarchical entry. 
Our empirical tests are based on a sample of U.S. firms that had attempted to enter the 11 EU accession and associated transition economies located in Central and Eastern Europe (CEE). This sample is appropriate as widespread changes in national institutional environments have been observed in the formerly socialist countries in the CEE region, which are characterized by trends towards marketization and a more open economy in a process of shifting from centrally planned economic systems to a transactional environment in which market-oriented institutions have begun to achieve a heightened importance (Newman, 2000). In line with this shift, entry strategies have tended to move from relational entry modes, such as joint ventures, to hierarchical entry strategies, such as acquisitions (Hoskisson et al., 2000; Peng, 2003). 
We begin our analysis by drawing on institutional theory to develop a theoretical perspective on how national institutional transformation affects changes in foreign entry attempts in transition economies. Next, we integrate this perspective with inertia and learning theories to derive a set of hypotheses that examine how firms with different types of entry experience respond to national institutional transformation. We next move to the methods in which we detail our data collection procedures and the development of measures. We conclude our study with a discussion of the implications of our results and we offer suggestions for further research. 
Background
Institutional theorists have demonstrated that organizations tend to align with institutional environments to gain external support and legitimacy (DiMaggio and Powell, 1983; Meyer and Rowan, 1977). Recent research has shown that institutional environments are far from stable because market competition, policy changes, or social upheaval can destabilize established practices (Greenwood, Suddaby, and Hinings, 2002; Oliver, 1992). Studies on transition economies highlight the institutional antecedents and consequences of changes in organizational practices (Newman, 2000; Peng, 2003). 
Changes in national institutional environments are likely to stimulate organizational changes in values and practices. For example, Davis, Diekmann, and Tinsley (1994) showed that changes in institutional climates and regulations resulted in the abandonment of conglomerates in the U.S. Ahmadjian and Robinson (2001) reported that the deinstitutionalization of the permanent employment of Japanese firms was triggered by economic pressures and shaped by social institutional pressures. The key characteristic of change in transition economies is the shift in national institutions from central planning to market competition, as indicated by the value and norm changes towards privatization, organizational transformation, and foreign direct investment (Hoskisson et al., 2000; Peng, 2003). These changes have broad implications to both local and foreign firms alike. Our central argument is that changes in national institutional environments will substantially affect changes in foreign entry attempts.
We define a national institutional environment as the set of prevailing socialist or market norms, values, and practices in which a nation’s organizations are situated and in which they must operate. To survive in market competition, these organizations often have to undergo changes in their core values and practices in institutional environments that can be transformed (Oliver, 1992). At the firm level, the change “centers on how a firm is organized, governed, and managed as it adjusts to the competitive realities of a market economy” (Zahra et al., 2000: 510). At the country level, national institutional transformation in our study refers to the collective change of local firms as a whole to market-oriented norms, values, and practices in a given country.
National institutional transformation may lead to an increase in local firms’ acceptance of new values and practices collectively. For example, Kraatz and Zajac (1996) found that market forces led to an increased rate of adoption of perceived illegitimate practices (i.e., professional programs) by U.S. liberal arts colleges. Lounsbury (2002) showed that the shift from the regulatory logic to a new market logic supported and justified a more competitive marketplace for financial services in the U.S. As Scott (2001: 184) noted: “…the weakening and disappearance of one set of beliefs and practices is likely to be associated with the arrival of new beliefs and practices.” We propose that, to survive in a market economy, local firms in a transition country as a whole are likely to adopt new, market-oriented practices when old, socialist practices erode, which may increase their receptiveness to foreign firm’s hierarchical entry decisions. 
At the country level, the privatization and transformation of local firms as a whole are two important indicators of changes in national institutional environments (IMF, 2000; EBRD, 2002). In the CEE region, privatization has been a centerpiece of national policies that have helped trigger the collective transformation of local firms (Hoskisson, et al., 2000; Zahra et al., 2000). A higher degree of privatization at the country level may also help foster a favorable institutional environment that facilitates foreign entries. As Hoskisson and colleagues (2000: 252) discussed, privatization in transition economies “means an increasing number of joint ventures with or acquisitions by foreign firms, with subsequent restructuring, downsizing, and adaptation to Western practices.” In this study, we focus on institutional transformation, rather than privatization, because the collective transformation toward market-oriented norms and practices presents some unique challenges in the CEE region. 

The national institutional transformation of local firms’ practices and norms as a whole leads to a shift from those that are consistent with socialist institutions to those that are consistent with market institutions. Given that local managers were not familiar with the realities of a market economy when the transition process began, rapid privatization has often failed to yield the transformation of local firms during the transition period. The overall progress of the transformation of local firms in CEE has been “much slower than expected” (Uhlenbruck, Meyer, and Hitt, 2003: 258). Among the reasons cited for the relatively slow transformation were a lack of resources, capabilities, and experience, alongside a lack of skills to achieve the successful transformation. More importantly, the magnitude of the required transformation may have exceeded many managers’ cognitive abilities (Newman, 2000). A number of studies have emphasized the influence of foreign investors in the process of transforming local firms in transition economies (Fahy et al., 2000; Meyer and Lieb-Dóczy, 2003; Uhlenbruck and De Castro, 2000), but few studies have focused on the collective transformation of local firms as an antecedent to foreign entry strategies.
Country-level observations have shown that since the early 1990s, local firms that were embedded in old institutions in CEE countries have gradually moved, albeit slowly, to market-based norms and practices (EBRD, 2002). The collective transformation created a national institutional environment that, we argue, had an influence on foreign entry strategies. Foreign entries, either relational or hierarchical, rely on the level of the receptiveness of local firms. National institutional transformation includes, at least partially, the adoption of norms and practices that have been established in Western economies, given the fact that Western managerial practices have been increasingly viewed as legitimate in transition economies (George et al., 2006: 355; Newman, 2000). Therefore, the magnitude of changes in the national institutional environment will influence the adoption of a foreign entry strategy. Accordingly, there is a need to examine how national institutional transformation influences changes in foreign entry strategies.
HYPOTHESES

Change in Entry Strategies: Relational Entry and Hierarchical Entry

National institutional environments influence foreign entry strategies (Henisz and Delios, 2001; Martin, Swaminathan, and Mitchell, 1998; Rodriguez, Uhlenbruck, and Eden, 2005). In transition economies, the waves of relational entry came before the waves of hierarchical entry (Hoskisson et al., 2000; Peng and Heath, 1996). We thus define a change in market entry strategy as the process by which late entrants shift from the type of market entry strategy that has been widely adopted by early entrants to adopt another type of market entry strategy. This change may reflect the effects that the widespread change in national institutional environments has on foreign entry strategies, because firms tend to configure their strategies to align with the environment that prevails at the time of entry.
Unlike previous studies, our study emphasizes the effect of the collective institutional transformation of local firms because foreign entry attempts are directly related to partner selection for relational entries (Hitt et al., 2000) and target choice for acquisition entry (Uhlenbruck and de Castro, 2000). Such institutional transformation allows foreign firms to achieve internal consistency by using a hierarchical entry mode. 
Multinational firms prefer hierarchical modes to relational modes for many reasons. From an institutional perspective, hierarchical entry strategies tend to achieve a higher level of internal isomorphism (Davis, Desai, and Francis, 2000) and have a greater internal consistency (Kostova and Zaheer, 1999). In a hierarchical entry, headquarters can transfer knowledge, skills, and routines to geographically dispersed subunits to achieve a high level of internal consistency (Gupta and Govindarajan, 1991; Zaheer, 1995). In transition economies, by using hierarchical entry strategies, firms can maintain their familiar mode of operations to enhance their global capabilities (Peng, 2003; Peng and Heath, 1996). 
Achieving internal consistency requires firms to integrate local businesses into their global operations. Without the transformation of local firms, however, this might be hard to achieve. Foreign acquirers have been confronted with conflicts between continuity and change when transforming and integrating acquired firms in CEE countries (Meyer and Lieb-Dóczy, 2003; Whitley and Czaban, 1998). This observation is consistent with our proposition that the degree of internal institutional compatibility between local and foreign firms can affect foreign entry strategies. Differences in organizational values and practices are usually rooted in national institutions that vary across countries (Kostova and Zaheer, 1999). Centrally planned institutions give the state power and control over organizational practices. Local firms embedded in socialist institutions tend to be organized to fulfill the goals of central planners. In this sense, the old institutions of central planning are not compatible with the market institutions that promote the values and principles of market competition.
National institutional transformation in transition economies also means the reduction of state intervention in business decisions, the abandonment of deeply entrenched socialist norms and practices based on centrally-planned production, and business survival based on market rules rather than soft budget constraints. Such changes in national institutional environments close the gap of internal institutional incompatibility between foreign and local firms, which can motivate the hierarchical entry attempts of foreign firms to facilitate the integration of local businesses into their global operations. 
Hypothesis 1: Institutional transformation from socialist to market-oriented practices in a transition economy increases the likelihood of a foreign hierarchical entry attempt.

National institutional transformation takes time. Given the fact that many foreign firms view transition economies as major growth opportunities they cannot afford to ignore (Peng, 2003: 286), these firms may trade their ownership for legitimacy in the host country environment (Yiu and Makino, 2002), in order to make an early entry in a newly opened market. Early entries are more likely to be relational because the socialist institutions of norms and practices with pervasive state intervention, strong insider control, and soft budget constraints make attempts to integrate local businesses more challenging and less likely to be implemented successfully. Local managers may also resist foreign takeovers because of the conflicts in the fundamental assumptions regarding business practices. Without a substantial transformation, foreign hierarchical entry is difficult to achieve. As such, pressures to comply with the national institutional environments to achieve legitimacy make relational entries a preferred foothold strategy for entry into a transition country. 
However, compliance may also lead to a conflict between a firms’ external legitimacy in the institutional environment and the internal consistency of the firm. Moreover, legitimized practices are often increasingly incompatible with functional demands (Farjoun, 2002; Oliver, 1992; Seo and Creed, 2002). Thus, foreign firms may seek a change in entry strategy when national institutional transformation creates more opportunities. In the transition economy context, Peng (2003) has conceptualized that dominant foreign entry strategies make a unidirectional shift from relational entries to hierarchical entries because a relationship-based transaction structure gives way to a rule-based exchange regime as market institutions build during the transition process. We argue that the institutional environmental change increases the acceptance of market norms and Western practices by local firms as a whole, which can make hierarchical entries preferable to relational entries. 
Hypothesis 2: Institutional transformation from socialist to market-oriented practices in a transition economy decreases the likelihood of a foreign relational entry attempt.
Experience Effect: Inertia or Learning? 
In addition to the national institutional environment, entry experiences provide another reference point to understand a firm’s entry decisions. There are two views on the experience effect: the inertia-based view and the learning-based view. In an inertia-based view, replicating past choices and actions tend to be routinized, leading to structural inertia (Hannan and Freeman, 1984). When a given choice or action becomes a taken-for-granted action, an organization will make little effort to make a divergent change to another type of choice and action. Scholars have argued that the accumulation of experience in path-dependent routines that are subject to inertial pressures makes shifts between activities difficult (Baum and Korn, 1999; Barkema and Vermeulen, 1998). 
From this view, entry experience in a given country can be an important source of inertia, leading firms to continue to utilize the same entry mode, whether it is a relational mode or a hierarchical mode, for subsequent entry attempts. For hierarchical entries, prior acquisition experience helps a firm deal with the challenges of this mode of entry more efficiently, from target selection to post-acquisition integration (Bruton, Oviatt, and White, 1994; Pablo, 1994). Existing studies have demonstrated that acquisition experience generates repetitive momentum (Amburgey and Miner, 1992; Beckman and Haunschild, 2002) because such experiences can be shared and routinized within an organization for subsequent strategic decisions in similar situations. 
A parallel argument is that relational entry experience also provides a basis for how to select a partner, acquire knowledge, and resolve coordination problems (Lyles, 1988). Firms with relational experience should likewise be likely to replicate the same strategy because the knowledge developed from the experience with prior entries can be useful to the parent firm for the management of new joint venture entries (Inkpen, 2000; Barkema et al., 1997). To summarize, the inertia-based view suggests a “within-form entry effect” (Li, Yang, and Yue, 2007), meaning that previous hierarchical entry experience increases the probability of future hierarchical entries, whereas previous relational entry experience increases the probability of future relational entries. We thus offer the following two baseline hypotheses:
Hypothesis 3: The greater a firm’s hierarchical entry experience in a transition economy country, the greater its likelihood of a hierarchical entry attempt in that country, irrespective of changes in national institutional environments.

Hypothesis 4: The greater a firm’s relational entry experience in a transition economy country, the greater its likelihood of a relational entry attempt in that country, irrespective of changes in national institutional environments. 
Unlike the inertial view, from a learning-based view, experience can facilitate learning that can be transferred to new situations. Researchers have identified this type of cross-form experience and learning entry effect, suggesting, for example, that prior joint venture entries can promote foreign entries in the form of wholly owned subsidiaries (Guillén, 2003; Li, Yang, and Yue, 2007; Yiu and Makino, 2002). Yiu and Makino (2002) argued that through relational entries, foreign investors can benefit from a local partner’s skills in dealing with the local government and other host-country-specific issues and thereby acquire the knowledge and skills to operate independently in the host country. Meyer and Tran (2006) similarly contend that with accumulated experience, joint ventures can potentially serve as footholds for acquisitions in transition economies. Given these arguments, firms with relational entry experience might exhibit a cross-form effect in their subsequent foreign entry decisions. That is, prior relational entry experience may be used by a firm as a stepping stone for future hierarchical entry. 
Hypothesis 5: The greater a firm’s relational entry experience in a transition economy country, the greater its likelihood of a hierarchical entry attempt in that country, irrespective of the extent of change in national institutional environments.

In contrast to the case for relational entries, hierarchical entries are likely to have a diminishing cross-form effect, rather than a promoting cross-form effect, on relational entries. This contention extends from the observation that the accumulated experience from prior entries in a given country may lead to a change of entry mode in the direction of commitment escalation (Brouthers and Hennart, 2007). When making foreign entry attempts, firms tend to escalate their resource commitments as “uncertainty avoidance slowly gives way to the exploration of foreign markets by accumulating knowledge/ experience from prior sequential entries” (Sapienza et al., 2006: 917). Consistent with this, Guillén (2003) found evidence that previous hierarchical entry experiences in a given country subsequently reduced the rate of relational entry.
It stands to reason that firms that have experienced hierarchical entries may also reduce their relational entries in CEE countries. This reduction comes from the multiple objectives that can motivate a foreign entry attempt. A prominent trade-off encountered when using a relational entry is that the experiential learning benefits that accompany a relational entry must be balanced against the likelihood of delays or impediments to the development of global standardization in the host country, when such standardization is desired (Peng, 2003; Uhlenbruck and de Castro, 2000). In contrast, a hierarchical entry is an effective mode to respond to pressures for internal consistency (Davis, Desai, and Francis, 2000; Kostova and Zaheer, 1999). A hierarchical entry helps a foreign investor to retain control, to protect proprietary technology, and to transfer organizational rules, practices and capacities in the foreign entry. Accordingly, we would expect that there is a negative cross-form effect for the experience acquired in prior hierarchical entries. 
Hypothesis 6: The greater a firm’s hierarchical entry experience in a transition economy country, the lower its likelihood of a relational entry attempt in that country, irrespective of the extent of change in national institutional environments.

Moderation Influence: Experience Meets Environmental Change 
Firms use strategic reference points internally or social cues externally to guide their strategic decision making in uncertain situations (Henisz and Delios, 2001; Yiu and Makino, 2002). The choice of entry mode extends from the internal and external institutional pressures that a firm faces in a given host country (Davis, Desai, and Francis, 2000; Rosenzweig and Singh, 1991). Our baseline hypotheses make the point that both changes in national institutional environments and entry experience can serve as independent strategic benchmarks. 

When experience meets environmental change, however, a complex situation begins to emerge in which foreign firms have to select between two potentially conflicting benchmarks. In a changed institutional environment, for example, entry strategies adopted by inexperienced late entrants may sharply differ from those adopted by inexperienced early entrants. This difference emerges as a consequence of responses to the market opportunities created by changes in the national institutional environment. It is not clear whether an experienced firm might change its subsequent entry attempts to align with the extent and types of changes that have occurred in national institutional environments. Finally, when experienced firms, as compared to inexperienced entrants, face changed national institutional environments, what should we expect to see as the primary influence on their foreign entry strategy? 

These questions invoke the fundamental organizational issue of inertia versus change. The inertia-based view suggests that, when organizational inertia sets in, organizational strategies and structures tend not to change to match the degree and direction of environmental change (Hannan and Freeman, 1984). Empirical research has shown that organizations with well-established routines tend to utilize similar strategies even in changed conditions, even if such persistence can lead to dysfunctional consequences (Audia, Locke, and Smith, 2000; Amburgey, Kelly, and Barnett, 1993). Accordingly, even when environments change over time, the forces of organizational inertia constrain organizational changes in strategy to follow the changes in the organization’s environment (Sørensen and Stuart, 2000). These arguments can be applied to understand how experienced and inexperienced entrants may respond to a changing national institutional environment.

Firms that enter a foreign country for the first time will place a greater weight on newly emergent national institutional environmental cues than experienced firms (Henisz and Delios, 2001; Henisz and Macher, 2004). We argue that inexperienced firms are more likely to identify the new opportunities created by the environmental change, because their strategy process is not impeded by established routines or inertia. In contrast, compared to new entrants, firms with prior experience rely more heavily on established routines, even when the environment in a given host country has changed. A firm’s experience in a foreign country can be built into organizational routines (Amburgey and Miner, 1992; Barkema and Vermeulen, 1998; Baum and Korn, 1999). Thus, experienced firms can be subject to stronger inertial forces than new entrants. Experience can impede the adaptiveness and competitiveness of a firm even when faced with a changed environment, such as when an experienced firm faces pressures that emerge when a national institutional environment changes. Thus, experienced firms are potentially more likely to ignore the signals of environmental change than inexperienced entrants.

Hypothesis 7a: A firm with less experience in a transition economy nation has a greater likelihood of a hierarchical entry attempt, than a firm with more experience in that country, as the country moves from a socialist to a market economy. 

Hypothesis 7b: A firm with less experience in a transition economy nation has a lower likelihood of a relational entry attempt, than a firm with more experience in that country, as the country moves from a socialist to a market economy.

Methods
Sample
We developed a sample of U.S. firms that entered the eight 2004 EU accession economies -- Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, the Slovak Republic and Slovenia and three EU associated countries -- Bulgaria, Romania, and Croatia. Since the onset of the 1990s, these countries have undergone a process of institutional transition and rapid institutional change. In 1990, these countries began to re-open their doors to foreign investors after more than 40 years of isolation (IMF, 2000). By the early 2000s, theses countries were ranked the highest among all transition economies in terms of both perceived institutional quality and institutional structural change based on their aggregate transition indicator scores (IMF, 2000: 111; EBRD, 2002). Accordingly, our observation period starts in 1990 and ends in 2003, the year prior to the accession of eight of our sample countries to the EU.
The Securities Data Corporation’s (SDC) Worldwide database allows us to analyze both foreign relational (joint venture) and hierarchical (acquisition) entries in these 11 countries, as made since 1990. The database provides the most authoritative and up-to-date information on U.S. firms’ international activities from 1985. It has been used as the primary source of acquisition information in research endeavors such as the World Investment Report (WIR). Following the method of Schneper and Guillén (2004), who focused on takeover attempts, we collected all foreign entry announcements (both successful and unsuccessful entry attempts) of U.S. public firms in the eleven countries from the SDC database. 
The publicly owned U.S. firms listed on 1989 Standard & Poor's (S&P) COMPUSTAT annual data and business segment tapes provided our sample frame from which we derived our final sample consisting of 215 U.S. public firms that entered the 11 transition economies over a 14 year period (1990-2003). Of the 215 firms, 98 firms made only one hierarchical or relational entry attempt; 143 firms made 362 hierarchical entry announcements and 129 firms made 280 relational entry announcements (Appendix 1). Forty-three firms in our sample made both hierarchical and relational entry announcements within a particular country. In other words, these 43 firms changed their entry strategies over time.
The number of entries in our sample is a consequence of two features of our sample construction. First, due to the limited data availability for important control variables, we only focused on the entry of U.S. public firms listed in 1989 Standard & Poor’s (S&P) COMPUSTAT. The entries of private firms were excluded from the analysis for the similar reason of lack of availability of key control variables. Second, to construct our data for the analysis, we matched both the SDC and COMPUSTAT databases. Our longitudinal analysis requires information extending back to 1989 (the year that the transition began in CEE transition economies). Public firms, which were not listed in the 1989 COMPUSTAT database, were not included in our analysis. This approach is consistent with the data collection process of prior research (Sanders and Carpenter, 2003; Tihanyi et al., 2003). As a result, our number of entries is less than the population of entries, given our sample’s restriction to the entries of public-listed firms that were listed in 1989.
Our unit of analysis is firm-country-year. The COMPUSTAT tapes provided us with the annual firm-level data necessary for our longitudinal analysis, including performance measures, primary SIC assignment, and company size. We gathered firm data from 1989 to calculate one-year lagged values for our independent variables. To capture the effect of institutional transition, we drew on data from the Transition Report, which is published annually by the European Bank for Reconstruction and Development (EBRD). We gathered other host country economic information from annual editions of the World Investment Report published by United Nations. 
Following the lead of early studies (Henisz and Delios, 2001; Henisz and Macher, 2004), we test our hypotheses using event history analysis. The potential number of firm-country-year combinations was 33,110 (215 firms by 11 countries by 14 years). 48 firms did not exist throughout the full observation period, due to mergers/acquisitions or bankruptcy. Hence, 3,157 firm-country-year combinations were removed from the sample, because they were no longer at risk to enter into a foreign country. To ensure the robustness of our results, we performed additional tests when the 48 firms were excluded. The results remained robust. In the very early years of institutional transition, foreign acquisitions were not a viable entry strategy until the privatization process to foreign firms began in CEE countries, in which the transfer of state assets to foreign hierarchical entry attempts became possible. The first instance of a foreign acquisition signaled unambiguously when this form of hierarchical entry strategy was viable in a given country. Accordingly, we identified the year in which the first foreign acquisition by a firm from any country, not just the US, appeared in each CEE country, as identified in the World Investment Report (WIR, 2005). This was the year in which a country entered our analysis. Hence, our sample size was 26,312 firm-country-years. 
Using the year in which the first foreign acquisition appeared in each country as a starting point could create concerns about left censoring; namely, a firm could make a joint venture prior to the year identified in which foreign acquisition activity was initiated as identified in the World Investment Report. To address the potential left-censoring problem, we conducted a sensitivity analysis on a widely defined sample that included all firm-country-year segments, inclusive of country-years prior to the observation of the first foreign acquisition in a particular country. In this expanded sample, the signs and significance of the coefficient estimates for the variables used to test the hypotheses were the same, leading to affirmation of the support for our hypotheses that we had for the empirical tests conducted using the sample constructed using the more tightly defined time period. These results suggest that left-censoring did not have an adverse influence on the results we obtained in our main tests of the hypotheses. Further, to help allay concerns about the influence of left censoring we included counts of relational entries made in the years before a country entered the sample for analysis as part of a firm’s relational experience (Sanders and Carpenter (2003).

In our analyses, we have longitudinal observations on our independent variables so that we could include annual time-varying covariates in the analysis. For each dependent variable, we used a binary variable indicating whether a firm made an entry attempt in a given country-year. Because a firm could make more than one entry attempt in a given country, we considered a firm at risk of entry in a given country in a given year, even if it had previously made an entry into that country. 
Dependent variables
We created two dependent variables, hierarchical entry and relational entry. A hierarchical entry attempt is an independent entry made via an acquisition. A relational entry attempt occurs when a firm entered into a transition economy with one or more partners through a mutual cooperative arrangement, such as a joint venture or a strategic alliance. We developed both of these variables using the SDC database.
The foreign entries in this study were not restricted to completed transactions largely for conceptual reasons. We defined an entry attempt (i.e., entry announcement) as a move by a firm’s effort to enter into a host country. The announcement of an entry initiative might not be ultimately concluded, but it reflects a firm’s intent to enter a country using a specific entry strategy. Our approach is consistent with prior work (Schneper and Guillén, 2004). Beckman and Haunschild (2002) also suggested that interorganizational transactions (e.g. acquisitions) that were announced but not completed should be included to avoid any sampling bias associated with only including successful transactions. Overall, 72 percent (261 out of 362) of hierarchical entries and 82 percent (229 out of 280) of relational entries were eventually completed. When non-completed entries were removed, sensitivity tests showed no significant change on our results for both hierarchical entries and relational entries.
Independent variables
Institutional transformation. We created a time variant measure of national institutional environments for each country in our analysis (Appendix 2). For this measure, we used the Index of Governance and Enterprise Restructuring, as drawn from the Transition Report published by the EBRD (2002: 21). The EBRD measure is an authoritative and comprehensive index, reflective of various aspects of a country’s institutional environment of local firms. The index is created from measures of soft budget constraints, subsidy policies, bankruptcy legislation, governance efficiency, and the market for corporate control at the enterprise level. With the annual observations we have in this measure, we can evaluate the extent to which a national institutional environment has changed from the initial conditions that existed during the time of the centrally planned economy, to 2003. Over the sample period, the index ranges from 1 to 4.3, with “4.3” representing the greatest level of progress to market institutions, and “1” representing little change during the time of the initial institutional transition (EBRD, 2002). 
Host-country entry experience. We developed our host-country entry experience measures by measuring the past involvement of a firm in a given country (Barkema et al., 1997). We first constructed a time-varying measure of a firm’s hierarchical entry experience, which was the number of past acquisition entry events in a host country. An entry attempt announced but not completed was not counted as previous entry experience. The sensitivity analysis showed that when the non-implemented entry attempts were included, the empirical results were qualitatively the same. Twenty-five percent of entry attempts had prior hierarchical entry experience. Next, we measured a firm’s relational entry experience in the same way, but by counting the number of past relational entry events. Fourteen percent of entry attempts had prior relational entry experience. 
Control variables
Privatization. Privatization, as an important institutional support mechanism, may influence foreign entry attempts, given the widespread nature of privatization initiatives in CEE transition economies. The transfer of state enterprise assets to private ownership can lead to an increased rate of foreign hierarchical entry attempts. To control for this potential influence, we collected indices of small-scale and large-scale privatization from the Transition Report. Because progress on small-scale privatization has been much faster than on large-scale privatization, privatization in prior studies has been measured as the weighted average of the indices of large-scale and small-scale privatization, with the weight for small scale double that for large scale (Barlow, 2006). 
This privatization measure was highly correlated with the index of institutional transformation (r = .82). One important reason is that the large-scale privatization index measures both the level of private ownership and the progress in corporate governance of privatized enterprises, whereas the small-scale privatization index only counts the pervasiveness of private ownership (EBRD, 2002). Since the indices of large-scale privatization and institutional transformation cross-quantified the same organizational phenomenon to a high degree, they contain very similar information. Accordingly, researchers have used small-scale privatization as the only measure of privatization in CEE countries (Fischer and Sahay, 2000; Falcetti, Raiser, and Sanfey, 2002). In addition, small-scale privatization in our sample was virtually complete in all but one country (i.e., Bulgaria) in 2003, but the transformation of local firms lagged far behind (Appendices 2 and 3). To avoid redundancy, our privatization measure was the index of small-scale privatization. 
Firm-level controls. As the number of firms with which foreign firms could interact with on an entry was quite large, we could not control the characteristics of the full choice set of local firms in the analysis. We hence focused our use of control variables on the characteristics of the investing firms. We controlled for firm age, as computed as the log of the number of years since a U.S. firm’s founding, in a given year. Age has been viewed as an important source of organizational inertia (Hannan and Freeman, 1984, 1989). Guillén (2002) argued that age is a potentially important variable negatively affecting new market entry in a transition economy. Large firms usually have more capital, material, and human resources available for the selection of a higher control mode of entry. Accordingly, we controlled for firm size, which was measured as the natural log of a firm’s total assets in a given year. Past performance can affect foreign market decisions as resource constraints vary with the level of performance (Ellstrand, Tihanyi, and Johnson, 2002). We included a measure of performance which was a firm’s annual return on assets (ROA: net income divided by total assets). Organizational resource availability may also affect a firm’s entry mode choice. Our measure of organizational slack was a firm’s current ratio (current assets to current liabilities). We measured financial leverage using the debt-to-equity ratio. 
We controlled for a firm’s level of international exposure, which was the ratio of foreign sales to total sales. Where there were missing values for the calculation of this measure, we substituted with measures of foreign assets to total assets (Gomes and Ramaswamy, 1999; Tihanyi et al., 2003), given the high correlation between these measures. We measured a firm’s regional entry experience in selected CEE countries using the measures of regional hierarchical entry and regional relational entry. These measures were respectively the sum of hierarchical and relational entries made in the 11 CEE countries, except for the focal host country, in the period of 1985 to the year of observation. We also measured a firm’s international hierarchical entry experience and international relational entry experience respectively by the sum of hierarchical entries and the sum of relational entries made in all other countries. 

Country-level controls. We included three country-level, time-varying controls. We included a measure of policy stability using the Political hazards index developed by Henisz (2000). The index measures institutional constraints on the policy making process in a host country. We measured a country’s market potential using gross domestic product (GDP) growth for each host country-year. Prior foreign presence reflects the level of influence and legitimacy of foreign investments in a country’s economy. We measured annual net foreign direct investment as a percent of GDP for each country, as lagged by one year. 
Fixed effects. With a firm-country-year level of analysis, we created sets of indicator variables (Henisz and Delios, 2001) for firm, country and year of observation. We controlled for a firm’s industry by creating a series of fixed effects to mark a firm’s broad level of industry participation as based upon their primary SIC codes. 
Model specifications
Our hypotheses are concerned with the event of foreign market entry of two types. Accordingly, we implemented an event history analysis. We used a discrete time approach to analyze the rate of hierarchical entry or relational entry. In our models, we estimate robust standard errors using the method of generalized estimating equations (GEE) (Diggle, Liang, and Zeger, 1994). The GEE estimation relaxes the assumption of independence of errors within the firm clusters. To implement the discrete time logit specification, we used the SAS GENMOD procedure with a complementary log-log specification and repeated statement with a firm identification code (Allison, 1995). We report the results based on the robust standard errors produced by the methods of White (1980). 
Results

Table 1 reports means, standard deviations, and correlations. To check for multicollinearity among the explanatory variables, we also examined the variance inflation factor (VIF). The VIFs range between 1.02 and 2.98, suggesting no significant evidence of multicollinearity. Table 2 and Table 3 show the results of the event history analyses of foreign hierarchical and relational entry attempts, respectively. Models 1 and 6 include only the control variables, while models 2 and 7 add the main effects for testing the relational and hierarchical entry attempts, respectively. Models 3, 4, 8, and 9 add the interaction terms, while models 5 and 10 are the fully specified models. The likelihood-ratio tests indicate that the added predictor variables bring significant explanatory power.

-------------------------------------------------------------

Insert Table 1, Table 2, and Table 3 about here

-------------------------------------------------------------

Among significant controls, not surprisingly, large firms and firms with international hierarchical entry experience tend to adopt hierarchical entry strategies in CEE countries, but this does not necessarily lead to a reduction of the relational entry attempts in a given host country. Firm international relational entry experience exerted significant and positive effects on relational entry attempts but does not reduce hierarchical entry attempts, indicating the strong inertial forces across national borders. While most industry fixed effects were not significant, most country and year fixed effects were significant. 
Hypotheses 1 and 2 predict that institutional transformation increases hierarchical entry attempts and decreases relational entry attempts. Model 5 in table 2 shows that institutional transformation had a significant, positive effect (β = .94, p<.01) on hierarchical entry attempts, although model 10 in table 3 shows that the effect of institutional transformation on relational entry attempts was negative (β = -.17, n.s.), it was not statistically significant. Thus, only hypothesis 1 was supported. 
Hypotheses 3 and 4 predict that hierarchical and relational entry experience will lead to more hierarchical and relational entry attempts, respectively, in a given host country. In model 5, hierarchical entry experience displays a significantly positive effect on hierarchical entry attempts (β = 3.62, p<.001). In model 10, relational entry experience also displays a significantly positive effect on relational entry attempts (β = 1.88, p<.05). The repetitive effects stated in hypotheses 3 and 4 were strongly supported by the results in models 2 and 7. 
Hypothesis 5 predicts a cross-form effect in which a firm’s relational entry experience in a host country leads to increases in rates of hierarchical entry attempts, whereas hypothesis 6 predicts that hierarchical entry experience can reduce a firm’s rate of relational entry attempts. Model 5 shows that the past experience with relational entry enhances the likelihood that a firm enacts subsequent hierarchical entry attempts (β = 1.99, p<.001). Hypothesis 5 was supported. 
Model 7 shows that hierarchical entry experience had a negative and significant effect on firms’ relational entry attempts (β = -.54, p<.05). In model 10, however, the main effect becomes nonsignificant (β = 1.07, n.s.) with the addition of the interaction between hierarchical entry experience and institutional transformation. We can also see a similar result in model 8 (β = 1.45, n.s.) but not in model 9 (β = -.45, p<.05). Thus, hypothesis 6 was partially supported by this set of results.
Hypothesis 7a predicts that an experienced firm is less responsive to institutional transformation than inexperienced entrants in general. The results are quite interesting. Model 5 shows negatively significant interaction effects between hierarchical entry experience and institutional transformation (β = -.90, p<.001) and between relational entry experience and institutional transformation (β = -.56, p<.001) on hierarchical entry attempts. These results suggest that both experience and inexperienced firms converged towards the same entry approaches, but the change for experienced firms was less pronounced as they had a lesser need to adjust. Hypothesis 7a was thus supported. 

To illustrate the effects and our interpretation of support for this hypothesis, we plotted the moderating effects in Figures 1 and 2, as based on the coefficient estimates in model 5. The patterns depicted in the plots in Figures 1 and 2 are very similar. Firms with less hierarchical entry experience and firms with less relational entry experience were both more responsive to changes in national institutional environments, in a way that lead to a greater prevalence of hierarchical entry attempts.
Meanwhile, hypothesis 7b was not supported. We used model 10 to test H7b. In this model we can see that the interaction between hierarchical entry experience and institutional transformation (β = -.51, n.s.) and the interaction between relational entry experience and institutional transformation (β = -.25, n.s.) are each non-significant, hence lending no support to this hypothesis. 
Discussion and Conclusion

Drawing upon institutional change, inertial, and learning theories, we have examined the potentially complex situation that emerges when changes in national institutional environments and a firm’s prior entry experiences serve as two potentially conflicting reference points to guide a firm’s foreign entry strategy. We conducted this study in response to calls for a heightened consideration of the influence of the dynamic nature of national institutional transformation on firm strategies in transition economies (Hoskisson, et al., 2000). Our findings demonstrate that the type of entry that tended to be used was substantially influenced by both the national institutional environment and the form and intensity of a firm’s prior entry experience. 
Implications for theory
Whether to change an established strategy is an important question that has interested scholars in a variety of disciplines (Haveman, 1993). Scholars have argued that well-established organizations are less likely to change their strategies and structures because they are subject to structural inertia (Hannan and Freeman, 1984; Haveman, 1993). Existing research on entry strategies supports such a view by showing that experienced firms tend to use the same strategy in their subsequent decisions in a given country. Yet, this research has largely been conducted in stable country environments. Alongside this, in a separate line of research, few foreign entry studies have considered the influence of national institutional transformation. We hence extended both areas of research, by considering the strategies utilized by experienced entrants in an institutional environment that is undergoing change. 
Our results supported the institutional view that changes in institutional environments can lead to changes in organizational strategies, as demonstrated by the increased rate of hierarchical entry attempts that accompanied institutional transformation. Alongside this, however, we did not observe a decrease in the rate of relational entry attempts. One possible explanation for this result is that transformation in the CEE transition economies did not reduce the high level of institutional uncertainty (Newman, 2000; Peng, 2003), which reinforces the attractiveness of a cooperative arrangement for a foreign firm’s entry. 
Even so, our findings support the idea that the firms prefer a hierarchical entry to a relational entry to achieve a higher level of internal consistency. The increased rate of hierarchical entry attempts was supported (1) by the changed national environment that made the entry choice possible (hypothesis 1), (2) by previous acquisition experiences that have become established routines (hypothesis 3), and (3) by previous relational experiences, as learning from joint ventures facilitated a cross-form change in the type of entry (hypothesis 5). The support we found for hypothesis 1 bolsters our conceptualization that the configuration between firm entry strategies and national institutional environments is the outcome of a foreign firm’s entry preferences alongside the external opportunities that are created by changes in the national institutional environment. This type of change that supports foreign hierarchical entry decisions can be explained, at least partially, by increasing the level of institutional alignment with the norms, values, and practices that are emerging in the local organizational environment, as based on market principles. 

The empirical results we observed in support of the relationships outlined by hypotheses 3, 4 and 5 (the baseline hypotheses in our study), also supported the idea that entry experiences are an important reference point, independent of the influence of the national institutional environment. These findings are consistent with previous studies (Henisz and Delios, 2001; Henisz and Macher, 2004; Li, Yang, and Yue, 2007).  These finding also extend research on international strategy by showing that the inertia-based view and the learning-based view on the effect of firm entry experience do not necessarily conflict. As both isomorphic and non-isomorphic moves can be viewed as strategic responses to institutional pressures (Greenwood, Suddaby, and Hinings, 2002; Oliver, 1991), the effect of relational entry experience can be two-pronged: a firm’s future entry attempts can be triggered by either the repetitive effect or the learning effect, depending on the balance of inertial forces and the extent of learning effects on decision-making.
An important contribution of our study is that it sheds light on why firms can begin to differ in their foreign entry decisions in a given country when facing multiple criteria to make a choice. Oliver (1991) argued that firms may respond to institutional processes differently in their strategies. Existing studies suggest that an important source of strategic heterogeneity in the types of foreign entry is a firm’s prior experience (Chang, 1995; Henisz and Delios, 2001). Given that national institutional environments change over time (Hoskisson et al., 2000; Newman, 2000; Peng, 2003), we considered the complexity faced by a foreign firm when its internal (experience) and external (environment) benchmarks conflict, as described by hypothesis 7. Our findings support the idea that firms with entry experience, which can be an important inertial force, tend to resist environmental change (Hannan and Freeman, 1984). Meanwhile those firms without prior experience are more responsive to shifts in the environment, when formulating their entry strategies. 
In the strategic management literature, scholars have been concerned with the relationship between a firm’s environment and its strategy (Ahmadjian and Robinson, 2001; Diekmann and Tinsley, 1994), and the balance between strategic inertia and pressures for change (Hannan and Freeman, 1984; Haveman, 1993). Our findings demonstrate that on the one hand, the environment-strategy relationship is dynamic, as a change in a national institutional environment leads to a change in foreign entry strategy. On the other hand, firms do not evenly respond to environmental transformation, when experience creates strategic inertia in a subset of the firms that are entering the changed national institutional environment. 
In these ways, our findings provide a more complete picture of the tensions that can lead to strategic homogeneity and/or to strategic heterogeneity. Institutional transformation in the direction of a market economy is likely to trigger the structural change of a foreign entry strategy in a systematic fashion to a hierarchical entry. Strategic heterogeneity occurs when foreign entries are made at different times. Across these different times of entry, firms attempt to configure their strategy with the national institutional environment at the time of a proposed entry, and firms are also varied in their experience levels. In contrast, strategic homogeneity occurs when foreign entries by new entrants are made at the same point in the institutional transition process, and firms do not vary much in their levels of experience. 
Implications for foreign entrants
Firms adopting an “institutionally correct” (Walsh and Seward, 1990: 431) strategy will receive support and resources from the national institutional environment. Local firms matter because a foreign entry strategy depends in part on whether the strategy is institutionally compatible with the prevailing national institutional environment of the host country. In formulating strategy, managers in multinational firms must consider the degree of alignment in its relational and hierarchical entries. This alignment can be contingent on continuity and change in the environment. 
In rapidly changing environments, experience largely reflects a firm’s prior evaluations of the environment. Experience can be advantageous but also it can have limitations in changing environments. Firms that fail to appreciate changes in their institutional environments may make a strategic choice that is obsolete under the new circumstances in an environment (Zajac, Kraatz, and Bresser, 2000). If a firm has prior experience in an environment, managers may reduce their exploratory activities prematurely in the case of a changing environment, even though new opportunities and threats can emerge in such an environment. Thus, experienced firms can be less likely to converge on a new strategy for their subsequent entries, which is a tendency managers must guard against when operating in evolving national institutional environments.
Limitations and future research 
In our hypotheses and empirical tests, we contend that all entry attempts, not only realized entry attempts, reflect a firm’s decisions that represent their best economic and strategic interests and fit well with the national institutional environment at the time of proposed entry. A negotiated attempt about a particular entry mode may fail for both economic (e.g., project reevaluation) and political (e.g., government approval) reasons, but it provides a valuable signal and good information about a firm’s expected entry mode choice at the time of the announcement. Even with this consideration, our sensitivity analysis confirmed that our results remained robust when unrealized entry attempts were excluded from the empirical analysis. To further extend the ideas in our study, future work can look more carefully at the reasons why an announced entry does not become a realized entry. In an environment that is in flux, such as in a transition economy, environmental conditions can change substantively from the time of planning and announcement of an entry to the time when it is to be realized. It is possible that this transition can lead to a cancelled entry, as the economic rationale for the foreign entry becomes weakened in the process of transition.
The level of analysis in our study was at the firm level not the business unit level. Given the fact that most large public firms are multidivisional with a number of subunits that might operate relatively independently, these subunits may have entered into CEE countries using subunit decisions rather than headquarter decisions. The lack of direct communications among these subunits could mean that entry experiences are not transferred across the firm. We acknowledge that possibility as a limitation of our analysis. Yet, we also note that prior research has demonstrated how information on foreign entry experience can be transferred across units within a corporate entity or within a business group.
Business subunits within an organization can be viewed as internal networks in which subunits can share information with one another. For example, Henisz and Delios (2001) have argued that firms in the same business group can be tied to one another by setting forums for exchanging information about a given country and thus the action of one group member may affect other group members’ entry decisions in that country. The entry experience of other subunits in a host country can provide templates for similar entries and country-specific information about items such as the national institutional context, industry conditions, and business practices. Guillén (2002, 2003) found evidence of such experience-related information flows as manifest in the observation that the rate of entry by Korean firms in China increased as other firms in the same group set up their plants in China. 
The headquarters of a typical corporation is in a central position of this subunit network. Headquarters tends to possess power and it is likely to have good access to the relevant information for a decision because, in many cases, a corporate headquarters controls the critical resources needed by different subunits or divisions. Intracorporate information flow includes not only external market data of strategic value (e.g., information on investment opportunities), but also the transfer of internal expertise (e.g., executives) (Gupta and Govindarajan, 1991: 773). In addition, different subunits are able to provide non-redundant information about investment opportunities in different countries. Thus, if one subunit has entered a foreign country, headquarters can exploit the information its subunits hold and redistribute the information in its internal network. We recognize that top managers may differ in their abilities to affect information flows within the organization, by gathering and redistributing information from their subunits. Future research may allow for the development of estimates at the subunit level, which can then be compared with our results at the firm level.
In this study, we proposed two types of entry strategies (relational and hierarchical entries), but our empirical tests only incorporated acquisitions, joint ventures, and strategic alliances. Given the lack of a complete data series for greenfield entry, we completed our analysis by focusing on relational entries and acquisition entries as our hierarchical entry variable. Even though we did not have greenfield entry data, the relative proportion of relational to hierarchical (acquisition) entry that we observe remained the same, as the extent of greenfield entry would represent the same baseline in a given year for a given firm. This observation is important in the sense that our hypotheses concerned the interface on market entry between foreign firms and the changing national institutional environment, in which foreign firms make a market entry through either a relational entry or a hierarchical entry structured as an acquisition. In this sense, we can still observe the transition from relational to hierarchical (acquisition) entry, but the information we lack is how our sample firms changed with respect to their propensity to utilize greenfield entries from the time our study was initiated to its concluding date. Although our selected entry modes are most closely tied to our theoretical arguments about how changes in national institutional environments affected changes in foreign entry strategies, it remained a challenge to compile a time series of other types of entry modes (e.g., licensing, franchising, brownfield, and greenfield) originating from 1990. 
Our research design aims to examine firms from one home country (i.e., the U.S.) entering multiple host countries (i.e., CEE countries). An off-shoot of this element of our research design is the interesting question of whether our results can be generalized to firms based in other market economies. Firms based in the European Union (EU) are the principal investors in CEE countries. The geographic proximity, cultural similarity, and strong history of relations between CEE and Western Europe may diminish the effect of internal institutional compatibility between foreign firms based in Western Europe and local firms in CEE and thus affect foreign entry strategies, as future work could explore.
Finally, our national measure for the degree of privatization did not have an observable impact on foreign entry decisions. Privatization in market economies usually involves three aspects: (1) change of ownership, (2) change in management, and (3) infusion of capital and/or related investments. However, privatization in the CEE region typically only covered one of the three aspects, which may explain why the control variable was not significant. Rapid privatization might have created conditions necessary for the change in national institutional environments, but it was not sufficient to influence entry decisions. 
Conclusion 
Our study demonstrates the tension that can exist between internal organizational influences on international strategy, and evolving external environmental influences on international strategy. We find support for the point that experienced firms tend to have an inertial influence in their multiple entry decisions, even in the face of national institutional transformation, that favors a hierarchical entry strategy over a relational entry strategy. Our study thus contributes to our understanding of the evolution of firm strategy for organizations that are competing in dynamic environments, such as the 11 CEE transition economies in which our research was situated.
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Table 1: Descriptive statistics and correlations (N=26,312 spells)

	
	Variable
	Mean
	s.d.
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14
	15
	16

	1
	Institutional transformation 
	2.54
	(.64)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Hierarchical entry experience
	.02
	(.19)
	.07
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	Relational entry experience
	.01
	(.16)
	.06
	.26
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	Privatization
	3.11
	(.97)
	.77
	.07
	.05
	
	
	
	
	
	
	
	
	
	
	
	
	

	5
	Firm age
	3.96
	(.84)
	.10
	.04
	.03
	.14
	
	
	
	
	
	
	
	
	
	
	
	

	6
	Firm size
	8.22
	(2.22)
	.11
	.09
	.08
	.15
	.33
	
	
	
	
	
	
	
	
	
	
	

	7
	Return on assets
	.03
	(.18)
	.00
	.01
	.01
	-.01
	.19
	.27
	
	
	
	
	
	
	
	
	
	

	8
	Current ratio
	.93
	(.41)
	-.04
	-.04
	-.03
	-.06
	-.23
	-.40
	-.09
	
	
	
	
	
	
	
	
	

	9
	Debt to equity ratio
	.03
	(.12)
	.01
	.02
	.02
	.02
	.01
	.12
	.03
	-.02
	
	
	
	
	
	
	
	

	10
	Ratio of foreign sales
	.25
	(.23)
	.06
	.03
	.03
	.07
	.19
	.20
	.12
	-.10
	.01
	
	
	
	
	
	
	

	11
	Hierarchical entry experience in CEE
	.34
	(.56)
	.19
	.14
	.10
	.29
	.21
	.32
	.05
	-.14
	.05
	.26
	
	
	
	
	
	

	12
	Relational entry experience in CEE
	.39
	(.56)
	.13
	.06
	.11
	.17
	.10
	.26
	.02
	-.10
	.06
	.17
	.33
	
	
	
	
	

	13
	Int’l hierarchical entry experience
	1.45
	(1.31)
	.24
	.13
	.11
	.33
	.28
	.58
	.11
	-.24
	.07
	.42
	.51
	.37
	
	
	
	

	14
	Int’l relational entry experience
	1.23
	(1.36)
	.22
	.10
	.14
	.28
	.19
	.59
	.09
	-.22
	.05
	.34
	.39
	.51
	.71
	
	
	

	15
	Policy instability
	.72
	(.11)
	.25
	.02
	.02
	.26
	.04
	.04
	.00
	-.02
	.01
	.02
	.08
	.04
	.09
	.08
	
	

	16
	GDP growth
	1.53
	(5.60)
	.61
	.03
	.02
	.60
	.10
	.11
	.00
	-.04
	.01
	.06
	.21
	.15
	.23
	.22
	.24
	

	17
	Ratio of FDI to GDP
	.37
	(.33)
	.56
	.05
	.04
	.54
	.08
	.09
	-.01
	-.04
	.01
	.04
	.17
	.09
	.20
	.16
	.09
	.31


Note: all correlations greater than 0.02 or less than -0.02 are significant at the 0.01 level.
Table 2: Results of discrete time logit analysis for hierarchical entry attempts (N=26,312 spells)
	Variable
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	Institutional transformation 
	
	
	.80*
	(.35)
	.92**
	(.35)
	.82*
	(.35)
	.94**
	(.35)

	Hierarchical entry experience
	
	
	.83***
	(.13)
	3.67***
	(.37)
	.84***
	(.14)
	3.62***
	(.36)

	Relational entry experience
	
	
	.29*
	(.12)
	.30*
	(.12)
	2.13***
	(.47)
	1.99***
	(.45)

	Hierarchical entry experience 
	
	
	
	
	
	
	
	
	
	

	x institutional transformation
	
	
	
	
	-.92***
	(.12)
	
	
	-.90***
	(.11)

	Relational entry experience 
	
	
	
	
	
	
	
	
	
	

	x institutional transformation
	
	
	
	
	
	
	-.60***
	(.17)
	-.56***
	(.17)

	Privatization
	-.05
	(.17)
	-.04
	(.17)
	.02
	(.17)
	-.04
	(.18)
	.02
	(.17)

	Firm age
	-.19
	(.12)
	-.17
	(.11)
	-.19†
	(.11)
	-.16
	(.11)
	-.19†
	(.11)

	Firm size
	.23***
	(.06)
	.18***
	(.05)
	.19***
	(.05)
	.19***
	(.05)
	.19***
	(.05)

	Return on assets
	.65
	(.89)
	.78
	(.92)
	1.03
	(.92)
	.74
	(.89)
	.97
	(.89)

	Current ratio
	.22
	(.20)
	.16
	(.20)
	.17
	(.20)
	.16
	(.20)
	.17
	(.20)

	Debt to equity ratio
	.66
	(.66)
	.48
	(.50)
	.59
	(.53)
	.52
	(.53)
	.63
	(.55)

	Ratio of foreign sales
	.14
	(.45)
	.62
	(.43)
	.61
	(.43)
	.60
	(.42)
	.60
	(.42)

	Hierarchical entry experience in CEE
	-.20
	(.16)
	-.43*
	(.17)
	-.35†
	(.18)
	-.41*
	(.18)
	-.33†
	(.18)

	Relational entry experience in CEE
	-.24
	(.18)
	-.35†
	(.19)
	-.31†
	(.19)
	-.35†
	(.19)
	-.32†
	(.19)

	Int’l hierarchical entry experience
	.54***
	(.10)
	.43***
	(.10)
	.42***
	(.10)
	.42***
	(.10)
	.42***
	(.10)

	Int’l relational entry experience
	-.12
	(.09)
	-.14
	(.09)
	-.13
	(.09)
	-.13
	(.09)
	-.13
	(.09)

	Policy instability
	3.31†
	(1.73)
	3.27*
	(1.64)
	3.32*
	(1.69)
	3.26*
	(1.66)
	3.31†
	(1.71)

	GDP growth
	.00
	(.02)
	.00
	(.02)
	.00
	(.02)
	.00
	(.02)
	.00
	(.02)

	Ratio of FDI to GDP
	.35
	(.27)
	.19
	(.32)
	.15
	(.31)
	.20
	(.31)
	.16
	(.31)

	Intercept
	-11.86***
	(1.72)
	-13.39***
	(1.70)
	-13.89***
	(1.74)
	-13.46***
	(1.73)
	-13.94***
	(1.75)

	Fixed industry effect
	Included
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Fixed country effect
	Included 
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Fixed year effect
	Included 
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Number of firms
	215
	
	215
	
	215
	
	215
	
	215
	

	Log-likelihood
	-1341.79
	
	-1292.63
	
	-1282.83
	
	-1289.39
	
	-1280.36
	

	Likelihood ratio χ2
	
	
	98.32***
	
	117.91***
	
	104.79***
	
	122.86***
	


Notes: Standard errors are in parentheses. †p< .10, *p< .05, **p< .01, ***p< .001

Table 3: Results of discrete time logit analysis for relational entry attempts (N=26,312 spells)
	Variable
	Model 6
	Model 7
	Model 8
	Model 9
	Model 10

	Institutional transformation 
	
	
	-.19
	(.41)
	-.19
	(.41)
	-.17
	(.40)
	-.17
	(.40)

	Hierarchical entry experience
	
	
	-.54*
	(.22)
	1.45
	(1.49)
	-.45*
	(.19)
	1.07
	(1.32)

	Relational entry experience
	
	
	1.12***
	(.18)
	1.14***
	(.18)
	1.94*
	(.96)
	1.88*
	(.94)

	Hierarchical entry experience 
	
	
	
	
	
	
	
	
	
	

	x institutional transformation
	
	
	
	
	-.66
	(.53)
	
	
	-.51
	(.46)

	Relational entry experience 
	
	
	
	
	
	
	
	
	
	

	x institutional transformation
	
	
	
	
	
	
	-.28
	(.30)
	-.25
	(.30)

	Privatization
	-.01
	(.14)
	-.05
	(.15)
	-.05
	(.15)
	-.04
	(.14)
	-.03
	(.14)

	Firm age
	-.19†
	(.10)
	-.19†
	(.10)
	-.19†
	(.10)
	-.20*
	(.10)
	-.20†
	(.10)

	Firm size
	.04
	(.06)
	.05
	(.06)
	.05
	(.06)
	.06
	(.06)
	.05
	(.06)

	Return on assets
	-.80***
	(.19)
	-.84***
	(.18)
	-.84***
	(.18)
	-.84***
	(.18)
	-.84***
	(.18)

	Current ratio
	-.35
	(.29)
	-.34
	(.28)
	-.34
	(.28)
	-.33
	(.28)
	-.33
	(.28)

	Debt to equity ratio
	.21
	(.28)
	.09
	(.27)
	.10
	(.27)
	.13
	(.27)
	.13
	(.27)

	Ratio of foreign sales
	.03
	(.51)
	.13
	(.49)
	.13
	(.48)
	.05
	(.52)
	.06
	(.52)

	Hierarchical entry experience in CEE
	-.04
	(.23)
	-.28
	(.26)
	-.27
	(.26)
	-.30
	(.26)
	-.29
	(.26)

	Relational entry experience in CEE
	-.51*
	(.20)
	-.65**
	(.21)
	-.66**
	(.21)
	-.68**
	(.22)
	-.69**
	(.22)

	Int’l hierarchical entry experience
	.05
	(.13)
	.06
	(.13)
	.06
	(.13)
	.07
	(.13)
	.07
	(.13)

	Int’l relational entry experience
	.56***
	(.12)
	.49***
	(.11)
	.49***
	(.11)
	.49***
	(.11)
	.49***
	(.11)

	Policy instability
	2.73*
	(1.27)
	3.20*
	(1.33)
	3.20*
	(1.33)
	3.19*
	(1.32)
	3.19*
	(1.32)

	GDP growth
	.04*
	(.02)
	.05*
	(.02)
	.05*
	(.02)
	.05*
	(.02)
	.05*
	(.02)

	Ratio of FDI to GDP
	-.31
	(.35)
	-.22
	(.34)
	-.23
	(.34)
	-.26
	(.34)
	-.26
	(.34)

	Intercept
	-10.38***
	(1.46)
	-9.89***
	(1.71)
	-9.91***
	(1.70)
	-9.96***
	(1.71)
	-9.97***
	(1.70)

	Fixed industry effect
	Included 
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Fixed country effect
	Included 
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Fixed year effect
	Included 
	
	Included 
	
	Included 
	
	Included 
	
	Included 
	

	Number of firms
	215
	
	215
	
	215
	
	215
	
	215
	

	Log-likelihood
	-1043.98
	
	-1016.96
	
	-1016.67
	
	-1016.09
	
	-1015.95
	

	Likelihood ratio χ2
	
	
	54.03***
	
	54.62***
	
	55.77***
	
	56.06***
	


Notes: Standard errors are in parentheses. †p< .10, *p< .05, **p< .01, ***p< .001
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Figure 1: Moderating effect of hierarchical entry experience
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Figure 2: Moderating effect of relational entry experience

Appendix 1: The Distribution of Entry Strategies for the Firms in the Sample

	Country
	Entry Strategy
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	Total

	Bulgaria
	Hierarchical
	0
	0
	1
	2
	1
	1
	1
	1
	2
	3
	2
	3
	0
	0
	17

	
	Rational
	0
	2
	2
	5
	2
	0
	0
	2
	1
	0
	0
	0
	0
	0
	14

	Croatia
	Hierarchical
	0
	0
	0
	0
	0
	1
	0
	1
	0
	1
	0
	0
	1
	1
	5

	
	Rational
	0
	0
	0
	0
	1
	0
	0
	0
	0
	1
	0
	0
	0
	1
	3

	Czech Republic
	Hierarchical
	4
	5
	10
	10
	2
	6
	6
	7
	8
	7
	6
	6
	4
	3
	84

	
	Rational
	6
	12
	4
	8
	11
	4
	0
	4
	0
	3
	0
	1
	0
	0
	53

	Estonia
	Hierarchical
	0
	0
	0
	0
	0
	1
	0
	0
	0
	2
	3
	0
	1
	0
	7

	
	Rational
	1
	2
	0
	0
	0
	1
	0
	0
	1
	1
	0
	0
	0
	0
	6

	Hungary
	Hierarchical
	6
	4
	13
	9
	1
	9
	7
	2
	5
	9
	6
	5
	0
	0
	76

	
	Rational
	9
	23
	9
	10
	6
	1
	1
	2
	3
	4
	1
	0
	0
	1
	70

	Latvia
	Hierarchical
	0
	0
	0
	0
	0
	0
	1
	0
	0
	0
	0
	0
	1
	0
	2

	
	Rational
	1
	1
	1
	2
	0
	1
	0
	0
	1
	1
	0
	0
	0
	0
	8

	Lithuania
	Hierarchical
	0
	0
	0
	3
	0
	0
	1
	1
	0
	3
	0
	3
	0
	0
	11

	
	Rational
	0
	2
	0
	0
	2
	0
	0
	0
	2
	1
	0
	0
	0
	1
	8

	Poland
	Hierarchical
	1
	5
	6
	5
	2
	11
	11
	10
	14
	12
	14
	15
	9
	4
	119

	
	Rational
	7
	16
	7
	6
	10
	4
	3
	6
	8
	5
	0
	1
	0
	1
	74

	Romania
	Hierarchical
	0
	0
	0
	1
	1
	4
	2
	4
	0
	5
	1
	1
	1
	1
	21

	
	Rational
	3
	2
	4
	3
	2
	4
	1
	0
	1
	2
	0
	0
	2
	1
	25

	Slovak Rep
	Hierarchical
	0
	1
	2
	1
	1
	1
	0
	0
	2
	0
	2
	2
	0
	0
	12

	
	Rational
	1
	3
	2
	3
	2
	1
	1
	0
	2
	0
	0
	1
	0
	0
	16

	Slovenia
	Hierarchical
	0
	0
	0
	0
	1
	0
	0
	2
	0
	1
	0
	1
	1
	2
	8

	
	Rational
	0
	0
	0
	0
	0
	0
	0
	2
	0
	1
	0
	0
	0
	0
	3


Source: The Securities Data Corporation’s Worldwide database.
Appendix 2: Institutional Transformation in Selected Sample Countries 

	Country
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	Year of the first foreign acquisition entry

	Bulgaria
	1
	1
	1
	1
	2
	2
	2
	2.3
	2.3
	2.3
	2.3
	2.3
	2.3
	2.7
	1990

	Croatia
	1
	1
	1
	1
	2
	2
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	1992

	Czech Republic
	1.7
	2
	2
	3
	3
	3
	3
	3
	3
	3
	3.3
	3.3
	3.3
	3.3
	1992

	Estonia
	1
	1
	2
	3
	3
	3
	3
	3
	3
	3
	3.3
	3.3
	3.3
	3.3
	1990

	Hungary
	1.7
	2
	3
	3
	3
	3
	3
	3
	3.3
	3.3
	3.3
	3.3
	3.3
	3.3
	1990

	Latvia
	1
	1
	2
	2
	2
	2
	3
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	3
	1994

	Lithuania
	1
	1
	1
	2
	2
	2
	3
	2.7
	2.7
	2.7
	2.7
	2.7
	3
	3
	1993

	Poland
	1.7
	2
	2
	3
	3
	3
	3
	3
	3
	3
	3
	3.3
	3.3
	3.3
	1990

	Romania
	1
	1
	1
	2
	2
	2
	2
	2
	2
	2
	2
	2
	2
	2
	1992

	Slovak Republic
	1.7
	2
	2
	3
	3
	3
	3
	2.7
	2.7
	3
	3
	3
	3
	3
	1992

	Slovenia
	1
	1
	1
	2
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	2.7
	3
	3
	1992


Source: Progress in transition--Governance and enterprise restructuring index, EBRD Transition Report (various issues) and WIR (2005).
Note: The classification of transition indicators uses a scale from 1 to 4.3, where 1 implies little or no progress with reform and 4.3 implies a market economy. A rating of 4.3 indicates the country has achieved standards and performance typical of advanced industrial economies (EBRD, 2002).
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