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ABSTRACT

In today’s globalized market place, it is of upmost important to learn how to approach a
foreign market as well as what will have an effect on your methods of entry into this one.
This project has sought to understand how the internationalization of globalizing
internationals is seen affected when entering the BRIC emerging markets. There has been
little research, prior to this study, looking into the foreign operation methods used by
globalizing internationals when entering the BRIC countries as well as the influencing
factors affecting these decisions. In order to gather data for the study, 12 semi-structured
interviews were conducted on experienced workers from one case company. This allowed
the data to have a bigger depth and provided a better understanding of the topic. The
gathered data was organized into categories created thought the study’s theoretical
framework and then analyzed in order to test the different hypothesis. In order to analyze
the case company’s data, this study looks into their internationalization process, the effect
that the change from an international to a global company has had on their operating
methods, what motivates them to enter BRIC countries, what influences their entry mode
selection into these countries, how they develop these operation methods as well as, why
and when they re-evaluate and modify their entry method strategy. This study found that
the main reason to enter the BRIC countries was the market potential as well as market
access, and the customers’ location. Furthermore, some of the biggest influencing factors
were the government and regulations, as well as the country’s economic development.
Last but not least, the interviewees found that the most common reasons for FOM change
were in order to react to a changing situation, divest from an undesired partnership or
improve their governance. Method combination has only been tested to be used in order
to manage unrelated business units. While the findings cannot be generalized, as they are
based solely on one case company, this study sets the grounds for future research done
on other markets and other companies.

KEYWORDS: Internationalization, Globalization, Foreign business operation modes,
Globalizing internationals, BRIC countries, emerging countries, influencing factors,
mode package, mode switching.






1. INTRODUCTION

During the 20" century, the presence of internationalizing local companies started
increasing, later to be known as traditional internationalizing companies (Johanson and
Vahlne 1977).

Both internationalization and globalization are largely studied topics in the academic
world (Johanson and Vahlne 1977; Beamish and Calof 1995; Johansson and Vahlne 1990;
Luostarinen 1979; Cavusgil 1984; Douglas and Craig 1996; Albrow 1990; Holton 1998;
Gaburro and O’Boyle 2003; Knight and Liesch 2016). Internationalization can be
understood as all those activities in a company containing foreign operations (Turnbull
1987) as well as the increasing involvement in international operations (Luostarinen and
Welch 1988). Globalization is different than internationalization in many ways, some say
that this one is an “advanced form of internationalization” (Dicken 1992), however,
globalization requires a higher degree of integration within the company’s foreign

activities (Clarck 1999).

The research of the above has been initially focused on MNCs and already global
companies (Gabrielsson 2004) to then be categorized into traditional internationalizers
(Johanson and Vahlne 1977; Chetty and Campbell-Hunt 2004), globalizing internationals
(Gabrielsson 2004; Gabrielsson et al. 2006; Gabrielsson et al. 2012; Gabrielsson and
Gabrielsson 2004), born globals (Welch and Luostarinen 1988; Rennie 1993; Oviatt and
McDougall. 1994, 2004; Knight and Cavusgil 2004; Knight et al. 2004; Chetty et al. 2004;
Mehali et al. 2005; Rialp et al. 2005; Luostarinen and Gabrielsson 2006) and born-again
global firms (Bell and McNaughton 2001; Jautunen, Nummela, Puumalainen and

Saarenketo 2008; Gabrielsson, Kirpalani, Dimitratos, Solberg and Zucchella 2008).

While traditional internationalizers and born globals have a lot of literature research done
on them, just a few academic articles can be found linking globalizing internationals to
foreign business operation methods. Furthermore, there is a lack of literature studying
globalizing internationals entering BRIC emerging markets as well as what influences

this method selection. Therefore, the aim of this master’s thesis will be to investigate what
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foreign operation method globalizing internationals use when entering BRIC emerging
markets as well as what influencing factors have an effect on this method selection.

For instance, Liu et al. (2011) studied the ownership, strategic orientation and
internationalization of firms in emerging markets; to be more specific, they did a survey
with Chinese companies, in which they concluded that “ownership structure, specifically
ownership concentration and CEO ownership, can lead firms to choose different strategic
orientations”. However, those were not the only findings; they also stated that
“entrepreneurial orientation directly promotes a firm’s internationalization activities”.
(Liu et al. 2011.) On the other hand, no linkage was made between these findings and a
specific FOM. Gabrielsson et al. (2012), state that the internationalization method a firm
uses will vary depending on what type of firm we are facing; a traditional firm, a
globalizing international or a born global, as explained above. However, they do not link
this research to a BRIC country neither to a specific FOM or potential influencing factors

affecting their success in the market.

Despite many studies show that cultural differences are one of the leading causes and
influencing factors for internationalization failure, there are many other factors that play
an important role during that process (Tihanyi et al. 2005). Governments, global and local
economies, competitors, company capabilities, among many others, are just a few
influencing factors that a company should take into consideration when internationalizing
or when choosing a specific business operation mode (Enderwick 2007; Martin and
Rogers 2000; Ramey and Ramey 1995; Pallage and Robe 2003; Harvey 1995).

Wright et al. (2005) emphasize the increasing importance of emerging economies in their
study; they remark the fast growth of 50 emerging economies and their possible
importance in the large scale economy. They divide their study based on four strategic
options: “firms from developed economies entering emerging economies, domestic firms
competing within emerging economies, firms from emerging economies entering other
emerging economies and firms from emerging economies entering developed

economies”. (Wright et al. 2005.) While this study is 10 years old, they raise some



11

interesting issues that could be further developed; for instance, the internationalization
mode companies decide to use.

For the purposes of this research, this one will be focused solely on the BRIC countries;
these are Brazil, Russia, India and China (Statista 2015; O’Neill 2001). China is
considered one of the biggest markets in the world with still increasing potential (Wilson
and Purushothaman 2003; O’Neill 2011)- While China keeps being the leading emerging
market, their economy is stalling, therefore, the ones following like India, Brazil and
Russia might become more attractive to investors. These BRIC contain the manpower
that companies are looking for when expanding their business, as well as the lower prices.
(Agility 2015.)

All'in all, emerging markets are a very interesting topic for research, given the amount of
opportunities they offer to both new and mature businesses. Furthermore, it is of great
importance to be aware that, regardless of how attractive these countries may seem, they
also have their downsides; corruption, poor infrastructures, poor and uneven economic
development or even bad connectivity, are just some of these. This is why, in order to
assess what business operation modes companies might include in their strategic
decisions, they must balance these influencing factors first. (Cavusgil et al. 2002; Zahra
1991; Zahra 1993; Zahra, Neubaum and Huse 1997; Cavusgil 1985; Johanson 1997; Van
Wood and Goolsby 1987.)

1.2 Research question and objectives

The main purpose of the study is to identify those business operation modes that work
better for Globalizing Internationals when entering the BRIC emerging markets. This
research strives to show the most important influencing factors that enhance or disturb
the success or failure of companies when choosing a foreign operating method in order

to internationalize.



12

The different business operation methods are generally well known to scholars and
companies using them. However, little is researched about business operation methods in
emerging markets and their influencing factors. Therefore, the main research question

will be as follows:

What influencing factors have an effect on the foreign operation method
chosen by globalizing internationals when entering the BRIC emerging

markets?

In order to provide answers to the above mentioned research question, sub-

objectives will be listed below in order to create a clear pathway for the thesis:

e ldentifying how the change from internationalization to globalization has
had an effect on the operation methods used.

e Examining internal and external influencing factors, as well as market
characteristics, that play an important role in the process of
internationalization for globalizing internationals in the BRIC emerging
markets.

e Studying what role mode switching and mode combination play into the

internationalization process of a company.

By answering to these objectives, | believe that | will be able to create a model that
showcases the process of internationalization and its challenges for globalizing

internationals in emerging markets.

1.3 Delimitations

This study will only focus its empirical research on one single case study and the country
conditions in the BRIC emerging markets, therefore, while generalizations could occur to
refer to similar conditions, the data collected will only correspond to this one case. This
research will also focus on the field of internationalization, as well as the field of
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macroeconomics and culture. This research will not be set from the point of view of

marketing neither other fields unrelated to the ones mentioned above.

It will be set on the organizational need for growth and in the globalization context, in
which companies seek new and innovative ways to move across borders successfully to
establish new business branches abroad. This research will also cover those influencing
factors that affect the process of internationalization in emerging countries; it will not
cover companies expanding in already-developed countries. This research will be based
on several internationalization theories like the Uppsala model (Johanson & Vahine
1977), and the globalizing international approach (Gabrielsson et al. 2012). Furthermore,
it will include business operation modes theory like the concept of franchising, exporting,

licencing, FDI, joint venture, among other.

In order to acquire the needed knowledge about the case company in emerging markets,
qualitative methods like the interview will be used. Therefore, any quantitative study will
not be regarded in this project. All the knowledge gained throughout the project will be
used to create an original model to help gain understanding over what has an effect over
the success or failure of a company expanding to a BRIC emerging market.

1.4 Definitions

In order to lay out the main theories and models, as well as concepts that might be used
in the thesis, following there will be short definitions of these explaining the main key

ideas.

Luostarinen and Welch (1988: 84) stated that internationalization can be understood as
“the process of increasing involvement in international operations”. Beamish and Calof
(1995), tried to re-invent this definition by saying that internationalization is the process
of firm operation adaptation into international markets. Globalization can be understood

as a more advanced formed of internationalization (Dicken 1992); globalization demands
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a higher degree of integration across the company’s functions and economic activities
(Clark 1999).

The Uppsala model was defined by Johanson and Vahlne (1977) and this one describes
internationalization from an evolutionary and learning point of view. Its main goal is to
study the way in which an organization gains their knowledge through their international
operations. A globalizing international is that company that had a slow start set in the
local country, like a traditional company, to then have a rapid globalization growth. A
traditional internationalizer, could be understood as that company with a long history in
the local country and that slowly internationalizes. However, these companies do not
reach the global status. Generally, they only reach international status. (Gabrielsson et al.
2012.) Many define born globals as a company that has gone global within the first years
since their inception an about 25% of their sales are from exports (Knight et al. 2004).
However, other scholars say that they must have an export-to-domestic sales of fifty

percent (Gabrielsson & Gabrielsson 2004).

An MNC, or a multinational corporation, can be understood as a corporation whose
facilities, as well as other company assets, are found in at least one country that is not the
home country (Aharoni 1971). These companies tend to be rather large corporations that
account for a big number of employees. An SME, or small and medium enterprises, can
be understood as a company that keeps their income under a certain standard. In the
European Union, small-sized company is defined as an organization that accounts for less
than 50 employees, while a medium-sized company is that one that accounts for less than

250 employees. (Européische Kommission 2005.)

A foreign operation method is that arrangement that a company uses when expanding
their business across their national border. These operation methods can be used as
individual or as packages, meaning that a company may combine more than one in order
to enter a certain market. (Welch et al. 2007; Petersen & Welch 2002.)
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1.5 Thesis structure

This report will be clearly divided into 5 parts; initially, there is the introductory section
in which the background of the study is explained and the research question and
objectives are laid out. In this section there are also the main definitions, delimitations of
the study and the report structure. The next section of the study is the theoretical setting
of the thesis, in which all the relevant theories are defined and explained with real
examples. The third section is the methodology section; in here the method of research
is explained. The fourth section contains the empirical results of the study and the analysis
of the research findings. Last but not least, there will be the summary and conclusions
section, in which the managerial implications of this research as well as the limitations of

this one will be explained. (See figure 1)

Section 1

Section 2

Section 3

Section 4

Section 5

*INTRODUCTION
ebackground, research question & objectives, delimitations, definitions

*THEORETICAL SETTING
einternationalization & mechanisms, FOM, influencing factors & BRIC countries

*METHODOLOGY
eresearch design, sample, data analysis, reliability and validty

*EMPITICAL RESULTS AND ANALYSIS
ecase company introduction, interviews reviewed, hypothesis testing

*SUMMARY AND CONCLUSIONS
econclusions, managerial implications, limitations, future studies opportunities

Figure 1: Thesis structure
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2. THEORETICAL SETTING OF THE THESIS

Before getting to the empirical part of this study, the main and most relevant theories for
this will be defined in this section. It is important to understand what internationalization
is before analyzing how it is done. Also, this section will provide a deeper understanding
on what foreign operation methods are and what types exist. Lastly, this part of the project
will also provide an understanding on what are the internal and external influencers that

affect a company’s decision when internationalizing.

2.1 From Internationalization to Globalization and dimensions

Internationalization is a very broad word and can be defined in several different ways.
Many scholars have defined this word from different points of view and in this section
these different definitions will be collected and compared in order to get a general idea of

what internationalization is and what it implies.

Some used internationalization in order to explain the outward activities in a company’s
foreign operations (Turnbull 1987). Nevertheless, Luostarinen and Welch (1988: 84)
created an early definition for internationalization stating that this one was understood as
“the process of increasing involvement in international operations”. Despite this
definition being a very broad statement, it provides a simple view of what this process is
about. They also stated that in order to assess the degree of internationalization of a
company, one should look at their foreign sales and compare it to their total sales
(Luostarinen and Welch 1988: 85). Beamish and Calof (1995), explained that
internationalization can also be understood as a form of de-investment, therefore they
created an even broader definition for this term; saying that internationalization is “the
process of adapting firms’ operations (strategy, structure, resource, etc.) to international

environments”.

Johansson and Vahlne (1990) complemented the above definitions by adding that this

internationalization process is executed differently depending on the company’s strategy;



17

some firms do it thought the establishment of subsidiaries or joint ventures, via licensing
agreements or other foreign operation methods.

However, the above definitions are not the only definitions as this topic has been widely
researched (Johansson and Vahlne 1977; Luostarinen 1979; Cavusgil 1984; Johanson and
Vahlne 1990; Andersen 1993). The traditional views on the process of
internationalization have prevailed and are today the basis of newer researches (Knight
and Liesch 2016).

Taking all the above definitions into account, one can say that internationalization in a
company setting is that activity which corporations use in order to operate across national
borders, as well as to make their products and services more globally likeable to other

culture, making it easier for a corporation to adapt in a foreign country.

There has been a lot of talk about the “global-market-place”, in which companies view
the world as one market (Cragg 1998). The global market has become increasingly
populated by companies of different sizes, different industries as well as different
nationalities; these companies have developed specific strategies that allow them to
compete effectively in this global market place (Douglas and Craig 1996). Globalization
signifies the winning of a “capitalist world economy tied together by a global division of
labor” (Wallerstein 1974) in a set time and space (Harvey 1989; Holton 1998); in other
words, globalization can be understood as “all those processes [in which people] are
incorporated into a single world society” (Albrow 1990; Holton 1998). Dicken (1992),
stated that globalization differs considerably from internationalization; globalization is
considered a “more advanced and complex form of internationalization” because this one
demands companies a higher degree of functional integration amongst their
internationally spread economic activities (Clark 1999). Globalization simplified can be
understood as a borderless world (Giddens 1990; Appadurai 1990; Ohmae 1992; Chang
2004).

Oman (1996) defines globalization as that accelerated growth of certain economic
activities across both national and regional borders. It can be distinguished by the

increased movement of goods and services, both tangible and intangible. Globalization is
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a reality because of the actions of governments in reducing movement impediments as
well as the facilitation of technological progress in transportation and communication.
(Oman 1996). In other words, it is the process that corporations implement in the moving
of their factories and products around the world at a higher rate than ever before in order
to seek cheaper labor and raw materials (Ritchie 1996). More recent academic works have
defined globalization as “the establishment of the global market free from sociopolitical
control” (Nikitin and Elliott 2000; Gaburro and O’Boyle 2003), the “process of cross-
cultural interaction, exchange and transformation” (Cooppan 2001) as well as the
integration of the world economy (Gilpin 2001). Globalization is translated into mass
migration, multiculturalism and cosmopolitanism (Szeman 2003). Nayed, Rodhan and
Stoudmann (2006), after a very thorough review on previous literature, created their own
defition of globalization saying that this one is “a process that encompasses the causes,
course and consequences of transnational and transcultural integration of human and non-

human activities”.

Internationalization is usually seen as bi-dimensional: geographically and based on the
mode of operation (Vahine et al. 2011). However, Porter (1986 a, 1986 b) stated that
internationalization accounts for two more dimensions, configuration and coordination;
configuration stands for the design of the value chain and coordination is creating a role
and functions-adjusting system of interdependent units. Other authors like Porter (1986)
or Kutschker (1994) also defined internationalization and, furthermore, they defined
several different dimensions to internationalization. These dimensions are: the number
and the geographic-cultural distance of the organization within the foreign market they
are entering, the extent of value added in these markets and the degree of integration the
corporation has (Kutschker et al. 1997: 104-105).

Globalization, together with the internationalization dimensions already mentioned, is
completed by many different variables; the economy, culture and politics of the foreign
markets are just a few of these variables. Furthermore, companies need to consider media
and the public opinion, population growth, urbanization, education, among many other.
(Chhabra 2015.)
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Distance is the first dimension categorized by Kutschket et al. (1997). Several studies
expressed the importance of understanding the term psychic distance; this talks about the
language differences, different education levels and business practices within countries,
different cultures as well as different industrial developments (Johanson & Vahlne 1977;
Johanson & Wiedersheim-Paul 1975; Richardson 2014). The above mentioned difference
mark the pace and type of internationalization a company might implement (Richardson
2014).

The degree of internationalization or globalization a company has depends on several
things; for instance, a company is generally considered more or less international by
evaluating how many different countries they are conducting business in. On the other
hand, the number of countries is not enough; this number goes hand in hand with the
geographic and cultural distance between these countries and the home market.
(Kutschker et al. 1997: 105.) For example, a company conducting business in Japan,
USA, Brazil and South Africa would have a higher degree of internationalization than a
European company conducting business only within European countries. Cultural
distance, both high and low, can be a major deciding factor in internationalization success
or failure (Wang and Schaan 2008). Studies have demonstrated that companies often
choose highly cultural distant markets quite soon in their internationalization strategy
(Ojala, 2008; Ruigork & Wagner, 2003; Zou & Ghauri, 2010).

Next, he defines value-added activities; these are used in order to assess the involvement
of a company in a certain foreign market, as their activities can go from only exporting
to a self-sufficient subsidiary. These value-added activities are purchasing, research and
development, manufacturing, logistics and sales. (Kutschker et al. 1997: 105.) The more
activities a company sets in a certain foreign market, the more value-added the
organization is dedicating to that market. One has to take into account, that one of the
most important activities for the internationalization process to work is the decision to
invest into cross-border activities rather than granting licenses on the company’s
products. (Dunning 1998; Hassel, Hopner, Kurdelbusch, Rehder and Zugehdr 2003.)This
gives the company a set of skills and knowledge that otherwise cannot be acquired.
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The third dimension considered by Kutschker et al. (1997: 107) is the degree of
integration across borders that the organization has. They proposed to divide the degree
of integration in four different aspects: (1) integration increases with the intensity of flows
of resources within the corporation, (2) the integrating effects increase with the number
of people involved in the exchange of resources and information, (3) the more common
knowledge and shared corporate values the people in the organization have, the higher
the degree of integration and, (4) the greater the “built-in-flexibility of the corporation’s
infrastructure is” the greater the integration level will be. (Kutschker et al. 1997: 107.)

The fourth dimension, time, is added to the three-dimensional matrix above explained
due to the need of understanding the process of internationalization along time not only
at a certain point in time. Therefore, in order for the three dimensions to make sense in
the course of time and be able to see the evolution of a company, scholars have added
time to the mix. (Kutschker et al. 1997: 108.) Timing and pace characterize a company’s
path to internationalization; furthermore, they help classify companies based on their

internationalization patterns (Hewerdine and Welch 2013).

2.2 Mechanisms of internationalization

In order to expose the basic assumptions and limitations of each approach, one has to first
expose these approaches. The internationalization approaches we will be looking at will
be: the OLl/eclectic approach, the Uppsala model and the network model and the Born

Global approach.

2.2.1 The Uppsala Model

The Uppsala model is one of the most researched four theories of internationalization,
other approaches discussed by many scholars are: the eclectic paradigm and transaction
cost analysis, the interactive network approach of the International Marketing and

Purchasing (IMP) group as well as the business strategy approach (Whitelock 2002).
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The Uppsala model was defined by Johanson and Vahlne (1977) after having conducted
some empirical research on several Swedish manufacturing firms from their studies at the
international business department of Uppsala University. One of their most basic
assumptions within the model was that “the lack of knowledge is an important obstacle
to the development of international operations” (Johanson et al. 1997: 23). This model
describes internationalization from an evolutionary and learning point of view. One of
the central aims of the Uppsala model is to assess how an organization learns and acquires

knowledge through their different international operations.

Johanson and Vahlne (1977) argued that there are four key features of the Uppsala model;
one of the features is that companies improve and develop their foreign activities over
time as well as in an incremental way, and that they base it on their knowledge
development. They also argue that this development is explained by the company’s
psychic distance, meaning that firms develop first to markets that are psychically

relatively close and into those more distant markets as their knowledge develops.

STATE CHANGE

Dynamic Capabilities Commitment

_Opportunity Decisions

-Development capability

-Internationalization
capability

-Networking capability

-Operational capabilities

-Reconfiguration
-Change of coordination

Network Position Inter-organizational

-Inter-organizational RICS

network position
-Intra-organizational

network position
-Network power

-Learning
-Crediting
-Trust-building

Figure 2: The Uppsala model updated

(Johanson & Vahlne 2013)

Some assumptions from in the Uppsala model are that the model is based on behavioral

theories and an incremental decision-making process but competitive market factors are
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not so taken into account. Also, in this model there is a learning process from the export
to FDIs. (Hollensen 2014.)

When it comes to the limitations of the model, there are two types of limitations;
theoretical and empirical. At the theoretical level, there are no market or firm
contingencies, there is also a high subjectivity when it comes to psychic distance, and this
approach is focused mainly on firms on the early stages of internationalization. This
approach is also not valid for service industries. On the empirical level, this approach is
too deterministic; it has a narrow chain establishment and a high homogeneity on the
trends. (Mellahi et al. 2005.)

When looking at the Uppsala model, one can see that this one encourages the pattern of
chain establishment and it suggest four ways companies can go; on the one hand, a
company can choose to not have regular exports which would imply a null or low
commitment of resources as well as no need of a regular information channel on a certain
market. Another possibility would be export via independent representatives which would
imply the need for regular information about the amount of sales as well as possible
influencing factors that might affect the deal. These two types of export would be patterns
of a traditional company. (Johanson et al. 1977.) A traditional company could be
understood as that one slowly internationalizes but does not reach the global status
(Gabrielsson et al. 2012). Because Kalevala Jewelry, a Finnish company, has all their
operations in Finland and only accounts for 20% of foreign exports in total, it is
considered to be a traditional international company with a slow internationalization

process (Kalevala Jewellery 2015).

A third possibility would be establishing a sales subsidiary in the foreign market which
would require a controlled information channel to that market as well as a direct
experience of the resource influencing factors. Lastly, there is the possibility to establish
the production or manufacturing in the foreign market directly; however, this option
requires a larger resource amount and commitment. (Johanson et al. 1977.) The last two
types of patterns could be understood as globalizing international. A globalizing

international is that company that has started slow, like a traditional company, to then
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have a rapid globalization growth. (Gabrielsson et al. 2012.) The Finnish MNC Wartsil&
has a long history in the market with almost 200 years of history. It started as a traditional
company, slowly evolving and slowly moving operations abroad, until the late 20th
century when they saw a rapid increase in their global operations. This is why Wartsila
would still be categorized inside the Uppsala model as a globalizing international.
(Wartsila 2015.)

2.2.2 The Oli Eclectic Approach

This approach has been, for many years, the predominant framework that has been used
by multinational companies in order to understand a variety of economic theories and
determinants of foreign direct investments as well as foreign activities. This approach
tries to explain “the extent, form and pattern of international production” and it set on the
“juxtaposition of the ownership-specific advantages of firms contemplating foreign
production [...] the propensity to internalise the cross-border markets for these, and the
attractions of a foreign market for the production” (Dunning 1988). This approach bases
its international market entry decisions in a rational manner and on the cost of the
transaction (Whitelock 2002).

This approach states that “the extent, geography and industrial composition of foreign
production undertaken by MNEs is determined by the interaction of three sets of
interdependent variables”. The first variable is the competitive advantages — ownership
advantages - of a certain enterprise when wanting to do an FDI; the bigger the competitive
advantage, the more chances to succeed in engaging in an FDI. The second variable is the
locational attractions that different countries or country regions have when a
multinational is considering where to set their value-adding activities. Lastly, the third
variable from the OLI approach is the framework or international advantages offered by
this one in order for multinational companies to be able to find alternative ways to
organize the realization and exploitation of their main core competences. (Dunning 2000:
163-164.)
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Figure 3: The OLI-Eclectic approach: 3 influencing factors

(Adapted from Dunning 1979; Dunning 2001)

The OLI / Eclectic approach has as well some assumptions and limitations that helped
shaped it. One of the main assumptions is that interaction counts when it comes to
internationalization, however, none of its literature can prove that. Furthermore, this
approach is based on a combination of different theories in order to provide a more
comprehensive explanation, however, these theories explained separately do not provide
a clear model. When it comes to limitations, this model is not created thinking of the long-
term process of international expansion and it focuses mainly on production. What is
more, the study backing this approach is mostly done on multinational companies.
(Dunning 2000.)

When looking at the OLI/eclectic approach a clear pattern of investment shows, however,
this pattern varies depending on the context this one is found; for instance, as already
mentioned above, the greater the competitive advantages of the firm, the greater the
opportunity of this firm to engage or increase their foreign production. This would lead a
firm to increase their amount destined to investment, as in order to create competitive

advantages one needs to dedicate resources to them. (Dunning 2000.)
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A good example of prioritizing and good allocation of resources in order to create
competitive advantages is the one of Salcomp. In 1983 Salcomp was acquired by Nokia
and by 1988 they became the world’s first switch mode quick charger for mobile phones.
In 1998 they began their contract manufacturing in China and by 2002 they opened their
own production plant in China. In 2004 they stopped their manufacturing activities in
Finland and they began to expand further; Brazil, Taiwan, other business activities in
China like an R&D centre. (Salcomp 2015) China in particular, provides a lot of cheap
labor together with a very big growing market, which makes it possible for a country like
Finland to compete in it (Eurofund 2003).

2.2.3 The Network model

According to the network model approach, “internationalization of the firm means that
the firm establishes and develops positions in relation to counterparts in foreign
networks”. This just described can be achieved through the creation of positions that
relate to the counterparts in national nets that may be unknown or new to the firm
(international extension), another way to do so would be by developing the already
existing positions and increasing the amounts of resources in the foreign nets
(penetration) or it could also be done by incrementing the co-ordination between positions
in the different national nets (international integration). (Johanson & Mattsson 1988.)

One of the greatest assumptions of this approach is that they state what keeps a network
together are technical, economic legal and personal ties. However, that is a very
subjective statement as there might be many other reasons why networks are created and
why they stay together. Another assumption of the study is that the manager’s influence
on the personnel is mostly stronger on the beginning, however, later on routines and
systems are an important influence. Again, another subjective thought, as a good manager
should always have an influence over their employees and the processes of the company.
The last assumption is that the development of the firm is dependent on the market
position of the network. While this might be partly true, there are so many other factors
affecting a firm’s development; quality of the products, loyal customers, innovative

thinking, good partnerships, etc. (Johanson & Mattsson 1988.)
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As in every study, this approach has several limitations if it wants to be implemented.
The influence individuals may have over a company can sometimes be neglected and,
therefore, it becomes quite challenging to choose what countries to enter and what entry
modes to use when doing so. Furthermore, some companies have a hard differentiating

between changes and drivers of change. (Johansson & Mattsson 1988.)

Country B

mental supplier

Country D

Figure 4: Example of an international network

(Hollensen 2007: 71)

One of the patterns that companies follow when using networks would be an acquisition
or a strategic alliance in order to gain innovative technology or the knowledge to build
that technology, much needed for their internationalization (Chetty & Stangl 2010). By
using networks, companies can share information and gain new knowledge that helps

them build stronger competitive advantages (Johansson & Mattsson 1988). Taking into
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account Kutschker et al. (1997), VACON (2015a) would be considered to have a high
degree of distance as they are present in several countries with different cultural
backgrounds all around the world and with high cultural distance. The amount of value-
added activities in different geographical and cultural areas is high, therefore VACON’s
level of internationality is also high. Last but not least, one must consider the level of
integration of the company; given that they have so many sales representatives and
partners in many different countries, one could say that they are well-integrated locally
and they are able to reach their local customers’ needs making them again a highly

internationalized company. (Vacon 2015b.)

2.2.4 Globalizing Internationals

For the purposes of this research, the focus will be set on the globalizing internationals
company type. A globalizing international company is that one that has started the
internationalization of their businesses within “its home continent after the domestic
period and only then started to globalize outside its home continent” (Luostarinen and
Gabrielsson 2002). In order for globalizing internationals to live up to their full potential,
they must have a “well-planned global strategy”. Even if resources availability is not an
issue for these type of companies, they face big managerial challenges; because they tend
to be big companies in size and have many international business portfolios, they need to
assess the new global customer’s needs and focus on the products that meet those
requirements before internationalizing. (Gabrielsson and Gabrielsson 2004.) Globalizing
internationals can be considered global when “over 50% of their asles are derived ourside
their home continent from many foreign countries (Gabrielsson et al. 2004; Luostarinen
and Gabrielsson 2002).

Gabrielsson et al. (2004) described the development process of globalizing internationals
as a three-phase model they called “global expansion”. Phase one is the international
market entry phase; in this phase, the company aims to expand geographically into the
target international markets. Phase two was called international market penetration stage;
once the company has begun their international expansion, they start looking for new
growth potential as well as further expansion in countries they are already operating in.

The global alignment phase is phase three; this phase “is characterized by the adoption of
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a global orientation in strategy development and implementation”. (Gabrielsson et al.
2004.) This global strategy grants the company with an opportunity to be able to give

better service to their customers abroad (Yip 1989).

The behavior of globalizing internationals is different from that one of born global
companies (Gabrielsson and Gabrielsson 2003); as born globals are companies that
started their globalization activities without going through any domestic phase or

internationalization phase (Gabrielsson et al. 2006).

Traditional Internationalizer Globalizing International

@ - International "Wl G|ohal Phase
Expansion
Born global

Figure 5: Understanding the globalization paths model

(Adapted from Gabrielsson et al. 2012)

2.3 Foreign Business Operation methods

A foreign operation method can be understood as the organizational arrangements that a
company uses in order to create or conduct an international business activity. Sometimes
companies use package operation modes, meaning that they use more than one method to
enter a country. (Welch et al. 2007; Petersen & Welch 2002.) Root (1994) defined an
operation mode as “an institutional arrangement that makes possible the entry of a
company’s products, technology, human skills, management, or other resources into a
foreign country”. Cavusgil et al. (2002) divided the different operation methods into three

categories: contractual modes, exporting modes and investing modes. This section’s goal
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Is to provide a deeper understanding into each operation method, therefore, each type will
be explained as well as the strengths and weaknesses of each mode. (See Figure 8)

Exporting Contractual
modes modes

* Indirect * Franchising

* Direct * Licencing
» Own sales offices « Management
/ Subsidieary contracts
* Subcotnracting
* Project operations
« Strategic allia

Figure 6: Foreign business operation methods classification

(Adapted from Welch et al. 2007)

2.3.1 Exporting

Exporting is one of the less risky and most used modes of internationalization and it
simply means the shipment of goods out of a country. The seller of these goods is called
the exporter and the goods’ receiver is the importer. The goods are sold from the home
country of the exporter to another market of interest. (Joshi 2005; Knight & Cavusgil
2005.) There are many reasons why exporting should be used, especially for new firms
lacking resources (McCann 2013). It is a way to gain international experience and the
firm gains the ability to develop their products at a low cost while differentiating them.
This entry method requires a very little initial investment if compared to other methods
of expansion. However, given that the risks taken with this method are lower so are the
returns on the investment. While managers can have a great operational control, they lack
marketing control, given that it is hard to exercise control over how the importer will
market the product. (Welch et al. 2007: 239.)
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It is arguably harder for SMEs to sell goods or services to foreign markets rather than to
the domestic market. This is because these companies do not have the resources to invest
on acquiring the necessary knowledge from the target market; trade regulation, cultural
differences, or simply language differences may place high barriers when exporting.
(Daniels et al. 2007.) Furthermore, once the product is exported, the exporter faces the

risk of imitation or misrepresentation of their product (Welch et al. 2007: 247).
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Figure 7: Export operations

Intermediary

(Adapted from Welch et al. 2007)
Indirect exporting is that method in which the exporter uses domestic-based
intermediaries to market his products (Welch et al. 2007: 251). According to a study by
Luostarinen et al. (2004) on Finnish industrial SMEs, 35.3% of these companies used

indirect exporting through domestic-based intermediaries.

Because indirect exporting is slightly more complex and it includes 3™ parties, there are
several types of indirect exporting that exporters can choose from; Export Trading
Companies support the exporter throughout the whole exporting process. These type of
intermediaries are very attractive with new-comers and companies with not much
experience exporting. Export Management Companies are similar to export trading
companies, however, they do not work with export credit risks and they only work with
one type of product, not competing ones. (Foley 1999.) Export Merchants are importers
who buy products straight from the exporter for later re-selling it under their own brand.

Confirming Houses are firms in the exporter’s country that act like agents as well as a
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guarantor for an importer as they pay the bill on behalf of the importer, eliminating then
the credit risk. Lastly there are the non-conforming Purchasing Agents; these companies
are similar to confirming houses, however, that they do not pay the exporter directly; the

importer and the exporter deal with the payments directly. (Salomon 2006.)

Direct exporting is the simplest mode of export in which the exporter ships his products
from the home country to the foreign country with no intermediaries involved, meaning
that the exporter deals directly with the foreign customer (Cullen et al. 2011; Welch et al.
2007: 264; Root 1994:75-78).

Because this method is simple and no 3™ parties are involved, there are not many types
of direct exporting. Sales representatives are representing the foreign suppliers or
manufacturers in their local markets and get paid based on a commission from the sales.
They help the manufacturer with services about customs formalities, legal issues,
advertising, etc. Then there are the Importing distributors; this type of distributors
purchase the product from the exporter and then resell it in their local markets to retailers

or wholesalers. (Reynolds 2003.)
2.3.2 Contractual modes

Contractual modes include, for instance, franchising, licensing, management contracts,
subcontracting, project operations and strategic alliances. The main difference between
contractual agreements and exporting is the type of services transferred; in contractual
agreements not only goods are transferred but also the company’s know-how. (Root 1994:

26; Pan and Tse 2000) Below, each contractual method will be explained.

Franchising is a very common entry strategy for those who start a business either in their
home country or in a host country, especially if they are planning to operate in a very
competitive market (Welch et al. 2007: 51). A franchise is a type of business licence that
the franchisee acquires in order to have access to the franchisor’s intellectual property,
processes and trademarks (Welch et al. 2007: 52). This is done so that the franchisee can

sell a product or provide a service under the same business name as the franchisor. In
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exchange for the license the franchisee has to pay to the franchisor an initial start-up sum
as well as annual royalties on the products sold (Michael 2003; Root 1994:134).

The franchisee can choose to either get only the trade name of the company, in which
case they are allowed to operate under the same trademark but they do not receive the
whole business system from the franchisor. They can acquire the business format
franchising, where the franchisor provides the franchisee with all the necessary
knowledge as well as marketing strategies, manuals, quality control etc. (Welch et al.
2007: 55.)

Franchising agreement

Business concept
+

Everything needed Hardware
For its implementation Patents
Know how Output
Training )
Payment Services

Figure 8: Franchising business format
(Adapted from Luostarinen & Welch 1990: 75)

The business sectors where franchising is usually used are the retailing sector, the service
sector and the manufacturing sector. There are four different types of franchising: first
there is direct franchising, in which the franchisor sets up individual franchisees in the
target country the same way as in their home country. Another way is to use master
franchising, here the franchisor does an agreement with a master franchisee in the target
country who will establish, develop and manage the franchising operations. It is also
possible for companies to franchise through a foreign venture; this happens when the
franchisor forms a joint venture in the target country and grants them the right to establish,
develop and manage franchising operations. Last but not least, a company can also choose
to franchise through a foreign subsidiary; in this case, the franchisor forms a wholly
owned subsidiary in the target country and through that it establishes, develops and
manages franchising operations. (Welch et al. 2007: 68-70; Elango and Fried 1997.)
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A licensing agreement can be understood as that industrial contractual arrangement
whereby a licensor grants the rights to use its proprietary knowledge, intellectual
property, to another firm, the licensee, for a specified period of time, and in return the
licensor receives an agreed upon remuneration, royalty, from the licensee (Welch et al.
2007: 94-98). Other authors define licensing as an arrangement in which companies
transfer the right to use their industrial property — patents, know-how, and trademarks-,
to a foreign entity for an agreed period of time in exchange for royalties or some form of

agreed compensation (Root 1994: 27.).

There are several ways to conduct payments when having a licensing agreement; one can
do cash payments or non-cash payment methods. When choosing to do a cash payment
the licensee has several options; a lump sum payment is the total payment for the whole
license duration, this once can be a one-time payment or it can be fractioned. The Licensee
can also conduct a royalty payment by doing overtime payments to the licensor that are
based on the production of the licensed products as well as the sales of these products.
This type of payment via royalties is generally the most commonly used. Lastly, another
type of cash payment is the combination of the two above; a down payment plus royalties.
The licensee would pay part of the payment at the time when the agreement is done and
the rest is paid overtime via royalties. (Welch et al. 200