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1 INTRODUCTION

In the field of internationalisation into foreign markets, the core ques-
tion has been how companies internationalise, and to be more specific,
this has meant ascertaining the key processes and driving forces in-
volved in the internationalisation process. Furthermore, the focus has
been specifically on how to manage these global opportunities (for such
discussions see Buckley 1988, Buckley & Casson 1998; Dunning 1988,
1995, 1998; Rugman & Verbeke 1992; Porter 1985, 1990, 1991). Political
and economical changes in the global scene since 1990 have accentuat-
ed the importance of these particular questions. The economic growth
in emerging markets depends on liberalisation and on privatisation of
the economic sector governed by competitive forces of the world mar-
ket (Nieminen 1994). This trend together with the general liberalisation
of world trade and financial markets has lead many other countries
to try to follow the example set by the early emerging markets. The
opening up of markets in Eastern Europe and markets such as China
and India in Asia, Brazil and Argentina in Latin America and to some
extent in Africa, became a practical challenge for Western corporations,
as their global business environment changed in its character. Moreo-
ver, these changes, together with other factors, have challenged earlier
knowledge about the foreign-market expansion process (FME) of firms
(see Forsgren 1989). These new emerging markets were characterised
by a mixture of both open market practices together with some market
regulations with the inevitable consequence that they were difficult to
handle for Western corporations (Nieminen 1999). Thus, these changes
called for a revision of the theories on expansion and operation strate-
gies towards emerging markets.

According to Ahmed and Cleeve (2004), despite the changes in the
global scene, the African continent has remained one of particular con-
cern. For a long time, the whole world saw the African continent as
underdeveloped (Nwankwo & Richards 2004). According to Asafu-
Adjaye (2004), it is possible to hasten African economic development
and growth by a high level of involvement by foreign corporations,
for instance, in the form of Foreign Direct Investment (FDI) in which a
foreign firm establishes subsidiaries for market development and pro-
duction processes. While the involvement of foreign corporations into
emerging, transitional and developing countries in general increased
from the mid-1990s, involvement in the African market in the form of
FDI decreased or stagnated (UNCTAD 2001). This happened despite
the implementation of political and economic liberalisation in many
African countries since the mid-1980s (UNCTAD 1999a; World Bank



2002). Furthermore, this happened despite the findings of the World
Bank that “the least known fact is that the profitability of foreign af-
filiates of Transnational corporations in Africa has been high and that
in recent years it has been higher than most other host regions of the
world” (UNCTAD 1999b, p.15). A major reason for the relatively low
level of business activities in Africa is the perception of the continent as
risky and unstable, leading to low positive expectations in medium to
long-term business activities by the international business community
(Owhoso et al. 2002).

The amount of investment a country receives from foreign business
depends on its policies and on the national and international business
environment (Lall 2003; Borensztein et al. 1998). In general, the FDI
received by emerging and developing countries, has increased since
the mid-1990s. During the early part of this period, however, the FDI
in Africa stagnated, but has started to increase slightly in the last few
years; a 21% increase from 2002-2003, stagnation during 2003-2004 and
a doubling from $17 billion to $31 billion during 2004-2005 (UNCTAD
1999b, 2004, 2005, 2006). The slight increase in the last few years is at-
tributed to the implementation of political and economic liberalisation
since the mid-1980s in many African countries, and the improved busi-
ness climate (UNCTAD 1999, 2005; World Bank 2002).

It is, however, noteworthy that the increase of investment into Africa
from 2002 to 2005 was minimal compared to the total increase made in
developing countries as a whole, which was 40% from 2003 to 2004 and
nearly 100% from 2003-2004 (UNCTAD 2004, 2005, 2006). In 2006, the
total foreign direct investment in Africa was still only about 3% of the
world total (UNCTAD 2006). According to UNCTAD (2006) and the
World Bank (2003), investors were choosing mainly high-return busi-
nesses. In other words, most of the investment went to areas that pro-
duced high levels of profit. Mainly investments went to the oil-drilling
and mining industries and in 2005; about 50% of the investments in Af-
rica went into these fields. It is worth noting that of all the investments,
which were made in Africa in 2005, 21% of these investments went to
the Republic of South Africa (RSA) alone. In addition, Arnold (2005)
found that in 2003, Africa’s contribution to international trade was only
1.7%, with world exports standing at 2%; global direct investment at
0.9%, and the share of the global FDI at 1%. Moreover, relatively few
foreign companies had gone into market development within the local
African market in either business-to-business or business-to-consumer
areas (See Owusu 2003)

According to UNCTAD (2006, p. 12) “...attracting quality FDI- the
kind that would significantly increase employment, enhance skills and



boost the competitiveness of local enterprises-remains a challenge”.
Owhoso et al. (2002) talk about the expansion of US MNEs into Africa
as entering the last frontier. Nwankwo and Richards (2004) outlined the
poor economic performance of many African countries since the early
1970s and referred to a general sense of “afro pessimism” as contrib-
uting to the perception of risk and low expectations. They argue that
cautious optimism has developed recently and that the right policies
could lift Africa from its economic difficulties. Brink and Viviers (2003)
argued that the factors hindering foreign-based business operations in
the Southern African region are a combination of a poor or non-proac-
tive policy and the negative perception of the countries” prospects.
They reported that countries were introducing policy changes, but they
made it clear that these policies would have to be persistent over a long
period to turn the tide of business opinion.

While most researchers agree on the reasons for the low attractive-
ness of the African markets to foreign companies as being due to the
poor economic performance and mismanagement of African economies,
they also believe that the negative view is exaggerated. To deal with the
problem of negative perceptions of the African business environment,
Owhoso et al. (2002) suggest that international development banks and
organisations should publicise Africa’s profitable business opportuni-
ties. Different studies and debates on Africa’s future and business oppor-
tunities, for instance, those conducted by the Institute for Future Studies
in Stockholm in 2007, have shown that the African continent is becom-
ing increasingly of interest to the developed countries. Accordingly, the
USA, China, and Western European countries are competing for African
raw materials, mostly oil and other strategic minerals to sustain their
own industries and their increasing energy needs (Melber 2007). Sur-
prisingly, except in a few cases, none of these major areas of develop-
ment have shown any great interest in investing directly in technology
transfer or other investments related to African market development
(on the new form of competition for Africa, see Melber 2007).

One notable exception to the African debacle is the Republic of South
Africa (RSA), which also serves as the context of this research. At the
beginning of the 1990s, the RSA introduced socio-political and institu-
tional changes, which led to positive responses among foreign corpora-
tions and investors who were looking forward to expanding their busi-
ness operations into the RSA. The South African economy is by far the
most developed economy on the continent with a far higher per-capita
income than the rest of the continent (UNDP 2004). Many of its modern
economic sectors are comparable to those of the developed countries.
Particularly, its mining sector is amongst the most advanced and pro-
ductive in the world. This sector depends on a varied range of minerals



and boasts some of the world’s most important mining companies such
as Anglo Platinum Ltd. It is, therefore, a very important market for
foreign mining companies, suppliers, sub-contractors and machinery
developers. However, until 1993, South Africa’s economy was consid-
ered as risky as those of many of the other African countries. Political
changes leading to the end of apartheid and the establishment of major-
ity rule have changed the business and networking environment.

Whereas the country was previously facing political and economic
sanctions and was prohibited to most foreign companies, it has now
gained respect and is currently open to new businesses. Many new
firms, as well as those that had previously divested their business op-
erations, have entered the market. The whole world considers the RSA
to be an important market even in the non-mining sectors, and on par
with economies such as Brazil, South Korea and those of Eastern Eu-
rope. South Africa’s path from a “no-go” country for foreign companies
to an attractive market shows the way for the rest of Africa. However,
despite the openness of the RSA, the market still faces considerable in-
adequacies such as: a low degree of education among the vast major-
ity of the population, socio-political and economic inadequacies, poor
business infrastructures in some areas, high levels of criminality in
some areas, corruption in some cases and a brain drain among skilled
people (see Pillay 2004).

The transformations taking place in the RSA, and the opening up
of the country to foreign corporations, call for special attention. As for-
eign corporations are compelled to respond to the new dynamics of the
markets by appropriate measures to secure their short and long-term
objectives, it means that there is a clear need to understand these new
dynamics. Furthermore, there is also a need to analyse the impacts of
these new market dynamics on foreign-market expansion processes and
the operational behaviour of foreign corporations. The South African
market is particularly important to Western corporations including the
Finnish Corporations, because the RSA market is one of the most prom-
ising markets in Africa below the equator. Consequently, it could serve
as a good base from which to explore and to serve other African markets
as well. Since 1995, the RSA economy has been growing and there is a
rising middle class among the Historically Disadvantaged South Afri-
cans (HDSA). In addition, the RSA plays a vital role on the African con-
tinent as it acts as a catalyst for development in the whole of Southern
Africa, thus acting as an engine for overall growth on the continent. Due
to its advanced and relatively cheap technologies, the RSA has already
gained an important market share in most African countries and that
trend may continue into the future. Since 1995, the RSA has started to
take an active role in mediating in most of the African conflicts (includ-



ing Angola, Burundi, Congo, Kenya, Zimbabwe, etc), which in the fu-
ture may also increase its good political relationships with many coun-
tries on the continent. Therefore, most foreign corporations who want
to expand their business activities into Africa may need to go through
the RSA. Business operations in the RSA offer very good returns and the
RSA offers a very highly skilled labour force and the costs of operating
there are still less than operating in other mature markets.

Given this increase in importance, since the cessation of UN-led sanc-
tions against the RSA, I am convinced that the RSA offers a good loca-
tion from which to start mapping out and analysing the key processes
and structures in the expansion of business into Africa. Emerging mar-
kets in Africa deserve more attention than they have enjoyed so far, as
to date, there has been a lack of research on expansion of business into
Africa, especially in the Nordic countries and particularly in Finland.
There is definitely a need for such research to expose African business
potentials and problems, as well as ways of overcoming problems in
expanding business operations to Africa. Despite the fact that the South
African market alone is limited, it is by far the most important African
market for Finnish corporations and the present situation calls for the
need to understand the political and structural changes affecting the
expansion process to that country.

1.1 Research gap and research problem

Existing literature on foreign market expansion towards foreign mar-
kets states that the foreign market expansion decisions of firms are
based on complex calculations (Hayter 1998). Discussions concerning
that process vary depending on the authors. However, since 1960, four
broadly competing theoretical schools of thought have emerged from
these discussions. Based on Cantwell (1991), Axinn and Matthyssens
(2002) and Mtigwe (2006), we could classify these theoretical schools of
thought into four broad groups:
¢ Theories of market imperfections, including: theories of mo-
nopolistic advantage, Product Life Cycle (PLC) and Oligopo-
listic Reaction theories
¢ Theories of market failure, including: Internalisation Theory,
the Eclectic paradigm and Transaction Costs theory (TC)
¢ Strategic Management theories including: Strategy and organ-
isational design, structure and location strategies, global busi-
ness strategies, product and functional strategies.
* The behavioural approaches, including: decision-making
processes; internationalisation process models and the busi-
ness network approach



As will be discussed in chapter 2, these different schools of thought
(see figure 2) and their main contributions have been tested in different
markets and were found to be applicable to most markets. However,
contextual studies have concentrated mainly on developed markets.
One striking aspect is the fact that there are a limited number of em-
pirical research studies which deal directly with African business is-
sues, especially in the Nordic countries. Thus, research on the interna-
tionalisation process of Nordic corporations into Africa markets is still
under-researched.

At this point, it is appropriate to name some contributions. Schoen-
born (2006), Samli (2004), as well as Arnold and Quelch (1998), stress
the potentials of all emerging and developing markets and suggest that
firms should move into developing markets early to gain a first-mover
advantages. Therefore, understanding developments in developing
markets, including those in Africa, is important for international firms.
Awuah (1994) studied how the capabilities of local firms sub-contract-
ing to a multinational located in Ghana developed through their mar-
ket relationships. He found that both the local firms and the foreign in-
vestors benefited from the relationships. Owusu (2002, 2003) suggests
that project marketing by industrial firms that were not ready to invest
in the African market could provide valuable knowledge of the African
market and relationships on which they could later build for greater
involvement. Boateng and Glaister (2002) studied the performance of
joint-ventures (JVs) between foreign investors and local companies in
West Africa. They found that success was constrained by the lack of
capital in the African market, the capabilities of the JV partners, and
the level of mutual goals and motives. Some of these problems were a
result of the national policy environments. Habiyakare and Tornroos
(2007) studying the expansion process of Finnish corporations into the
Republic of South Africa, found that the South African market could be
used as a springboard to other potential markets in Africa. Mbare (2004)
studied Corporate Social Responsibility (CSR) and looking at the con-
ceptualisation of CSR from a Finnish and Kenyan perspective, he found
that CSR was conceptualised differently in the two societies. Discussing
the issue of short-term business operations (investments) conducted in
Africa, he used a concept of “Cowboy investments” in some cases.

In spite of these examples, the literature on business in Africa is still
limited and it is believed that both exploratory and analytical studies
are required to illuminate the issue of business in Africa in order to
increase understanding and theorising of the FME into emergent mar-
kets. There is still a need to understand the key processes involved in
the expansion process of foreign corporations towards Africa (Burgess
& Steenkamp 2006; Nwankwo & Rugimbana 2003). So far, the literature



lacks a systematic analysis of these key issues (Axinn & Matthyssens
2002). Since 1990, there has been an increasing call for more dynamic
theories of internationalisation that could take into account the spe-
cial features of emerging economies. Scholars such as Dunning (1995),
Strandskov (1986), Andersen (1993, 1997), Porter (1991), Bartlett and
Ghoshal (1991), and Buckley and Casson (1998) have explicitly called
for more theoretical work on the dynamic growth process of multi-
national firms. These authors concluded that the existing theoretical
frameworks are not capable of lifting the veil in order to reveal the un-
derlying process of internationalisation (see Melin 1992).

There is a definite need to broaden the internationalisation theory so
that it takes into account the specific requirements of emerging econo-
mies. Furthermore, we need models for describing, interpreting and for
explaining business expansion processes in emerging economies. There
is a need to know what emerging markets look like, how to analyse
their development, how to compete and gain sustainable comparative
advantages (SCAs), how to establish and maintain fruitful relationships
with different actors, how to organise business activities there and how
to best respond to the local constraints and host business environment
pressure. In addition, we also need empirical studies to ascertain how
foreign companies have expanded their business to emergent markets.
Thus, in this research, I am concerned with the socio-political embed-
dedness (Halinen & Toérnroos 1998) of business networks in the foreign
market expansion process into emerging markets and the role of envi-
ronmental pressure on the FME-process of firms into emergent mar-
kets. In the next section, I present my research aims and objectives.

1.2 Research aims and objectives

The sudden changes in the Republic of South Africa (RSA) and the way
different foreign corporations reacted to these changes deserve more
attention. There is very little work done in the area of foreign-market
expansion process of Finnish corporations into Africa and on how they
cope with the changing business environment in Africa in general. It is
essential to explore the expansion process of Finnish corporations into
the RSA and to link that process to the socio-political changes that have
occurred and are occurring in the Republic of South Africa. The overall
objective of this study is to increase our understanding of how the FME-
processes take place in a lesser developed market. More specifically,
the study investigates how Finnish corporations have expanded their
business operations into the RSA and how their business networks and
relationships have been shaped by the socio-political and institutional
changes in which they are embedded. In other words, the questions



guiding this research are:

1. How have Finnish corporations penetrated and expanded their
business operations into the RSA between 1990 and 2005?

2. What were the key factors that motivated and shaped the FME
process of Finnish corporations into the RSA, and what were
the key factors that contributed to the FME outcome?

3. How has the South African business environment shaped FME
processes and what specific strategies were used to deal suc-
cessfully with such a business environment?

4. What theoretical, managerial and policy implications can be
found in order to promote FME-processes into emerging Afri-
can economies?

Finding plausible answers to the above questions, allows me to con-
tribute to our understanding of FME-process, by showing that ignoring
the role of socio-political, institutional contexts and their influences on
business transactions in the context of emerging markets may lead to
conclusions, which are far from actual reality. These questions were sup-
ported by the inevitable characteristics of the Republic of South Africa
since the 1990s, as described later in chapter 5. In addition, these ques-
tions are also relevant in terms of the chosen companies. The Finnish
corporations involved in the study operate worldwide and are among
the first Nordic corporations to expand their business operations into
the RSA. In addition, the literature review conducted in chapter 2, in
order to gain a theoretical pre-understanding of FME into emerging
markets revealed a heated debate about the conceptualisation of the
internationalisation process into emerging markets. Within the behav-
ioural approach, chapter two proposes a cross fertilisation of the in-
cremental approach with the network approach through a Resource-
Based View (RBV).

In summary, my assumption is that the socio-political and institu-
tional environment will indeed influence FME-process in the RSA. The
research questions and the theoretical pre-understanding also point to
a general need for longitudinal case-study analysis.

1.3 Scope, limitations and relevance of the study

The focus of this research is on the expansion process of Finnish cor-
porations into the RSA and there are several reasons for this: firstly, the
institutional and political changes that took place in the RSA have not
had any precedent in African history. Secondly, these positive changes
brought about other regulative mechanisms under the name of affirma-
tive actions, with the aim of correcting the past policies. According to
Nwankwo and Richards (2004), these measures resulted in imposing



extra costs on corporations expanding their business activities towards
the RSA. Thirdly, Western corporations reacted differently to these
changes thus expanding their business operations according to their
perceptions of the risks and expectations of the opportunities created
since 1990 (see Hadjikhani & Johanson 1996). For the African countries,
if they are to attract more foreign corporations to their markets, they
need to understand the basic underlying processes and mechanisms
involved in a firm’s foreign-market expansion process.

Only after gaining such an understanding can host governments
make the relevant policies to attract foreign corporations. In addition,
managers involved in decisions about expansion into emerging econ-
omies, need insight into the host business environment and into the
important structures affecting their expansion process and subsequent
business operations. Loosing sight of these processes would lead to a
serious lack of competitiveness in these new emerging opportunities.
To be able to assess and to opt for competitive policies to help promote
trade with Africa, policy makers need information on these key proc-
esses and structures. As long as there is still a lack of understanding
of the key processes involved in the expansion of foreign corporations
into emerging economies, there will be difficulties in making positive
decisions. Finally, but equally important, this research is also of rel-
evance for the academic community, especially for those who are in-
terested in understanding the FME-phenomenon into emergent econo-
mies. Understanding the host business environment as a key to new
business opportunities on the African continent is a challenge, because
it requires a change in expansion strategies and above all, it requires a
change in managerial attitudes towards the African continent.

Due to the nature of the study, I pay particular theoretical attention
to the behavioural approach in which two particular views of interna-
tionalisation process serve as the starting point of this study (see chap-
ter 2). These particular contributions are the internationalisation proc-
ess models by Johanson and Vahlne (1977, 1990, 1994) and the business
network and business relationship approach (e.g. Johanson & Mattsson
1988, 1992, 1995) respectively in sections 2.3.2, 2.3.3 and 3.4. I consider
the actual decision to expand business operations into the RSA to some
extent as given, in the sense that the study does not analyse the actual
decision-making process within the involved corporations. I pay spe-
cial attention to the corporations in a business-to-business (B2B) con-
text especially in the mining, pulp and paper industries (see table 3).
The study analyses the dynamics that the changing socio-political en-
vironment may bring to the expansion process of foreign corporations
towards the RSA. To facilitate an in-depth description and analysis of
the foreign-market expansion process of Finnish corporations into the
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RSA expansion process, the study is limited to the investigation of the
main factors promoting and constraining the expansion process and
the strategic responses used by the involved corporations during 1990-
2005. The justification for limiting the scope of this study to the expan-
sion process of Finnish corporations into the RSA is that the RSA hosts
most of the Finnish corporations in Sub-Saharan Africa. In addition,
the RSA is also expected to play a role as an engine driving economic
development in the entire African continent

1.4 Research process and method

Methodologically, this study consists of a detailed description and
analysis (Creswell 1998, 2003; Stake 1978, 1994, 1998; Yin 1993, 1994) of
the FME-expansion process of Finnish corporations into the RSA (dur-
ing 1990-2005). This study uses multiple case studies (Yin 1994). A case
study is generally considered an appropriate method of investigating
realities, facts, and issues that are not well known (Perry 1998). The use
of the case study may increase understanding of the complex phenome-
non under study. Initially, I contacted many Finnish corporations; some
of them were not able to participate in this study. Ultimately, there were
seven Finnish corporations' willing to discuss their expansion process
into the RSA.

Apart from different visits made to the seven Finnish corporations
in Finland (year 2002) and to their subsidiaries in the RSA (year 2002
and 2004), I did not have any practical experience of their industrial
processes. Altogether, this research bases its empirical material on 30
in-depth, semi-structured interviews with Finnish senior managers in
Finland and with senior South African managers at their respective sub-
sidiaries in the Republic of South Africa. Appendices 1 and 2 provide
the guiding questions. The interviews form the main source of data
through which expansion process and market strategies are construct-
ed and analysed. In this study, due to a consideration of space, only
four illustrative cases are used and the results from the three remaining
cases will be used later for further interpretations and clarifications. As
I did not have a strict model before collecting data, the research process
followed an abductive process as suggested by Kirkeby (1994), Alves-
son and Skoldberg (1994) and Gummesson (1991, 2000). In this process,
the researcher goes back and forth between theory and empirical mate-
rial as the research process evolves. The following figure 1 depicts the
overall research process followed in the study.

1 For a list of Finnish corporations and list of participants in this study and their rela-
tive positions, see table 3
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Figure 1: The overall research process and key activities in the research process
(Based on Glatthorn 1998)

As can be seen from figure one, the process was time consuming and
many years have elapsed since the initiation of this research project.
Nevertheless, chapter 4 will provide a more thorough description, jus-
tification, of the chosen approach together with how data was gathered
and analysed. In the same chapter, I will provide analysis (for a detailed
description and analysis see chapter 4, section 4.4) of the leading ideas,
which guided the whole research process and the chapter will provide a
critical analysis of the different methods used and of the reliability and
validity of the whole research (see section 4.5 and 9.4). In the next sec-
tion, let me present definitions of the key concepts used in this study.

1.5 Definition of concepts

Internationalisation

With reference to the process models of internationalisation, Luos-
tarinen and Welch (1990) define internationalisation as the process of
increasing involvement in international operations. From the network
perspective, Johanson and Mattsson (1988) discuss internationalisation

11
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as a process in which relationships are continuously established, devel-
oped, maintained and dissolved with the aim of achieving the objective
of the international expansion of the firm. According to Beamish (1988),
internationalisation is the process by which firms both increase their
awareness of the direct and indirect influence of international transac-
tions on their future, and establish and conduct transactions with other
countries. Furthermore, Calof and Beamish (1995) saw internationalisa-
tion as a process of adapting the firm’s operations (i.e. structure, strat-
egy and resources) for an international environment. As all this makes
evident, internationalisation is considered a complex and multidimen-
sional process.

Foreign-Market Expansion (FME)

One part of the internationalisation process consists of the firm’s out-
ward operations, which have later been termed foreign-market expan-
sion (FME). This refers to “international market development from the
point at which a company made the decision to operate outside the do-
mestic market. Furthermore, it refers to the growth of business, in terms
of growing sales volume, growing turnover and growing profit in the
foreign market entered” (Vincze 2004, p. 52). This growth leads to an
increased complexity that may be associated with the adaptation proc-
ess. According to Vincze (2004), foreign-market expansion falls within
the larger process of internationalisation and should also be seen as a
complex, evolutionary growth process. Both economic and behaviour-
al elements should be considered in an attempt to understanding the
foreign-market expansion process, regardless of where the expansion
takes place.

Emerging markets and institutional changes

Gipson (1994) discusses the emerging markets as economic sectors with
growth potential; countries that are deregulating markets, and liberal-
ising trade and investment regimes. In this research, the term emerging
market is used to represent new foreign markets that have been open-
ing up to allow for the greater participation of foreign firms. These mar-
kets could be found in all the five continents. These markets present
commonalities in terms of institutional changes, which are social struc-
tures that have attained a high degree of resilience, and composed of
cultural-cognitive, normative and regulative elements that provide sta-
bility and meaning to social life. Rules, norms, cultural beliefs, behav-
iour, and material resources are central ingredients of institutions (for
such discussion see Hegre et al. 2001). In this study, I refer to the socio-
political changes and to changes in laws and regulations in the host
business context as institutional changes.



Business strategy

Chandler (1962, p. 13) defines strategy as “the determination of the ba-
sic long-term goals and objectives of enterprise and the adoption of
course of action and the allocation of resources necessary for carrying
out the set goals”. Business strategy is the “pattern of decisions taken in
a company that determines and reveals its objectives, purpose, or goals.
It produces the principal policies and plans for achieving those goals.
It defines the range of business the company is to pursue, the kind of
economic and human organisation it is or intends to be and the nature
of the economic and non economic contribution it intends to make to its
shareholders, employees, customers and communities” (Andrews 1971,
p- 13). To simplify this concept, especially in the case of foreign-market
expansion, we could use a narrower definition, which refers more spe-
cifically to “the pattern of decisions leading to a choice of products, op-
erational modes and geographical markets that a company subscribes
fo”" (Hirvensalo 1996, p. 27).

Network and Business Relationships

Networks are usually defined as sets of connected exchange relation-
ships (Johanson & Mattsson 1988). Johanson & Mattsson (1988) con-
cluded that a general definition of a business network is companies
combining together with a common objective, working together and
cooperating, to exchange and share ideas, knowledge and technology.
According to Tornroos (2003), firms gradually extend their network
connections through their commitment to technological and financial
ties with other market actors. The network tradition defines a relation-
ship as mutually oriented interaction between two or many reciprocal-
ly committed parties (Hakansson & Snehota 1995). What is particularly
interesting in this perspective is that a relationship is a process over
time creating interdependence between actors, organisational units
and individuals. Partners are involved with each other through activi-
ties and possession of specific resources, which are interlocked, and
together they produce synergies that one company (actor) could not
achieve alone. Ford et al. (2003) use the term “relationship” to describe
the pattern of interactions and the mutual conditioning of behaviours
over time, between a company and a customer, or a supplier or an or-
ganisation. Time is the defining feature of a relationship. Both the past
and the future affect the current behaviour in a relationship and experi-
ences, expectations, promises underlie the interaction within a business
relationship. The time dimension of a relationship requires managers
to shift their emphasis away from each single, discrete purchase or sale
and towards tracking how things unfold in the relationship over time
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and changing these when “appropriate” (Ford et al. 2003).

Resources and capabilities

Each firm possesses resources and capabilities to which it owes its ex-
istence. According to Penrose (1980), a firm’s distinctive competence is
based on the specialised resources, assets and skills it possesses, and
focuses attention on their skilful utilisation to build competitive ad-
vantage and economic wealth. These tangible and intangible resources,
which are under the control of the firm’s administrative organ, are what
we refer to as “firm’s resources” (Zou & Cavusgil 1996, p. 58). Theorists
commonly use the term “resource” in a very broad sense. Following
Daft (1983), Barney (1991) defined internal organisational resources as
all assets, capabilities, organisational processes, business attributes, in-
formation, knowledge and so forth, controlled by a firm and enabling
it to conceive of and implement strategies which improve its efficiency
and effectiveness. In his study of international project business, Owusu
(2003) classifies the resources needed for success as including the fol-
lowing resources: physical, financial, technological, human, marketing,
reputational, organisational /entrepreneurial, international experience
and relationship/networking. Barney (1991) further classifies the nu-
merous possible internal organisational resources into three categories:
physical capital, human capital and organisation capital. All these re-
sources are not strategically relevant and are not all are equally impor-
tant (Black & Boal 1994). As Barney (1986) points out, some resources
may prevent a business from conceiving of and implementing valuable
strategies, others may lead to strategies, which reduce its performance,
and yet others may have no effect on a firm’s strategic choice. The most
critical resources are those, which are superior in use, hard to imitate,
difficult to provide a substitute, and more valuable within the business
than outside (Porter 1991, quoted in Zou & Cavusgil 1996, p. 59). Porter
(1991) emphasises that such resources can arise either from performing
activities over time which create internal skills and routines or from
acquiring them from outside the firm. The firm’s knowledge base in-
creases with repeated experiences and becomes embodied in personal
and organisational memory (Penrose 1959; Johanson & Vahlne 1977,
1990). Thus, the international experience of the firm is an important
source of competitive advantage in FME into emerging markets (Pad-
manabhan & Cho 1999). This thesis consists of 9 interrelated chapters
and table one on the following page, indicates the structure and content
of each chapter.
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1.6 Structure of the thesis
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2 LITERATURE REVIEW

Business expansion into foreign markets is not a new phenomenon.
Throughout history, there have been movements of goods and busi-
nesses from one country to another. Different authors have highlighted
foreign market expansion processes and explanations of such processes
vary according to the theoretical approach used. There are many theo-
ries with applicable concepts, which could be combined as building
blocks when constructing a theoretical framework for a study. In the
following, I provide a brief overview of the theoretical development in
international business literature since the 1960s. This short description
is important to show why I have chosen the behavioural approach for
developing the theoretical framework used in this study. In order to pro-
vide a basis for the conceptualisation of FME-processes into emerging
economies, this chapter is organised in the following manner: first, eco-
nomic theories are presented; secondly, a brief introduction of the main
corner stones in the strategic management literature are presented, and
thirdly the behavioural approach is presented and analysed. The study
then clarifies the theoretical links between the key theories in the be-
havioural approach. Fourthly, the kinds of process models of organisa-
tional change represented by the behavioural theories are identified. In
the fifth chapter, I offer a critical analysis of the behavioural approach
and its inherent weaknesses in its description of the FME-processes
into emerging markets. Finally, the Resource-Based View (RBV), and
its strengths in integrating the behavioural models, are explored. This
structure is necessary in order to show why it is necessary to construct
a six-dimensional framework called REMNET? with the potential of in-
creasing understanding of the FME process into emerging markets (see
chapter 3). However, in this chapter I do not attempt to provide a fully
detailed theoretical examination of the literature of international busi-
ness, as the objective of this chapter is rather to discuss the main contri-
butions and to lay the groundwork for the six-dimensional framework
for corporate internationalisation used. At this point, I am aware of the
fact that any brief presentation of any theoretical approach is likely to
suffer from distortion due to theoretical constraints. This problem may
prove to be severe, especially when different approaches have been
the focus of these controversies for a long time. Nevertheless, the core
propositions in international business literature are analysed.

In an attempt to understand the movement of foreign firms to for-
eign markets especially in the form of FDI and other business proc-
esses, modern economic theories were introduced in the early 1960s.
Since then, four schools of thought have evolved (see section 2.1- 2.3).
2 See figures 5 and 8




The following figure captures this theoretical development and each
school will be discussed after the following figure 2.
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In the following sections, each school of thought is briefly introduced
and discussed.
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2.1 Economic (rationalistic) theories

These theories are grouped into two main schools of thought: market
imperfection and market failure. Next, each school of thought is pre-
sented.

2.1.1 Theories of market imperfection

Within this school of thought, 3 theoretical approaches have evolved.
These three approaches are: theories of monopolistic advantages, prod-
uct life cycle theory and oligopolistic reaction theories. The following is
a brief presentation of each approach.

Theory of monopolistic advantage (associated with Hymer 1976)
Hymer’s approach of monopolistic advantages states that international
companies are likely to suffer from disadvantages in comparison to na-
tional companies with regard to relevant economic, political, or cul-
tural information about target countries and their consumers. These
disadvantages impose important market barriers on internationalising
companies. Furthermore, he states that international companies are
nevertheless able to compete with national companies in their home
country because internationalising companies possess considerable
advantages in particular activities. These distinct advantages can, for
example, be seen in opportunities for product differentiation, patented
or generally unavailable technology, a good financial resource-base,
or even economy of scale. Hymer’s major contribution in the field of
corporate internationalisation was to realise that foreign direct invest-
ment could not be explained as if it were a portfolio investment, that is
inter-country movements of a capital responding to differential rates of
return on capital (interest rates).

Hymer’s theory, however, paid less attention to strategic issues such
as competition among multinational firms entering a particular host
country at the same time. Although his theory of ownership specific ad-
vantage explained an important condition for the establishment of mul-
tinational enterprises, it failed to explain why firms had to locate sales
or manufacturing subsidiaries abroad. Specific ownership advantages
may be exploited by other means such us licensing to a foreign pro-
ducer or through exports (see Calvet 1984). Apart from the emphasis
it gives to the desire to appropriate the maximum economic rent from
their assets in order to strengthen their positions, a special competitive
advantage does not necessarily lead to foreign production. According
to Calvet (1984), Hymer was overly concerned with aiming at explain-
ing why foreign direct investment in production occurred in a certain
place. However, he did not explain why it occurred in one particular



country and not in another, in other words, where a foreign direct in-
vestment occurred. The question concerning the country in which a
firm locates its operation is of great importance, especially if the firm
considers issues such as comparative costs, resource endowments, cul-
tural and institutional, economical, and political conditions. The subse-
quent section considers and analysis the Product Life Cycle theory.

Product life cycle (PLC) theory (associated with Vernon 1966)
Without reference to Hymer, Vernon launched his product life cycle
theory (PLC) in 1966. He argued that the prevailing international trade
theory, which was based on the Heckscher - Ohlin (1933) extended the-
ory of comparative advantage, was unable to explain the regular US
trade surpluses in the 1950s. Vernon (1966) combined the product life-
cycle approach together with the role of technological factors in inter-
national trade, the role of labour-force skills between nations, linkages
between trade imbalances and monetary side of balance of payments,
and the similarity of income levels and patterns of demand, which sug-
gested that trade flows will be greatest between countries with similar
factor endowments (Heckscher & Ohlin 1933). According to the PLC-
model, production could be expected to be located in the home market
during the initial stage when close customer contact is important for
product development purposes. Later on, changing international de-
mand conditions and production cost aspects are predicted to drive
production initially to other advanced countries with low labour costs.
This differed from the comparative advantage theory that proposed
greater flow between countries with dissimilar factor endowments.

Although the product life cycle provided a useful framework for ex-
plaining the early expansion of US manufacturing investments in other
advanced countries, it has however failed to explain the expansion of
the multinational enterprises that have expanded their product devel-
opment activities beyond their home markets and are innovating new
products away from their home market. Secondly, the model has given
excessive weight to the product rather than the firm when trying to ex-
plain foreign investments. The next section is an analysis of the theory
of oligopolistic reaction.

Theory of oligopolistic reaction

In his doctoral dissertation, Knickerbocker (1973) introduced a theo-
retical framework called oligopolistic reaction, for explaining the prior
reasons why firm behaviour should lead to foreign direct investment
and how such behaviour is linked to market structures. In oligopolistic
markets, the industry structure is characterised by having few sellers of
products which are close alternatives. In such forms of markets, there is
high market interdependence and each firm’s policies affect other firms
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as well. Knickerbocker (1973) found that each firm in an oligopolistic
situation combined moves to improve its own position with motives
to offset aggressive policies. An aggressive move may be prompted
by special opportunities to size a market, new technologies, and/or
sources of raw material. The advantage that the aggressor may gain in
the end could be highly detrimental to its rivals, who therefore have to
react in order to minimize risks, leading to defensive policies. Accord-
ing to Knickerbocker (1973), in order to avoid mutual destruction firms
resort to avoiding price warfare in favour of more peaceful, market
enhancing competition. The theories of oligopolistic reaction explain
direct investments as a reaction of companies to imbalance between
the competitors acting in oligopolistic industries. One competitor (“the
leader ) belonging to a national oligopoly invests in another country.
The other competitors are consequently, forced to follow this “/eader”
and investment abroad in order to regain the oligopolistic balance. An
imbalance can also stem from a foreign investment in the national mar-
ket. The reaction to this investment is “cross investments” by national
competitors in the home market of the foreign investor (Knickerbocker
1973, Graham & Krugman 1991). His analysis, however, considered
the role of moves and counter-moves in oligopolistic strategies as be-
ing confined to move and counter- move within foreign investment.
He ignored other major strategic issues such as strategies towards de-
velopment and use of technology, diversification, production in other
countries, sourcing markets in other countries, vertical integration, ex-
pansion (acquisition, green-field), ownership (licensing, joint venture)
and so on. Aggressive and defensive moves cannot be seen and isolated
within a single type of strategy but they must be seen in the context
of multi-strategic behaviour by oligopolistic firms. Section 2.1.2 intro-
duces the theories of market failure.

2.1.2 Theories of market failure

In this school of thoughts three theoretical approaches are presented:
internalisation theory, eclectic paradigm and transaction cost theory.

Internalisation theory

Building on Hymer’s idea of the firm’s specific advantage, Buckley and
Casson (1976) introduced the internalisation theory. It assumes that a
company invests abroad on the basis of a specific asset, under its con-
trol (usually in the form of superior production, product, marketing or
management knowledge) that gives the company an advantage over
those who do not have such an asset. Moreover, knowledge is a kind
of public good, which is difficult to protect once the exploitation com-



mences. It is this nature of asset and the inability of the market to offer
the proper price that causes the multinational to favour foreign direct
investment instead of other contractual arrangements such as licens-
ing or exporting. Bringing transactions under the control of the firm in
international operations rather than market is what has become known
as internalisation. It also assumes that when the market is internal-
ised the collective efficiency of the firm as a group is increased. The
direct coordination of the transaction leads to economies of scale, and
more importantly, it helps reduce the costs associated with opportun-
ism, bounded rationality, and uncertainty. This approach proposes that
corporate internationalisation activities should be performed via direct
investment if the international transaction cost of foreign direct invest-
ment is less than those of export licences.

However, some criticism could be attributed to the internalisation as
it does not take into consideration country specific issues such as na-
tional cultures, the country’s economic conditions, control policies and
other external factors, which cannot be ignored when considering how
and where to invest abroad. Internalisation theory underestimates the
significance of the competitive characteristics of countries in influenc-
ing the strategic choice of firms involved in the international environ-
ment. Internalisation provides the wholly owned subsidiary as the only
solution to the problem of imperfect international markets, while there
are a number of other modes that firms can and do adapt to interna-
tional markets such as licensing, management contracts, subcontract-
ing and joint-ventures amongst others. It also ignores the cumulative
nature of activities gained by a firm in relation to other firms within the
industry or national markets. Large firms with long international expe-
rience have been found to “externalise” their activities without losing
control of their crucial intangible assets.

Eclectic paradigm theory

The idea of formulating a holistic framework by which it was possi-
ble to identify and evaluate the significance of the factors influencing
both the initial act of foreign production by enterprises and the growth
of such investments was first presented in the works of Dunning in
what has come to be known as the Eclectic Paradigm (Dunning 1977).
Dunning (1977, 1981, 2000) states that monopolistic advantages (O)
are necessary conditions if a company strives to internationalise- inde-
pendent of the actual market entry mode. If the company sole advan-
tage is the monopolistic advantages, it will probably base its corporate
internationalisation on the contractual resource transfers. Exports are
the preferred market entry mode if there have monopolistic and inter-
nalisation advantages (I). If additionally location advantages (L) exist,

21



22

the company will be inclined to choose direct investments in form of
production. The Eclectic paradigm has contributed to making the in-
ternalisation theory operational by adding location factors, and thus
assisting the assimilation of the theory of foreign direct investment into
international economics.

The general nature of the paradigm makes it a very powerful tool
for descriptive and classificatory analysis of foreign investment, but
its general nature limits its predictive power to serve as an explana-
tory theory. The variables used to explain international involvement
are very large with possible endless additions. Although the Eclectic
theory is rich with more explanatory variables of international produc-
tion, it takes no account of changes in the explanatory variables after
the decision of foreign production has been made.

Transaction cost theory (TC)

With transaction cost theory (Williamson 1981; Hennart 1982), the em-
phasis shifted from why firms grow (by exploiting a monopolistic ad-
vantage in a foreign market or by bringing an imperfect market into
the firm) to the choice of using spot markets (contracts) or hierarchy
(firms) to organise activities in a foreign market. According to Hen-
nart (1982), perspective, environmental uncertainty, unpredictability of
the results to be obtained or difficulty to verify compliance with agree-
ments would affect the choice of entry modes. The entry mode decision
is seen as involving questions associated to risk, return, and control. A
higher level of control implies higher resource commitment and thus
higher risk. On the other hand, low-control modes can affect return, al-
though they do not require the same resource commitment. Thus, firms
have to balance control, risk and return issues when choosing an entry
mode. In addition, integration (beside control, risk and return) should
be considered in the entry mode decision (Anderson & Gatignon 1986).
The transaction-costs theorists see uncertainty as a major determinant
of the mode of entry. Two types of uncertainty are recognised: external
uncertainty and internal uncertainty. External uncertainty is defined as
the “unpredictability of the entrant’s external environment” (Anderson
& Gatignon 1986, p. 7). This includes factors such as political and eco-
nomic instability, currency fluctuation, and lack of adequate infrastruc-
ture or labour problems. The internal uncertainty, on the other hand
is characterised by a lack of market related knowledge in a particular
entry situation or “the entrants inability to determine its agents per-
formance by observing output measures” (Anderson & Gatignon 1986,
p- 7). In a seminal work, Anderson and Gatignon (1986) suggested that
choice of entry mode in foreign markets was a “frontier issue in inter-
national marketing”’. Although, since then the issue has been the object



of many studies, there are still many questions as to why companies
choose one entry mode and not another. The question of why firm’s
own and control operation abroad has been analysed by a number of
authors using the transaction cost approach (Buckley & Casson 1976;
Rugman 1981; Teece 1981). Similarly, the question of why firms under-
take investment in different countries has been treated as a question of
minimising what could be termed, in a broad sense, production cost
(Vernon 1966). The analysis in the following section is of the strategic
management theories.

2.2 The strategic management approach

The attempt to link strategic issues to corporate internationalisation was
first made in the pioneering work of Chandler (1962), Fayerweather
(1969, 1978) and Perlmutter (1969). These authors provided the founda-
tion of the strategic management perspective, albeit without incorporat-
ing the foreign direct investment theories. Chandler (1962) who prob-
ably was the first to draw attention to firm strategy and organisational
design defined corporate internationalisation strategy as the determina-
tion of the basic long-term goals and the objective of an enterprise, the
adoption of a course of action and the allocation of resources necessary
for carrying out these goals. For Chandler (1962), internationalisation
strategy was assumed to influence the organisation’s structure. Perl-
mutter (1969) who was more concerned with the product, functional
and location strategies of multinational firms identified three types of
strategies; attitudes of multinational firms, that is, ethnocentric (home
country-oriented), polycentric (host country-oriented) and geocentric
(world-oriented). Although Perlmutter’s work introduced the concept
of a global environment as an important element in the decision of al-
locating a firm’s resources across nations, his framework however, did
not provide a meaningful analytical framework. His typology has been
criticised as being purely phenomenological, and lacking a theoretical
base. Fayerweather (1969, 1978) introduced the concept of global busi-
ness strategy in corporate internationalisation by looking at the strate-
gic issues facing a firm’s involvement in many countries. On business
strategy, he found that there are conflicting tendencies that arise from
multinational firms that come from operating in different national envi-
ronments where the multinational firm is pushed towards adapting to
diverse operations so as to operate as a single firm. Those factors, such
as economic, cultural and nationalistic differences between countries
called for strategies that conform to local environments rather than glo-
bal environments. The competitive advantage of a multinational firm is
based on its technical competence, managerial know-how and produc-
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tive facilities (for a thorough discussion see Fayerweather 1978).

Although Fayerweather (1969, 1978) and Perlmutter (1969) provided
grounds for identifying the global firm environment and the tension
between fragmentation and unity in international management, there
has been increasing concern among researchers to draw attention to
the strategic aspects of multinational enterprises. Among major contri-
butions in that direction are the works of Bartlett and Ghoshal (1989),
Prahalad and Doz (1987), Hedlund (1981, 1984, 1986), Hedlund and
Kverneland (1983), Hedlund and Rolander (1990), Porter (1990), Yip et
al. (1988) and Yip (1989) among others. However, these works focus
mainly on the same idea raised by Fayerweather (1969, 1978), namely
the analysis of environmental pressure facing the management of multi-
national enterprises.

Bartlett and Ghoshal (1989), for example, were more concerned
about how different management systems of companies are affected
by the tension of global integration and national responsiveness, while
Hedlund (1986), raised issues on organisational learning in multina-
tional enterprises, emphasizing the geographic diffusion of corporate
internationalisation functions. Hedlund (1986) made substantial contri-
butions to how multinational enterprises adapt to new markets. How-
ever, even if strategic management addresses strategic issues concerned
with multinational operations, it lacks a sufficient powerful conceptual
framework.

According to Doz and Prahalad (1991) most of the research in this
area has been purely phenomenological and normative without having
a proper theoretical basis. As Axinn and Matthyssens (2002) propose, it
would be very useful to incorporate internationalisation of the manage-
ment process of the MNE within the main stream of internationalisa-
tion process theories. This would strengthen the management process
of MNE’s explanatory as well as normative power. Since the above eco-
nomic theories and strategic management literature were not attractive
as a basis for constructing a framework for use in this study, the final
analysis is of a more promising school of thought, especially for the ex-
pansion process into emerging markets: the behavioural approach.

2.3 Behavioural approaches

Given the aims and objectives of this thesis, as stated in section 1.2, it
is obvious that the rationalistic approaches were not very attractive as
building blocs for my conceptual framework. For that reason, the be-
havioural approach is more attractive than the economic theories. In
this section, I present three behavioural approaches: the Decision-mak-
ing process, Uppsala Internationalisation Model (UIM) and the Busi-



ness Network Approach to internationalisation.

The introduction of the behavioural theory of firms into business
research by Cyert and March in 1963 was an important contribution to-
wards a better understanding of the behaviour of the firm. Their theory
known as the behavioural theory of the firm is identified by its three
major relational concepts: problematic search, uncertainty avoidance,
and organisational learning (Cyert & March 1963). The interest in this
approach for this study lies in the two last concepts: the uncertainty
avoidance and learning. These concepts have largely inspired the de-
cision-making process model of Aharoni (1966) and the incremental
models such as the Uppsala Internationalisation Model (e.g. Johanson
& Weidersheim-Paul 1975; Johanson & Vahlne 1977, 1990, 1994; Lu-
ostarinen & Welch 1990; Ghoshal 1987). In addition, the behavioural
theory concerning firms influenced the Business Network Approach
(Johanson & Mattsson 1988, 1992) to some extent.

2.3.1 The managerial decision-making process
In 1966, Aharoni noted that

“There is a strong feeling that one should begin an investment pro-
gram on a very small scale, learn from one’s experience and once
expertise is gained there will be an increase in the size of operation”
(Aharoni 1966, p. 57).
He further emphasizes that the decision to consider a foreign invest-
ment is normally reached through a fairly complicated and partly ir-
rational process (Aharoni 1966, p. 57). He identified four exogenous
triggers for foreign investments:

* An outside proposal that may originate from foreign govern-
ments, distributors of the company’s products and its clients
or from another third person outside that business.

¢ Fear of loosing an export market

e “The band wagon effect” meaning that very successful opera-
tions abroad have been carried out by a competing firm in the
same line of business, or the general belief that investment in
some area isa “must”

¢ Strong competition from abroad in the home market

The third motive described by Aharoni (1966), i.e. the band - wagon
effect, is obviously related to the “follow the leader” behaviour as de-
scribed by Knickerbocker (1973, p. 25). Likewise, there is a connection
between Aharoni’s fourth motive and the “exchange-of-threat” dis-
cussed by Graham (1974). It is interesting to note that Aharoni (1966)
saw the decision to invest abroad as largely optional. Yet for many com-
panies (such as Finnish firms), the very limited size of the home market
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means that foreign expansion has become a “must”” and not a matter of
choice. Aharoni’s framework is concerned directly with the decision-
making process and it does not stand as a basis for constructing my
theoretical framework. In the next section, the Uppsala Internationali-
sation Model (UIM) is briefly explored.

2.3.2 The Uppsala Internationalisation Model (UIM)

Between the early and mid 1970s, mainly Scandinavian researchers
such as Johanson and Wiedersheim-Paul (1975), and Johanson and
Vahlne (1977) drew our attention to the fact that the internationalisa-
tion of SMEs firms into foreign markets was a gradual process. Based
on the initial article in 1975, Johanson and Vahlne in 1977 improved the
model into what has come to be known as the Uppsala Internationali-
sation Model (UIM). There exist other interesting models related to the
internationalisation process, such as the Innovation-diffusion models
of Bilkey and Tesar (1977) and Czinkota (1982), but particular interest is
paid in this work to the UIM. In the following figure three let me present
the establishment chains and the basic mechanisms in the UIM.

Different | Different Business activities and operations in | Mode of |
Stages | foreign-market expansion propcess Operation
Stage 1 | No regular export activities ' Sporadic -
- 1 d exports |
fiEe2 | ﬁ Export via independent representatives Agent |
Stage3 | : : . - Sales |

I Establishment in foreign markets |=§ Subsidiary |
Stace 4 Manufacturing |
tage | Production in foreign market Units
Market Knowledge . Commitment Decision
Market Commitment Current activities |3

Figure 3: Establishment chains and basic mechanisms in the UIM
(Adapted from Johanson and Vahlne 1977, p. 12)



The reason for excluding the innovation-related models is that they are
heavily based on the UIM and do not differ in any significant way. Fur-
thermore, the emphasis on the innovation related process as an expla-
nation of the expansion process might be mainly applicable to devel-
oped markets. Thus, I only present the UIM, which has many relevant
points for this study. Johanson and Vahlne (1977, p. 11) stated that the
purpose of the Uppsala model is “fo increase understanding of the de-
velopment of international operations and to increase conceptualisation
of internationalisation of the firm”. The basic mechanisms in the UIM
are shown in figure three above. Johanson and Vahlne (1977, 1990) posit
that companies have a tendency to start expansion into countries with
low psychic distance and later on to expand their operations towards
countries with higher psychic distance. The UIM links that psychic dis-
tance to the market entry mode: export, sales subsidiary, manufacturing
operations. According to Johanson and Vahlne (1977, 1990), a gradual
increase in commitment will follow an increase in market knowledge.

According to Johanson and Vahlne (1977, 1990), the amount of re-
sources committed includes, investment in marketing, organisation,
personnel, financial resources, technologies, and so on. The Uppsala
model proposes that the psychic distance which is, according to Johan-
son and Vahlne (1977, p. 12), “a sum of factors preventing the flow of
information from and to a market” would influence the degree of com-
mitment of resources. These factors could be, for example, differences
in language, culture, political system and so on. When firms start the
expansion process, they would choose a country, which has a shorter
psychic distance to the home country. The description of gradual geo-
graphic expansion from the domestic market into a closer market and
then into a culturally distant market is strongly inspired by Vernon’s
Product Life Cycle (see Vernon 1966) and by Hornell et al. (1973). Both
have contributed to the psychic distance arguments by stating that es-
tablishments start in psychically closer markets and thereafter further
away to psychically distant markets. The theoretical explanations for
such a process, was that a lack of market knowledge is an important
factor in international business. However, the concept of psychic dis-
tance, which was once one of the strongest constructs in the UIM, may
also prove to be one of its current weaknesses (see Thomas & Araujo
1985; Turnbull 1987; Andersen 1993, 1997; Vincze 2004; Hadjikhani &
Johanson 1996; Hadjikhani 1997; Nordstrom 1991). Prior to presenting
my position and critical arguments (in section 2.4) which compelled me
to develop my own conceptual framework (chapter 3), let me briefly
present and discuss the business network approach, which also forms
a cornerstone of the FME- process into emerging markets.
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2.3.3 The Business Network Approach

According to the Industrial Marketing and Purchasing Group (IMP-
Group), internationalisation is no longer solely influenced by the inter-
nal variables of the focal firm. It is also influenced by the firm’s network
relationships with external entities. Thus, FME takes place in a network
setting, where different business actors are linked to each other through
direct or indirect relationships (Johanson & Mattsson 1988, 1992, 1995;
Hakansson & Snehota 2002). The degree of commitment to a market is
not only determined by a firm’s position in different business networks,
but also by the degree of internationalisation of the market in focus.
The business network approach considers entry into a foreign market
because of interaction initiative by firms that are insiders in the net-
work in the specific country, Johanson and Mattsson (1988, 1992, 1995)
suggest that, during the internationalisation process, a firm establishes
and develops positions in relation to counterparts in a foreign network
by extension, penetration and integration. Each firm in the network is
seen to have direct relationships with customers, competitors, distribu-
tors, suppliers etc. Each firm also has indirect relationships with sup-
pliers” suppliers, customers’ customers, competitors” competitors, and
so on. Since firms are dependent upon each other in the networks in
which they operate, the model assumes that this coordination occurs
through the transactions forged by firms engaging in a series of bilat-
eral exchange relationships (Johanson & Mattsson 1988, 1992).

These various actors from the network perspective possess resourc-
es and perform activities, which create exchange relationships amongst
themselves. Exchange involves at least two parties, thereby implying
some kind of mutuality i.e. both parties give to and receive from each
other. An exchange relationship is manifested through several aspects,
for example social business and information exchanges. Accordingly,
firms base their decisions on a network strategy where the firm uses
its business relationships to move to lucrative markets (Johanson &
Mattsson 1988, 1992, 1995; Andersson & Forsgren 1995; Anderson &
Narus 2004; Hakansson 1982; Hakansson & Johanson 1988, 1992, 1993;
Hakansson & Snehota 1995; Ford 1990, 2002; Ford et al. 2003; Frazier
1983; Dwyer et al. 1987). Inter-firm relationships are viewed as multi-
faceted, long-term, and cooperative (Johanson & Mattsson 1988, 1992,
1995; Hakansson & Snehota 1995; Bridgewater 1999). From this per-
spective, it is argued that interaction in networks may also enhance the
foreign market knowledge of the firm, which in turn determines the
following commitment decision.

The business network and business relationship approach considers
foreign market entry brought about by interaction initiatives by firms
that are insiders in the network in the specific country. Johanson and



Mattsson (1988) suggest that, during the internationalisation process,
a firm establishes and develops its position in relationship to counter-
parts in a foreign network by extension and integration. The position
of a firm in the network determines the future development of the rela-
tionship and of its business operations. Equally important is the concept
of connectedness. For instance, Tornroos (2003) posits that, through the
firm’s commitment to technological, market and financial ties with oth-
er market actors such as firms and departments of firms in the market
or on the supply side, as well as financial institutions and legal actors; a
firm gradually increases its interaction with these different actors. This
approach clearly emphasises the role of a firm'’s relationship with other
actors in the internationalisation process.

The business network approach does not really reject the psychic
distance concept, and does not challenge the incremental nature of in-
ternationalisation as depicted in the following table 2.

Internationalisation according to the Network perspective

Stages Critical activities

N

! Establishment of a position through relationships with}|
1. International extension % counterparts in national nets, which is novel to the

firm.
N2 N
Developing a position by increasing resource
2. Penetration % commitment in the networks abroad in which the firm|;
i has already a position. "
N db

!
Increased co-ordination between positions in different|

3. International integration|—3N
g 2 national nets.

Table 2: Internationalisation process according to the business network per-
spective (Adapted from Johanson & Mattsson 1988)

Researchers putting forward a business network view on internationali-
sation and international growth discuss the advantages of relationships
with other firms and other actors (see section 3.4). Changes within the
expansion process are determined by the market position that firms
create, possess and try to defend (Johanson & Mattsson 1988). Econom-
ic, technological and institutional factors all influence these changes.
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The market position is defined by the role of the firm in the network, by
its importance, and by the strength of its relationships with other firms
(Johanson & Mattsson 1988). More specifically, market position could
also be seen as determined by the place of the firm within the interna-
tional value chain. Consequently, a firm may become an exporter in or-
der to defend its position in the chain, based on the fact that its network
contacts might even push it to operate on a foreign market. Johanson
and Mattsson (1988) stress the importance of the network context in
terms of factors considered influential in the social network in which
companies are embedded (for a discussion on different dimensions of
embeddedness, see Halinen & Tornroos 1998). These factors may influ-
ence the perception of barriers to foreign market involvement, busi-
ness goals and the attitudes/or commitment towards FME as a business
strategy for creating competitive advantage.

As posited by Johanson and Mattsson (1988), companies mutually
increase knowledge through networking and in that way, trust de-
velops between different actors. Over time, a trustful partnership in-
creases competitive advantage, which in turn may help the company to
extend its business towards new markets. Some loss of independence
and revenue sharing is inherent in inter-firm cooperation, but it also
enables firms to position themselves in a foreign market more quickly.
The increased mutual knowledge and trust lead to greater commitment
between the actors on the international market. This process may not be
solely dependent behaviour of the focal firm (Hakansson & Johanson
1992; Hakansson & Snehota 1995).

According to Turnbull (1987), the business network approach to in-
ternationalisation proposes that interconnected exchange relationships
evolve in a dynamic, less structured manner, and that they are the key
drivers of international involvement. A particular process in business
internationalisation, which is interesting for this study, is the business
interaction. The characteristics of business purchases are that they in-
volve at least two active parties interacting with each other (Ford 2002).
According to Ford (1990), the basic assumptions of the interaction ap-
proach are the following:

* The buyer and seller are active participants in the market

* The relationship between the buyer and seller is frequently
long-term, close and involves a complex pattern of interaction
between and within each company

* The links between the buyer and seller often become institu-
tionalised into a set of roles that each party expects the other to
play.

¢ In the context of continuous raw material or supply of compo-
nents, closer relationships are considered.



¢ In the case of infrequent previous product purchases, the em-
phasis is on mutual evaluation.
In order to argue for my position and for the reasons why none of the
frameworks was attractive alone to act as a basis for the framework used
for this study, in the next section 2.4, let me put forward my comments
and critical reflections on the behavioural theory-based literature.

2.4 Reflections and challenges to the behavioural
theory-based literature

Whereas we can applaud progress in internationalisation theories,
there are still weaknesses that need to be addressed. Despite the ac-
ceptance generally accorded to these theories, it would be justified to
point to some concerns about the behavioural theory-based literature.
Due to the globalisation phenomena and to the increasing importance
of emerging economies, it is imperative to revisit most of these behav-
ioural theories. Critical examination of the earlier theories is essential
and should be seen as an invitation to look beyond these theories in
order to increase our understanding of the foreign-market expansion
processes into emergent economies. Thus, the aim of this section is to
challenge some of the key elements of the Nordic School that, in my
opinion may not be appropriate or relevant in the rapidly globalizing
business environment and particularly in the Southern African region.
In this section, I also provide the key arguments which prompted the
search for a combination of different views to increase understanding
of the FME process into emerging markets. In doing this, I also aim to
show the reasons why we would need a complex framework, such as
REMNET, which is presented in chapter 3.

In terms of the behaviourally-based approaches, the following con-
cerns arise. In it its attempts to conceptualise the process of interna-
tionalisation, how does the Nordic School deal with complexity and
variation? Has it really identified the core process of foreign market
expansion in terms of emerging markets appropriately? In other words,
are the uncertainty avoidance and the experiential knowledge creation
acceptable as the core processes in foreign market expansion to emerg-
ing markets?

For instance, the UIM model describes internationalisation in a lin-
ear fashion and sometimes this description incorporates circular de-
velopment like the concept of knowledge and commitment growth in
the UIM (Cavusgil 1980; Johanson & Mattsson 1988; Turnbull 1987; Bell
1995; Hadjikhani & Johanson 1996; Vincze 2004). The UIM places too
much emphasis on psychic distance and on experiential learning, while
it places little emphasis on alternative modes of operations. I agree with
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Vincze (2004, p. 67) “in the spirit of these frameworks, one might see
foreign-market expansion as a goal-maximizing and uncertainty mini-
mising process pursued by managers making rational decisions”. This
claim links the UIM, which otherwise belongs to the behavioural tradi-
tion, to the economic theories (rational theories). According to Madsen
and Servais (1997), the UIM cannot describe the growing number of
acquisitions around the world and Born Global firms. Forsgren (2002)
has illustrated the growing number of acquisitions of foreign firms by a
Swedish multinational without going through a “stage-by-stage process”.
Thus, some firms have started to go abroad by directly setting up their
production subsidiaries without following the stages described by the
model. Madsen and Servais (1997) suggested a non-incremental or zig-
zag pattern, where a firm would choose the most appropriate pattern
according to the specific situation and according to its goals. There is
also a growing number of high tech firms that expand their activities in
foreign markets without going through a stage-by-stage development,
as predicted in the UIM, for instance, Born Global firms may expand
their activities more quickly into foreign markets (see Madsen & Ser-
vais 1997; Bell 1995; Coviello & Munro 1997).

The unique elements and continuing environmental influences (see
section 3.2) make the FME process complex. In order to understand this
complexity, we need a better understanding of the variations in how
companies pursue FME. The process cannot be explained by elaborat-
ing only on a very few numbers of factors such as those in the UIM. For
companies to embark on international operations, the primary drivers
have to be opportunity seeking and risk taking (Vincze 2004). Concur-
rently, uncertainty avoidance should be considered as a second driver,
especially for entrepreneurial firms (see also Mtigwe 2005). Companies
try to win over their rivals and FME is one of their strategic growth
processes. Admittedly, the FME growth process has economic objec-
tives and companies will be ready to embark on it if they see economic
justifications for doing so (see Williamson 1981; Hennart 1982). Instead
of seeing this process being due to uncertainty avoidance as in the UIM,
it would make more sense to see it with the more complex and continu-
ing process of growth through efforts to develop competitive capabili-
ties in order, in the longer- term, to be able to deal with rivals both at
home and in foreign markets (see Knickerbocker 1973; Vincze 2004).

The UIM assumes that the experiential knowledge is seen not just as
one of the internal factors, but is rather the key driving factor of the
FME. Furthermore, the UIM states that the status of the international
commitment grows with international experience over a long period
of time. In addition, success in foreign markets encourages more suc-
cess. As with failure early on, a company’s international experience can



cancel or limit its further commitment to foreign markets (see Mtigwe
2005). However, in opposition to the experiential learning argument
found in the UIM, we could also say that a company’s choice of its ex-
pansion strategy for a given product/target country, is the net result
of several often conflicting forces (see Vincze 2004; Mtigwe 2005). The
variety of these forces, difficulties in measuring their strength, and the
need to assume their direction over a future planning period are com-
bined to make the expansion strategy decision a complex process, with
numerous trade-offs among alternative strategies.

The UIM and the business network approaches seem to be satisfied
with the concepts of experiential knowledge, psychic distance, organi-
sational capacity and business relationships (see section 2.3.3) as key
factors in explaining the FME. These different variables are connected
to entry mode, market position, target market and sale objects (see Ca-
zurra & Ramos 2002; Vincze 2004). In the network approach, for in-
stance, market position influences foreign market entry, and depends
on the business relationships (see section 3.4). Consequently, entry
strategies are considered to be of the utmost importance when describ-
ing the process.

As is shown in the conceptual framework developed later in chapter
3, the combination of many determinants (see Cavusgil & Nevin 1981)
has to be considered unique for each company, and these determinants
change over time (see section 3.6). In addition, experiential knowledge
creation cannot be considered to be a core process of FME into emerg-
ing markets because it actually undervalues the economic side, and
furthermore, it does not really distinguish between internationalisation
and other social processes (see Vincze 2004). In addition, the range of fi-
nancial resources and the sophistication of financial techniques develop
with international growth. Administrative and organisational demands
inevitably increase with diversification, which means that a company
needs to prepare for and respond to such increased demand and diver-
sity (see Chandler 1962; Perlmutter 1969; Fayerweather 1978). Welch
and Luostarinen (1988) argued that there are internal changes that are
consequent upon the degree of internationalisation. Such changes may
provide a basis for taking additional steps forward as in FME (Vincze
2004). Furthermore, Luostarinen and Welch (1990) appear to consider
organizational capacities, which are internal elements (see section 3.1)
more decisive than the psychic distance between the home and the tar-
get market (see also Mtigwe 2005).

As stated above, FME should be evaluated as a strategic growth
process. According to Pettigrew (1997), a process can be understood
if the context (internal and external) and the content are appropriately
considered. In order to tackle the large variation in the FME process
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into emerging markets, we need to consider a wider range of context
and content-related issues in which the FME unfolds. Since the 1970s,
there have been various attempts to present the extent and significance
of several factors and forces affecting internationalisation (Bilkey 1978).
These forces inevitably refer to the context, both internal and external
and the content. In my opinion, there are several factors which have a
direct effect on FME into emerging markets. Chapter three of this dis-
sertation is devoted to the elaboration on these factors.

According to the UIM, barriers to information flow between the do-
mestic and the host market constitute the main external determinants,
and some of them have been conceptualised according to the psychic-
distance factors as stated in section 2.3.2. Psychic distance is an aggre-
gate concept and as such it aims at measuring the socio-cultural and
economic distance between the domestic and the host market in ques-
tion (see also Vincze 2004).

Looking closely into the concept of psychic distance, I believe the
importance of psychic distance is overstated. The psychic distance
does not really offer control of economic attractiveness (see also Vincze
2004). In line with globalisation, together with fast growing improve-
ment in communication, transportation infrastructure and economic
interdependencies, the concept of psychic distance is losing ground
(see Julien et al. 1997). Furthermore, empirical evidence shows that
companies increasingly move into more distant markets often before
entering neighbouring markets. They may begin exporting before ob-
taining any domestic sales, e.g. the born global (Madsen & Servais 1997;
Bell 1995). Even entrepreneurial firms from emerging markets such as
the RSA may not choose to start their international operations in closer
markets either. They try to export and to sell wherever the purchasing
power is located. Thus, the most current export markets may be located
far away in developed countries, and not necessarily psychically close
(see Mtigwe 2005).

According to Hadjikhani and Johanson (2001), firms make timing de-
cisions on their entry into foreign markets on the basis of their expecta-
tions of the future economic attractiveness of the foreign market. Thus, a
comprehensive discussion of the psychic distance factor should include
customer-prosperity measures, the size of economies, and the develop-
ment level of the infrastructure and the concentration of the population
(see chapter 3, section 3.2). Nevertheless, beyond economic attractive-
ness, entry into a particular country may be consolidated in a short pe-
riod on the basis of a political decision to open up the country to foreign
investment (as in the case of the RSA in the beginning of the 1990s).

Too much emphasis on psychic distance may lead to misinterpreta-
tion of what really happens in FME into emerging markets. The psychic



distance variable does not really include other important business fac-
tors such as industry structure and competitive elements, and function
of the nature of the product. The competitive structure of the home
market also affects the expansion strategy (see also Vincze 2004). As
posited by Knickerbocker (1973), firms in oligopolistic industries tend
to imitate the actions of rivals who threaten to upset competitive bal-
ance (see section 2.1.1). Accordingly, when one firm invests abroad,
other firms frequently follow their rival’s lead. Yet firms in oligopolistic
market are unlikely to view a rival’s exporting or licensing activities as
a very serious competitive threat. In that perspective, oligopolistic re-
action is based on increased commitment to foreign market. This may
happen, for instance, in the form of FDI in production (Knickerbocker
1973). These factors may well override the importance of the aggregate
elements of psychic distance (see 2.1.1).

The concept of psychic distance found in the UIM, does not fully
consider the impacts of unpredictable moves made by customers and
by competitors. As most emergent markets may be unpredictable, it is
then safe to say that the psychic distance contradicts the real meaning of
emergent markets. In reality psychic distance between foreign markets
does not necessary lead to more costly operations (se Williamson 1981;
Hennart 1982). In my opinion, focusing on a limited number of factors
such as those used in the UIM, and then determining changes in the
expansion process (such as changes in operation modes as predicted in
the UIM), cannot fully explain the complex process of FME to emerging
markets . The variation in how companies expand into foreign markets
is not simply an anomaly in the established theoretical models (see also
Vincze 2004).

Unlike the UIM, the business network goes beyond the firm’s internal
developments to include the firm’s relationships with other actors in the
expansion process. The firm’s relationship with other actors are argued
to be a key decisive factor in FME, this is specifically true according
to the network approach (see section 2.3.3 and 3.4). Companies obtain
resources from the environment (see section 3.2) and they do not exclu-
sively use internal resources (Bell 1995, Coviello & Munro 1995; Ford et
al. 2002). With an emerging economy in sight, the relationship element
in the business network approach should be strongly emphasised. Evi-
dence drawn from studies on the expansion process to Eastern Europe
has shown that relationships with other actors play a considerable role
in the expansion process. For instance, Blankenburg-Holm (1995), Sal-
mi (1996), Nieminen and Térnroos (1997), Bridgewater (1999), Tornroos
and Nieminen (1999), and Vincze (2004), found networking through
business relationships to play a decisive role in entering former Eastern
European and Baltic markets. In addition, Owusu (2002) found that the
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Finnish and Swedish project marketers IVO International and Transe-
lectric succeeded in their African projects through networking with lo-
cal and foreign actors. As long as the business network incorporates
customer, competitors and other market relationships, in the same line
with Vincze (2004), I believe it gives more attention to the interdepend-
ence between a company’s business operations and their business envi-
ronment (see section 3.4).

However, relying solely on the business relationship approach to
understand the FME- process into emerging markets may not be very
attractive either. Certainly, the business network approach has made
a major contribution to the internationalisation theory by providing a
general framework for analysing behaviour of firms through the inclu-
sion of variables, which are external to the firm. However, the business
network approach has been criticised for failing to explain why firms
belonging to such networks internationalise at all (for a critical view,
see Bell 1995; Coviello & Munro 1997; Madsen & Servais 1997).

The fact that there are so many theories, which describe and explain
almost the same phenomena differently, indicates some concerns. Bell
(1995), Coviello and Munro (1997), and Madsen and Servais (1997),
point to weaknesses in the explanatory and predictive capacity of these
theories. The best way to study foreign-market expansion into emerg-
ing markets may require a re-conceptualisation together with a combi-
nation of earlier theories. Nevertheless, there is a lack of a general FME-
framework, which could also take into consideration specific problems
encountered by firms expanding their businesses activities into African
markets.

However, integrating through convergence of the IB-literatures may
not really be the best way to increase our understanding of the FME into
emergent African economies. One could be tempted to believe that the
convergence of the international business literature, for instance, with
the strategic management literature would give a better understanding
of the FME-process. I am not suggesting that the gains would be au-
tomatic. Firstly, these streams of research rely on different ontological
and epistemological assumptions and they are conceived to describe
and explain different problems. Nonetheless, there is a growing convic-
tion that the strategic management stream of research could strengthen
the internationalisation literature.

FME can be better understood from the teleological rather than the
life-cycle perspective (see section 2.6). Each company pursues its FME
process uniquely, and the process varies among companies. The proc-
ess is complex and embedded in the company’s overall growth strategy
(see Vincze 2004). However weak the arguments might sound at this
point, to draw heavily on these well established frameworks was not



attractive in this research project. My general belief was that they might
hold the danger of withholding relevant evidence or understanding,
and describing the relationship between concepts inadequately

Considering the background and the arguments above, I propose a
cross fertilisation of the behaviourally-based models discussed earlier
(in sections 2.3.2, 2.3.3) and I suggest looking outside the behavioural
approach to find a strong integrator. One of the strongest concepts de-
veloped in the strategic management literature (see section 2.5) is the
resource and capabilities within the Resource-Based View (see sections 2.5
and 3.1) with its roots in the theory of the growth of the firm (Penrose
1959, 1980; Barney 1991; Bartlett & Ghoshal 1991; Prahalad & Hamel
1990; Tallman 1991).

In this section, I introduced an extensive list of factors as compari-
sons to the explanations offered by the Nordic School. I show that the
Nordic School ignores factors that should be included in increasing our
understanding of FME into emerging markets. In addition, this section
serves as introduction to the key arguments about why we need a com-
plex conceptual framework such as the one developed in this study, for
the purpose of increasing understanding of FME into emerging mar-
kets (see sections 3.7 and 8.6). The following discussion and analysis is
based on the premise that foreign market expansion into emerging mar-
kets should be seen through “teleological glasses”, a process approach to
organisation change by Van de Ven (1992) and Van de Ven and Poole
(1995) (see section 2.6).

2.5 The Resource-Based View (RBV)

The Resource-Based View (RBV) originates in early economic models
of imperfect competition. We could trace back the acknowledgement of
potential importance of a firm’s specific resources in the work of Penrose
(1959). Later on, these views were incorporated into organisation eco-
nomics and organisation theory to build a foundation for firm growth
and strategy (Cohen & Cyert 1965). The common themes in the RBV are
firm heterogeneity, barriers to duplication, sustainable competitive ad-
vantage and Ricardian rents. Rather than emphasising market structures,
these economists highlighted the firm’s heterogeneity and proposed that
the unique assets and capabilities of the firm were important factors giv-
ing rise to imperfect competition and the attainment of economic rents
(Penrose 1959). For example, Hall (1972) identified that some of the key
capabilities of firms include technical know-how, reputation, brand
awareness, the ability of managers to work together and particularly,
patents and trademarks. Nelson (1996) and Zou and Cavusgil (1996) see
resources as those tangible and intangible resources, which are under
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the control of the firm’s administrative organ (Zou & Cavusgil 1996). Fol-
lowing Daft (1983), Barney (1991) defined internal organisational resources
as all assets, capabilities, organisational processes, business attributes,
information, knowledge and so forth, controlled by a firm and enabling
it to conceive of and implement strategies which improve its efficiency
and effectiveness. It is possible to classify resources as financial resources,
capital resources, physical resources, human resources, technological re-
sources, reputation, and international experience (Padmanabhan & Cho
1999). Barney (1991) further classifies the numerous possible internal
organisational resources into three categories: physical capital, human
capital and organisation capital. All these resources are not strategically
relevant and are not all equally important (Black & Boal 1994). As Barney
(1986) points out, some resources may prevent a business from conceiv-
ing of and implementing valuable strategies, others may lead to strate-
gies, which reduce its performance, and yet others may have no effect on
a firm’s strategic choice. The most critical resources are those, which are
superior in use, hard to imitate, difficult to provide a substitute for, and
more valuable within the business than outside (Porter 1991, quoted in
Zou & Cavusgil 1996). Porter (1991) emphasises that such resources can
arise either from performing activities over time, which creates internal
skills and routines or from acquiring them outside the firm. The firm’s
knowledge base increases with repeated experiences and becomes em-
bodied in personal and organisational memory (Penrose 1959; Johanson
& Vahlne 1977, 1990). Thus, the international experience of the firm is an
important source of competitive advantage in FME into emerging mar-
kets (Padmanabhan & Cho 1999).

Furthermore, Penrose (1959) conceptualised the firm as a pool of
productive resources organised within an administrative framework.
According to her, these productive resources are imperfectly divisible
in as much as the firm has incentives to expand and enhance the pro-
ductivity of its resources (Penrose 1959). Depending on the nature of
the under-utilised resources and demand conditions, the expansion or
growth of a firm arises either from the greater output of existing re-
sources or through diversification. The growth of the firm is only con-
strained by an environment that is the same as its available produc-
tive opportunities (Penrose 1959, p. 20). In the much-cited work on the
theory of the growth of the firm, she notes that:

“A firm is more than an administrative unit; it is also a collective of
productive resources the disposal of which between different users
and over time is determined by administrative decision. When we
regard the function of private business firm from this point of view,
the size of the firm is best gauged by some measure of the productive
resources it employs” (Penrose 1959, p. 24)



The above quotation highlights some important dimensions of the RBV
thathave occupied the minds of both theorists and managers alike. First-
ly, theorists have been concerned with the question regarding the role
of managers in the development and deployment of resources (Barney
1986, 1991). Secondly, they have also been preoccupied with the prob-
lem related to the relationship between resources and the scope of the
firm (Prahalad & Hamel 1990). Penrose’s work was the first to provide
deep insights into the nature and the role of resources in the firm. For
example, she distinguishes resources from services. She argues that it
is not the resources themselves, i.e. inputs into the production process,
that are important, but rather that it is the services that these resources
can render to a firm which are important (see Barney 1991). Penrose
(1959) sees this distinction as the resource of uniqueness of each in-
dividual firm and it is a distinction that has many parallels with the
separation of resources and capabilities as described in the strategic
management literature (for instance Hill et al. 1990). Similarly, Penrose
(1959, p. 26) argues that:
“Internal resource configurations both facilitate and constrain the
direction of expansion of the firm and contrasts this with the prevail-
ing external inducements to expand such us growing demand and
change in technology, etc”
She argues that a firm’s previously acquired or inherited resources and
those it must obtain from the market in order to carry out its produc-
tion and expansion programmes have a profound influence on its ex-
pansion process. Nelson and Winter (1982) and Nelson (1997), argue
that strategy, structure and core capabilities define the firm. The sig-
nificance of the RBV to strategic management literature comes from
the attention it pays to the internal resources of the firm and how these
firms acquire these resources and how it develops them. The underly-
ing theoretical approach here is to see the firm not through its activities
in the product market, but as a unique bundle of tangible and intangi-
ble resources (Wenerfelt 1984). In the RBV, firms base their competitive-
ness on strategies rather than on collective action (Tallman 1991; Grant
1991; Peng 2001).

Early models of strategic decision-making usually proposed a ra-
tional process of setting objectives, followed by an internal appraisal of
capabilities, an external appraisal of outside opportunities leading to
the decision to expand or diversify based on the level of correspond-
ence between existing products/capabilities and investments prospects
(Ansoff 1965). Strategic management is essentially concerned with the
ways in which a manager acts to achieve long-term objectives in the
event of market failure. According to Andrews (1971), the 1970s was
marked by a shift in research to include four interrelated elements:
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¢ Company strengths and weaknesses

¢ Industry, economic and technical opportunities and threats

* Personal values of key implementers and

* Broader societal expectations
In the RBV, heterogeneity is a source of competitive advantage. Re-
source heterogeneity, arising from imperfection in strategic factor mar-
kets, grants firms with superior resources and capabilities earnings in
the form of rents (Grant 1991). It is the heterogeneity of the produc-
tive service available or potentially available from its resources, which
gives each firm its unique character (Penrose 1980). Consequently, a
firm’s distinctive competence and superior organisation routines in one
or more of the firm’s value-chain functions are important sources of
heterogeneity, which enable a firm to generate rents from a resource
advantage (Penrose 1980). On the issue of exchanges between the firm
and its environment, the RBV places primary emphasis on economic
as opposed to social or political exchanges (Araujo et al. 1998). Fur-
thermore, it emphasises rationality and views organisational actors as
rational beings, assessing choices and making decisions that maximise
their own interests. This position may be dangerous and consequently
one weakness in this RBV-framework as there is a limit to rationality.
For instance, Penrose (1959) notes that what is important is the inher-
ent characteristics of individuals and the relationships between these
individuals, while Nelson (1996, 1997) argues that it is nonsense to pre-
sume that a firm can calculate an actual best strategy. In support of Nel-
son (1996, 1997), decision-makers have their own histories and charac-
teristics, which may influence the decisions they make. Nevertheless,
despite the apparent weakness in the RBV, the potential benefits of
applying some of its concepts. Especially in the analysis of the foreign-
market expansion process into emerging markets could strengthen the
behavioural approach. In the next section, based on Van de Ven (1992)
and Van de Ven and Poole (1995), I identify which kind of process mod-
el of organisation change to apply to the FME-process into emergent
economies.

2.6 The model of organisational change underlying
FME into emerging markets

Thus far, the study has discussed the behavioural models (in section
2.3.2 and 2.3.2) and the RBV (in section 2.5) and has found that the lit-
erature emphasises richness and disparity (section 2.4). This disparity
offers opportunity for at least partial integration of some of these views
(Halinen & Tornroos 1998; Cazurra & Ramos 2002). Transformation of
business activities from home to foreign markets requires a set of proc-



esses, which lead to changes in the corporate organisation (Beer 1980;
Van de Ven 1992; Van de Ven & Poole 1995). Van de Ven (1992) and
Van de Ven and Poole (1995) discuss four processes of organisational
change: dialectic, life cycle, evolutionary and teleological processes. In
the following, these four process theories of organisational change are
briefly presented, with the aim of identifying which one of the four
could best increase our understanding of the FME into emerging mar-
kets.

Dialectic process theory

Dialectic process theory assumes some contradictions between entities.
As the firm starts to explore the possibilities of becoming heavily in-
volved in a given foreign market, there is a conflict between domestic-
oriented decision-makers and the demand for an increase in the foreign
market (Perlmutter 1969). Over time, the firm may revise its expecta-
tions regarding a particular market and actively seeks to commit more
resources (Johanson & Vahlne 1977, 1990). Thus, the battle between do-
mestic (about decisions to expand to well-known markets) and foreign
markets (unknown new markets) in the minds of the decision-mak-
ers results in a transformation of attitudes. That is, the conflict between
the existing thesis of decision-makers focused on domestic and other
well-known markets and the antithesis of the demands of new markets
would be solved in the synthesis of a decision to expand the firm’s activ-
ities into these new markets (Van de Ven & Poole 1995). The dialectical
process theory is an interesting process theory, especially in the case of
a decision to expand business operations into developing and emerg-
ing markets (uncertain markets). Different managers (decision-makers)
and different units may have opposing views, values, and power re-
garding how to allocate resources, but they still have a common goal,
and despite the differences, they begin to work together (synthesis) to
achieve that goal.

The life-cycle process theory

The life-cycle process theory (transformation of the location of an in-
dustry via product-life cycles) assumes that the change is imminent;
i.e. there is an underlying and pre-programmed unfolding of changes
in a unitary, cumulative sequence. In this view, a path is forecast which
depicts the trajectory until the end state. It assumes invariance between
and within all organisational units to follow prescribed order of devel-
opment phases, one subsequent to the next. Planning drives these step-
wise models and therefore allows fewer opportunities for spontaneity
(Vincze 2004). We find this kind of process in the Uppsala Internation-
alisation Model that was discussed earlier in section 2.3.2. However, the
linear sequential model of development is typically inadequate to deal
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with complexities (Van de Ven 1992; Van de Ven & Poole 1995). We find
such complexities in emerging economies, where the host environment
exerts a lot of pressure on the expansion process and on the growth of
business operations (see Nieminen 1994).

The evolutionary change process

The evolutionary change process assumes that change proceeds in a
continuous process as a recurrent cumulative and probabilistic progres-
sion of variation, selection, and retention leading to the transformation
of the structure of the firm (Van de Ven 1992; Aldrich 1979). The process
creates a variety of new forms, which might emerge by random chance.
Selection occurs through natural competition in which the best forms
suitable for the respective environment continue to evolve. Retention
on the other hand stabilises the change process with forces that op-
pose changes (Van de Ven 1992). Stopford and Wells (1972) and Bartlett
and Ghoshal (1989) produce some examples of evolutionary structure
models. These models follow an evolutionary process model of organi-
sational change, with some dialectical notions of transformation. They
attempt to account for the transformation of the organisational struc-
ture of the MNE as the international operations of the firm increase in
importance, moving from an international division to a product or area
structure (Stopford & Wells 1972). Later studies have analysed the evo-
lution of the structure in connection with the objectives of the firm (Nel-
son & Winter 1982) with change as one of the phases reflecting dialectal
conflicts between the current organisation of the activities and emerg-
ing pressures. They are not direct explanations of the foreign-market
expansion process of the firm, rather they account for transformation of
the structure as the expansion occurs (Cazurra & Ramos 2002).

Teleological process - Transformation of firm'’s activities via strategy
According to the teleological conception, the development of the en-
tity of the organisation proceeds towards a goal or an end state (Van
de Ven & Poole 1995). This developing entity socially constructs an
envisioned end state and selects from alternative courses of action to
reach the objective (Van de Ven 1992). Purposeful cooperation is the
basic idea behind the teleological theory where the goal formulation,
implementation, evaluation, and modification of the goals are based
on what was learned and repeated. In addition, the developing entity
is purposeful and adaptive, by itself or in interaction with others (Van
de Ven 1992). This view allows the participants to be more innovative
and free to choose their goals, as well as their means to achieve them.
This approach enables the more explorative ideas for developing enti-
ties to search for their future strategy. However, there are also risks
and dangers, as the expanding entity may not control its processes in



the envisioned manner (Van de Ven 1992). This situation may transpire
especially with non-intentional occurrences (such as events) and other
external factors that may affect the adaptation process. The teleological
view does not specify or presume any necessary sequence of events
and it does not need assumptions about historical necessity. Neverthe-
less, it implies a standard for judging the change, i.e. the development
is something that moves the entity towards a certain goal.

Teleology emphasises the purpose of the actor or unit as the motor
of change; it also recognises the limits of action. For instance, in teleol-
ogy, both internal and external environments and available resources
and capabilities may constrain the actor’s possibilities, strategies, and
actions. Consequently, the FME process could take place in several pos-
sible ways. Accordingly, there are no predetermined stages that must
be followed such as those predicted in the incremental models. Rather,
a set of possible paths between which firms choose, based on their aspi-
rations, to create value by using and by creating resources and by using
their own capabilities (Habiyakare & Tornroos 2007). Firms then take
into consideration their existing resources and capabilities and con-
sider the possibility of acquiring other necessary resources from their
home and from foreign markets (environments). According to Van de
Ven (1992) this process allows for the transformation of the firm as the
business context (environment) changes, not assuming a necessary se-
quence of stages but rather a set of standards and objectives by which
to evaluate the actions and modify them accordingly. The conclusion
here is in accordance with Cazurra and Ramos (2002) and with Vincze
(2004), that foreign-market expansion into emerging economies, such
as the Republic of South Africa, could be better understood using a
teleological process view of organisational change. In terms of a tele-
ological process perspective, the desired end of foreign market expan-
sion is growth or survival, while using and acquiring resources and
creating capabilities in the foreign market. The objective is not only to
create value for the firm and for others involved, but also to drive the
whole FME- process into emerging economies. The motivation, meth-
ods, and mode of operations to achieve this objective are evaluated in
terms of their ability to lead to the achievement of that ultimate goal.
Thus, what requires a clearer understanding is how to choose the path
from the several possible routes to achieve the desired end. Therefore,
there is a need to know more about processes, forces and mechanisms
of foreign-market expansion, especially in emerging and developing
markets (Van de Ven 1992; Van de Ven & Poole 1995; Cazurra & Ramos
2002; Vincze 2004). In the next chapter, let me present the conceptual
framework used for the study.
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3 FME TO EMERGING MARKETS:
A CONCEPTUAL FRAMEWORK

Dunning (1993) admitted that the full incorporation of strategic vari-
ables into a general theory of internationalisation of MNE activities has
yet to be accomplished. That framework, if it existed, could serve as
a bridge for a more dynamic foreign-market expansion theory taking
into consideration the realities of developing and emerging markets.
This study suggests the integration of the UIM and the business net-
works using the RBV and its underlying teleological process as integra-
tor (see section 2.5 and 2.6). To fill the gaps in the behavioural approach
as mentioned in section (2.4), this study proposes a multidimensional
integration based on six interrelated dimensions. These six dimensions
form the REMNET framework of FME to emerging markets. In the fol-
lowing each dimension is presented and discussed and the main theo-
retical links are clarified with a hope of increasing understanding of
the FME-process into emerging markets such as the Republic of South
Africa.

3.1 Resource and capabilities and reasons for
expansion: the R-factors

The point of departure for any expansion programme would first
consist of the basic decisions related to the planning and the strategic
choices concerning the resource identification, resource development
and resource deployment. This process requires a sequence of deci-
sions about motivation, methods and modes. From this perspective, the
FME into emerging markets is expressed in terms of the preferences
of the key decision-makers. Explanations of these preferences focus on
the decision-makers” search for and evaluation of information. It em-
phasises that in the real world decision-makers make choices based on
limited and uncertain information (Cyert & March 1963; Aharoni 1966;
Dicken 1998; Hayter 1998). Thus, the decision-makers are characterised
as “satisfiers” to reflect the reality of decision- makers who have lim-
ited information and limited (“bounded”) rationality (Hayter 1998).
The decision-makers seek to make choices, including location choic-
es, which at least meet the aspiration levels (and which are hopefully
economically viable) of the decision makers. In order to make these
choices, decision-makers collect; code and evaluate information, and
at the same time, they learn. Managers and firms are information proc-
essors; the environments of the firm, or the wider economy, comprise
information spaces; and the key interaction between firms and envi-



ronments takes the form of information flows (see for instance Dicken
1998). Moreover, since in the real world, learning cannot be perfect and
because decisions commit firms to the future, which cannot be known
precisely, decision-makers try to cope with uncertainty (Johanson &
Vahlne 1977, 1990). According to Hayter (1998, p. 143) “uncertainty
means that investments can fail before they generate a return or earn a
profit or pay back the investment”.

However, true uncertainty is temporal (may vary with time) and
may result from the fact that decisions to commit resources at one
point in time must make assumptions about the external business en-
vironmental conditions such as the socio-economic and political envi-
ronment (for En-factors, see section 3.2), which will happen at a future
point in time®. Here, it is necessary to bear in mind that several years
may elapse between the time when a decision to go ahead with an ex-
pansion is made and the time when the actual expansion takes place.
There may be changes in technology, institutions, policies, and regional
stability. These factors may threaten the viability of the expansion as it
starts. As a result, expanding firms may incur significant costs that are
certain, while potential revenues wait in an uncertain future (Hennart
1982). To be able to identify and to design foreign market expansion
strategies and to react to uncertainty, expanding firms must possess
resources and capabilities i.e. the R-factors

According to Penrose (1959), a firm’s distinctive competence is based
on the specialised resources, assets and skills it possesses, and focuses
attention on their best utilisation to build competitive advantage and
economic wealth. These tangible and intangible resources, which are
under the control of the firm’s administrative organ, are what are re-
ferred to here as firm resources (Cavusgil & Nevin 1981). Firm’s re-
sources are classified into two main categories: firm resources and
firm’s capabilities (Penrose 1959, 1980; Grant 1991). According to Grant
(1991), firm resources consist of tangible and intangible resources that
may be traded. These could be financial resources, capital resources,
physical resources, human resources, and skills of individual employ-
ees, technological resources like manufacturing systems, marketing
systems, finance, patents, brand name, reputation and the international
experience etc. The international experience and knowledge of the firm
can be considered as an important source of competitive advantage
(Padmanabhan & Cho 1999).

The firm’s knowledge base increases with repeated experiences and
becomes embodied in personal and organisational memory (Penrose
1959; Johanson & Vahlne 1977, 1990). As we saw earlier, Johanson and
Vahlne (1977) posit that uncertainty in international markets is reduced

3 For the discussion on time and temporality, see section 3.6
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only through actual operations in these markets and not through acqui-
sition of “objective information”. From this perspective the UIM solve
the problem of expanding business operations to uncertain markets
through acquisition and development of the knowledge needed to deal
with such uncertainty. Davidson (1983, p. 453) supports this contention
by concluding;:

“Direct experience and not market search activities now provides

the principal inputs in market selection decisions”

For instance, prior experience with a particular type of business envi-
ronment of the host country will allow the firm to “learn” from its expe-
rience and the learning will become very valuable when dealing with
similar circumstances (Johanson & Vahlne 1977, 1990). Consequently,
an expanding firm will prefer to use the same strategies as before, be-
cause they enhance the firm’s value by reducing implementation costs
in the foreign country, since the existing routines can be used (Penrose
1959, 1980; Grant 1991). Thus, highly experienced firms will be motivat-
ed to undertake market-seeking expansion projects by the advantages
associated with staying close to customers in a foreign market and thus
protecting their own advantage from deteriorating. Chang (1995) sup-
ports this argument as well. He suggested that the more internationally
experienced firms face less local knowledge disadvantages. This view was
supported in the case of FME through FDI, especially in Eastern Eu-
rope and Russia. Firms with experience and market knowledge tend
to invest directly in Russia, Eastern markets (Borsos-Torstila 1999; Hir-
vensalo 1996; Tornroos & Nieminen 1999; Tornroos 2002) and Asian
markets (Tahir 2003).

From this perspective, the size of the firm may play a decisive role
in developing capabilities, and acquiring and using resources. There
is a positive relationship between the propensity to expand business
operations into foreign markets (for example through committing more
resources in the form of FDI) and the size and experience of the firm.
Such findings have been confirmed for instance by Caves (1971). Firms
also need resources such as financial resources. They need them in or-
der to absorb the costs and risk associated with heavy involvement in
psychically distant (unfamiliar) markets, such as emerging markets in
Africa. Based on their resources and capabilities, their size combined
with the strategic drivers to expand to a certain market (see Cavusgil
1984), some firms (especially SMEs) may take a cautious approach to
foreign-market expansion (Johanson & Vahlne 1977, 1990). Other firms
may choose other approaches.

It would be then safe to assume that the size and the existence of
other internal resources of the expanding firm are likely to influence
the perceived risk of any project to be taken in a psychically distant



market. Consequently, one might expect that the readiness to engage
in culturally distant foreign markets, which may be associated with a
higher risk, is dependent on the availability of internal resources and
capabilities (Benito 1995). In addition, research and development is
also an important factor associated with the size of the firm. In emerg-
ing economies, the lack of local expertise in R&D may compel the for-
eign firm to do R&D at home or in another developed country (Vernon
1966). However, depending on the kind of product, a firm may perform
some parts of their R&D in the local market to ensure the adaptability
of the product in the local conditions. For the moment, let us turn our
analysis to the next dimension; the business environment context (the
En-factors).

3.2 External environment and FME: the En-factors

In this section the study discusses the second dimension of FME which
is the external business environment or the context in which the busi-
ness operations take place. In the framework presented in figure 4, the
external business environment is presented as the En-factors. Accord-
ing to Larimo (1989), the host country’s environmental conditions re-
fer to resources available in the host country and the costs involved
in obtaining such resources. Expanding corporations are expected to
operate in different socio-political contexts (Rosenzweig & Singh 1991)
and they must take decisions about where to expand business opera-
tions (Bass et al. 1977). Selection of the target country and selection of
the mode of operations depend on several factors. One of the initial
reasons for the expansion are the characteristics of the country in terms
of the institutional and competitive environments (Arrow 1975; Aldrich
1979; Aldrich & Pfeffer 1976; Kravis & Lipsey 1982, 1983), which may
influence the ability of the expanding firm to achieve its ultimate goal
(Nelson 1997). The host context may assist or constrain the expanding
firm in gaining access into the necessary network*and using or obtain-
ing resources needed for a viable expansion programme (see Davidson
1980). Since the focus is on the influences of the host market’s socio
political environment on the FME process, in the following, the study
presents the key characteristics of developing and emerging markets
with regard to increasing our understanding of the foreign market ex-
pansion process.

There are several factors influencing the FME into developing and
emerging markets (see Torrisi 1985; Lecraw 1991; Brewer 1991, 1993).
A host country’s business context includes the size of the market/or
growth as indicated by the GDP or growth rates. The business context

4 See discussion on networks in FME in sections 2.3.3 and 3.4.
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is composed of several factors, which refer to the cost and quantity of
the available production factor inputs, such as labour, land capital, tech-
nological resources, as well as infrastructure. They indicate the stock of
tangible as well as intangible resources available in a given business
context (Grant 1991). Target production factors determine the kind of
resources the expanding firm can acquire from that particular context.
In addition to the standard trilogy of land (natural resources) labour,
and capital, two other elements are particularly relevant for FME into
emergent economies: infrastructure and technology. Based on the dis-
cussion by Hayter (1998), the following factors are of extreme impor-
tance in choosing the country and the kinds of expansion programmes
to be developed:
¢ Market Size of host country (Agodo 1978; Aharoni 1966; Kravis
& Lipsey 1982; Petrochilos 1989)
¢ Population Size of the host country (Agodo 1978)
* Socio-political and institutional factors situation (Aharoni
1966; Makela & Larimo 1996; Halinen & Tornroos 1998; Had-
jikhani & Sharma 1999)
¢ Tax and incentive policy (Bass et al. 1977)
¢ Cultural differences and similarities (Kogut & Singh 1988; Jo-
hanson & Vahlne 1977, 1990; Luostarinen 1979 )
¢ Host country infrastructure (Agodo 1978)
According to Makeld and Larimo (1996), most of the developing and
emerging markets tend to rely more heavily on natural resources than
developed countries. The performance of the primary sector, which is
highly dependent on commodity prices in international trade, has pro-
found effects on the state of the national economy. As to the ability of
labour, there is generally a scarcity of skilled workers and an abundance
of unskilled labour. Particularly in the developing countries, a low-cost
work force creates one of the largest benefits of these countries. As re-
gards financial issues, in most developing countries, private and public
domestic capital is very scarce e.g. low income and savings, skewed in-
come distribution, weak financial institutions, high inflation, and capi-
tal flight (ibid).

For many developing countries, the lack of foreign exchange is espe-
cially critical, severely affecting their external purchasing power. Most
developing countries are also characterised by a deficient physical and
informational infrastructure. Modern facilities are often lacking as well
as the basic infrastructure elements, including transportation, postal
services, telecommunications, and electrical utilities. Obtaining reli-
able information on different aspects of the developing countries envi-
ronment may prove to be difficult, due to the inadequate information
gathering and disseminating infrastructure. Regarding technological



aspects, there are three points that stand out: in most of these countries,
the technological level is lower than advanced economies; technologi-
cal development is concentrated in larger enterprises and in certain
segments of the economy, and technological sources are mostly foreign
(Austin 1990, quoted in Makeld & Larimo 1996). Several developing
and emergent market economies also suffer from a brain drain, i.e. the
migration of the most educated people to developed countries. For a
country like the Republic of South Africa, the aspects of being both a
developing and an emerging market are present.

The host country’s political conditions refer to the institutional sta-
bility, the political ideology of the ruling party, the political organisa-
tion, and the legal system (Bennett & Green 1972). Apart from posi-
tive changes, there may be political risks, which refer to unexpected
changes in the host institutions policies that affect the profitability of
the established unit (Young 1989). Thus, it is the possibility that po-
litical decisions, events or conditions in a country including those that
might be referred to as social, will affect the business operation context
negatively. This may then lead to the fact that actors may loose from
their business activities (investment) or will have a reduced profit mar-
gin. In addition, several features regarding the political and legal con-
text may be identified that distinguish most of the emerging markets
and the developed countries. One of these differences is the political
instability. The history of a large number of emerging markets has been
characterised by frequent conflicts and radical changes in the political
system and legislation. Political instability has been realised e.g. in the
form of the nationalisation of industries and firms, sudden restrictions
on the repatriation of capital and even threats to property and life (the
examples of Zimbabwe in the 2000s and Uganda in the 1970s are telling
from this perspective).

Other features of the political and legal context are the weak and un-
stable political institutions that may influence the expansion of foreign
firms through e.g. inefficient, slow, and costly institutional services, ex-
treme centralisation and arbitrariness in decision-making and pressure
to bribe in order to elicit approvals or any action from the bureaucracy.
In addition, it is possible to see the heavy involvement of the local in-
stitutions in the economy as a distinguishing feature between most de-
veloping countries, emergent economies, and developed countries. The
significant role of the institutions often requires maintaining a close
relationship between foreign firms and local institutional authorities
(see section 3.4). International links are also important aspects in the
socio-political environment. For example, colonial ties continue to have
an impact in terms of economic flows and business practices (Makela
& Larimo 1996).
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Political risk exists for both domestic firms and foreign-based firms,
and many of the techniques for the assessment of the risks are the same
for both (Simon 1984). For instance, revolutions, civil wars, and other
types of internal unrest such as nation-wide strikes, work slowdowns
and boycotts symbolise internal, public-initiated macro risks, while
restrictions in the repatriation of capital and earnings are example of
internal, institution-initiated macro risks. Companies perceive and re-
spond differently to risks occurring in their business environment. In
many cases, risk also implies business opportunities. Thus, high risk
might mean high gain. For instance, foreign firms may use these risks
as a prejudice for negotiating more beneficial terms with the local ac-
tors (government or private actors), from this perspective, the risk may
confer a kind of bargaining factor to the advantage of the expanding
firm. In extreme cases, risk may play a very negative role and the ex-
panding firm may have to register business losses or to withdraw from
operating in that host market.

Simon (1984) distinguished between macro and micro political risks.
Macro risks arise from policies directed to all enterprises in the host
country. If the political risk is perceived as extensive, foreign expand-
ing firms would be inclined to limit the amount of financial and hu-
man resources committed to the operations, and consequently it would
prefer a low involvement operation mode, such as traditional exports.
On the other hand, if the political risk were moderate in scope, expand-
ing firms would be more willing to commit a substantial amount of
resources to the operation by choosing a high-involvement operation
mode, implying increasing market commitment. In order to assess the
scope of political risks in the country concerned, Simon (1984) proposes
consideration of the following factors:

* The degree of political stability and the probability of nation-
alisation
¢ The attitude towards foreign investors and foreign-based cor-
porations
¢ Restrictions on capital movements and on foreign ownership
¢ The scope of government intervention in the national economy
and in the private business activities
* The likelihood that there will be internal conflict in the host
market
¢ Corruption in the host country
* The level of bureaucracy in the host public institutions
Usually, larger firms (with multinational production strategies), are less
exposed to political risks as they have multiple production units and
serve multiple geographic countries. In such circumstances, firms may
circumvent unexpected political events by shifting production among



production sites. In addition, they may capitalise upon political events
in order to generate additional advantages. Countries such as Peru and
Bolivia may serve as examples of countries, which have gone through
political changes that have affected the perception of increased com-
mitment towards these countries.

In addition to perceived political risk, the legislation of the country
may restrict the use of some expansion modes. For example, countries
suffering from a major balance of payment problems may exert sub-
stantial restraint on foreign exporters through import controls. In these
countries, all imports or imports of particular products may be control-
led through mechanisms such as tariffs, voluntary restraint agreements,
or quota systems (Czinkota & Ronkainen 1998). In the 1980s and earlier,
a large number of developing countries heavily restricted the volume
of imports. Therefore, they introduced import-substituting policies,
aimed at promoting the development of indigenous industry. Since the
late 1980s, several countries have increasingly opened their economies
to free trade and abolished, or lowered import barriers. According to
Larimo and Makela (1995) in the case of developing countries, the legis-
lative framework may also include bilateral investment protection agree-
ments, made between two countries with the purpose of limiting the
scope of political risk. The agreement protects investments made by
firms from other countries against nationalisation. Expropriation of as-
sets is possible only if compelling national interests so demand and in
such cases the government pays full compensation to the investor. The
ensuring of the free movement of capital is also a common element
in investment protection agreements; governments give companies the
right to transfer their profits in convertible currency from the invest-
ment country. Political factors represent a constraint unless the institu-
tions of the host country request the institutions of origin to encourage
the firm to direct their higher commitment investments towards the
host country. Many firms may have to abandon their operations due to
political conflicts with institutions of the host country.

Expanding firms face a host competitive context refers to the number
and nature of competitors selling similar or related products in the tar-
get market. This context determines the profit earning potential of the
expanding firm in that market. If the competition in the target market
is weak, the expanding firm has greater possibilities for earning higher
profits by employing its resource superiority over local competitors
and thereby, earning above- normal returns. Host market inflation rate
plays an important role. Inflation is the persistent and appreciable rise
in the general level of prices (Beamish et al. 2000). The inflation rate of
any country can substantially influence the relative prices between the
finished goods of foreign and domestic firms and the relative prices
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between inputs of goods and the final goals within firms. Inflation rates
can influence the profitability of a particular market of a product, as
well as open up opportunities for new markets and /or new products.
Related to this is the exchange rate fluctuation, which refers to the sen-
sitivity of a firm’s value to fluctuations in foreign exchange rates. Infla-
tion is a risk factor, which may be influenced by monetary policies of
the host country. However, Wallace (1990) reported that subjects of the
survey judged the exchange rate fluctuations are negligible in market
entry decisions. Beamish et al. (2000) found that devaluation had a pos-
itive effect on FDI in developed countries but no effect in developing
countries.

Customers’ requirements, market size and market growth potential
as well as demand uncertainty, the purchasing power and the level of
industrial development of the target market determine the demand
conditions. Demand conditions are very important for the expanding
firm’s formulation of operation strategies. They determine to what ex-
tent the firm allocates its resources to meet demand. Lower demand
may lead to less capacity utilisation, which means less return on invest-
ed resources. Wells (1977) points out that the demand in the host coun-
try is not believed to be the only major consideration but also the per
capita GNP may affect the expansion process through its interaction
with infrastructure development. He stated that a good infrastructure
is necessary to attract export-oriented investment (Wells 1977). Rolfe
and White (1992) also concluded that the infrastructure quality is very
important in the attractiveness of a country for inward expansion. La-
rimo and Makela (1995) identified six main factors that influence the
expansion process into emergent and developing countries:

* Demand, technology and competition situation in the host
market,
¢ Stage of product in the life-cycle and the location of the main
market,
e Attempt to safeguard market shares and competitive position
in the main markets,
* Factor endowment and factor proportion between different
countries and markets
¢ Institutional factors such as incentives for investment
¢ Other measures related to investments, physical, cultural and
economic distances between home countries and the host
countries of the expanding firms.
A number of authors, including Méakeld and Larimo (1996), Halinen
and Tornroos (1998), Welch and Wilkinson (2004), Brewer (1993) and
Hadjikhani and Sharma (1999), have indicated that the characteristics
of the political and legal context have a profound impact on the scope



and nature of business activities and business networks (see 3.4). As
can be seen in figure four, political embeddedness plays a decisive role
in FME through shaping the evolution of business networks and busi-
ness relationship building between both business and non business ac-
tors (Hadjikhani & Sharma 1999; Welch & Wilkinson 2004). Figure 4
depicts some of the most pertinent factors within the environmental
dimension.

Environmental factors affecting FME into emerging markets
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Figure 4: Summary of environmental factors affecting FME into emerging
markets

In section 3.4, the business network and business relationship dimen-
sion (the N-factors) is discussed and its connection to the En-factors
is demonstrated. While discussing business network and business re-
lationships in FME, it is of extreme importance to bear in mind that
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authors such as Ford (1990, 2002) and Hakansson (1982) do not con-
ceptualise the business environment as a separate dimension from the
business networks and business relationships. For this study, I infuse
the En-factors as a separate dimension of FME into emerging markets.
In order to have a holistic and at the same time simple framework, it
is imperative to separate the two. Although, I also bear in mind that
there are flows of influences from the environment in which business
networks and business relationships are embedded. It is essential to
make such distinction in order to show that the socio-political environ-
ment of emerging markets plays a decisive role in shaping the business
networks and business relationship building. The study considers busi-
ness networks and business relationships to be embedded in the mar-
ket environment and to be influenced by actions and events occurring
in that specific environment. Therefore, in this manner, networks and
relationships directions are constantly shaped by the external environ-
ment in which these networks are embedded (see Halinen & Térnroos
1998). For the sake of simplicity, this study concentrates on environ-
mental factors related to the host environment mostly on: institutional,
production and market factors as indicated in figure 4.

3.3 Market commitment and marketing strategies:
the M-factors

The other dimension which I posit to be the dependent dimension
within the REMNET- framework of corporate internationalisation into
emergent economies is the market commitment and marketing strate-
gies (M-factor). Based on Root (1987), Madhok (1997), Luostarinen (1970,
1979), Luostarinen and Welch (1990), and Agarwal and Ramaswami
(1992) there are different entry, marketing, and expansion strategies.
As suggested by Fayerweather (1978), expanding corporations must
formulate expansion and marketing strategies and deploy adequate
resources to implement these strategies. Firms formulate these expan-
sion strategies according to their motives, resources, and capabilities
to expand business operations into a given foreign market. They also
depend on the home country factors and the host country business and
networking environment (see sections 3.2 and 3.4). In addition, these
strategies depend on events and time (as discussed later in sections 3.5
and 3.6) that encourage or discourage foreign market entry and market
commitment into a given context.

My view of the FME-strategy (entry and subsequent market com-
mitment strategies) is that there exists a correspondence of foreign
market opportunities (or threats) with a firm’s existing resources and
capabilities (Penrose 1959). At least theoretically, firms base their choice



of foreign market entry mode and subsequent commitment on sever-
al tradeoffs between: risk and return, the desirability of control over
foreign operations, resource availability, and the interrelationship ex-
isting among these several factors (e.g. Anderson & Gatignon 1986).
A number of studies have established different models and analytical
frameworks used to investigate selection among all the available modes
of entry abroad (Anderson & Gatignon 1986; Hennart 1982, 1989; Hill
et al. 1990; Agarwal & Ramaswami 1992). Each of these studies intro-
duces strategic selection criteria, which should precede any option the
expanding firm faces when exploiting its specific advantage beyond
national borders. The selection between the use of exports and other
higher commitment modes (such as FDI) will depend on the ability of
the firm to transfer resources across countries, either directly through a
wholly- owned subsidiary within the firm using FDI (Kogut & Zander
1995) or indirectly using trade. Additional factors such as the level of
internationalisation of the firm in other countries with similar condi-
tions, would also influence the method selected (Barkema et al. 1996).
Several strategies enable expanding firms to reach the target market
and to increase its commitment through business operations, which
evolve over time. A simple classification could group them into four
categories:

¢ Entry and penetration strategies

* Commitment and ownership strategies

¢ Co-ordination and concentration of value adding activities

e Fragmentation and integration strategies
In the following, the study briefly discusses each of these main catego-
ries

Entry and penetration strategies into emergent markets

Entry strategy refers to the firm’s choice of whether to enter a foreign
market by buying existing units in the host country, that is acquisition,
or through establishing new ventures, that is, Greenfield. Several stud-
ies conducted in Western economies analyse the basic choice related to
the form of investment, i.e. acquisition versus greenfield decisions (Caves
1982; Buckley & Casson 1976; Hennart 1982, 1989), some of which fur-
ther attempt to identify differences between various types of firms, for
instance according to the knowledge intensity of the firm (e.g. David-
son 1983). Within developed economies, acquisition enables the inter-
nationalising firm to gain access to foreign markets in the shortest time
possible. Acquisition also enables a firm to extend its resource base by
acquiring skills and capabilities, which are unique to the target firm
(the acquired). Since a firm’s unique capabilities are path dependent,
as they are acquired through a firm’s history by tacit learning and dy-
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namic routines that make it impossible for other firms to imitate or du-
plicate such capabilities (Collis 1991), the only way for another firm to
gain such capabilities is by acquiring the whole unit in which such spe-
cial capabilities lie. Through acquisition, the firm avoids the slow and
difficult process of building facilities, contacts, and relationships that
are necessary for access to a foreign (local) market. Through this kind of
entry strategy, one is able to gain access to the target nation’s competi-
tive advantages through the acquired firm’s established networks. For
emergent markets, acquisition would be preferred if the target com-
pany has reached a certain level, allowing the entrant to take advantage
of the resources in the local market. However, in many cases, there may
not be many local candidates for acquisition. If acquisition happens, the
entrant may acquire other foreign-based units operating in that same
market.

Commitment and ownership and strategy
In addition to the form of entry strategy, ownership arrangements are
a critical element of the expansion process (e.g. Gomes-Casseres 1989,
1990; Buckley 1988). Firms entering emerging markets have to make
choices of whether to enter the new foreign market alone, or to share re-
sources with other parties. This involves choice between wholly-owned
subsidiaries (WOS) and a joint-venture, followed by the choice between
majorities, equal or minority ownership (see Hennart 1982; Buckley
1988). The level of the ownership that a firm is able to acquire is depend-
ent on its bargaining strength in relation to that of the involved actors.
The firm-specific characteristics play a significant role in determining
the position of the firm in negotiations (Hennart 1982; Buckley 1988).
The bargaining power approach has been particularly useful in explain-
ing the choice of ownership strategy in developing countries, where
the role of the institutions has traditionally been more influential than
in developed countries (Nieminen 1994; Méakeld & Larimo 1996). How-
ever, for high level of commitment mode of operations (in the form of
FDI), restrictions have been liberalised in many emergent and develop-
ing countries, and the partner’s knowledge of the local market, invest-
ment climate, business culture, etc. have come to play a more central
motive behind JVs in developing countries (Larimo & Makela 1995).
Regardless of whether it is required or not by the host country as a
prerequisite for entry, joint-venture arrangements are often preferred
in emergent and developing countries (see for example Beamish 1988).
The advantages of a joint-venture are mainly based on the opportu-
nity to combine the material and human resources of the partners, in
order to produce complementarities and, at best synergy (Beamish
1988). Among the most commonly cited reasons for taking a local part-



ner, are the obtaining of capital and vital raw materials, spreading the
risks, increasing economies of scale, gaining a more rapid market entry
and local image, as well as acquiring knowledge of the local economy,
politics, customs, legislation etc. (Larimo & Makeld 1995). Host coun-
try specific expertise is of special significance in developing countries,
where the operating environment differs considerably from that of de-
veloped countries. The need for local expertise is further accentuated,
especially if the foreign firm has no prior experience in operating in
the country (Johanson & Vahlne 1977, 1990; Larimo & Maikeld 1995).
Similarly, industries with fast growth rates in the host economy, due to
short-term profit opportunities and participation in a growing market,
are associated with the need for the firm to make a rapid market entry
(Hennart 1982, 1989).

Coordination and concentration (of value adding activities)
strategies

Each expanding firm makes decisions concerning which functions of
the value chain are to be performed in the new foreign market and to
what extent they should take place (Porter 1985, 1990). The decision
regarding the appropriate coordination and concentration mechanisms
during FME depends on several factors. Existing resources in the firm
and their transferability across countries (Kogut & Zander 1995; Rug-
man & Verbeke 1992) and the change in resources over time (Chang
1995), play a key role. In addition, the need for additional resources and
the characteristics of the competitive environment (Hennart 1989), as
well as the institutional conditions such as the political culture (Kogut
& Singh 1988), was found to influence the choice of operation mode and
strategy. Additionally, considerations pertaining to transaction costs
might influence the specific mode of expansion (Hennart 1982; Madhok
1997). Thus, the expanding firm makes choices regarding the amount
of technical, managerial and marketing activities, to assign to the busi-
ness entity in the foreign market. Greater value-creating activities are
associated with a shorter relational distance and with greater commit-
ment. It may be associated with higher financial risks too. Accordingly,
three broad categories of co-ordination and concentration strategies are
identified as exports, contractual arrangements, and foreign produc-
tion. In the case of emergent markets, firms may be much more willing
to start by exporting their products directly to the customers and later
on, when there is an increase in volume; the expanding firms may open
a subsidiary.

Fragmentation and integration strategy
The issue of which role the new entity is to play in the firm’s entire
global network is very crucial (see Fayerweather 1969; Perlmutter 1969;
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Bartlett & Ghoshal 1989; Doz & Hamel 1998). Fragmentation and inte-
gration strategy refers to the decision of whether to incorporate the new
venture in the host market into the firm’s global network or to let the
new venture live its own life i.e. remain an independent unit with little
or no relationship with the main group members. Unlike the activities
of cross-borders coordination, integration involves rationalisation that
may entail standardisation of products, centralisation of technological
development, or the vertical or horizontal integration of manufacturing
(Kobrin 1991). Fayerweather (1969) provided a conceptual framework
for analysing the tension that prevails between the strategic choices of
whether the management and the strategy of subsidiary operations
should be diversified according to individual requirements (i.e. frag-
mentation), or if it should be integrated as a part of the global system
(i.e. unification). There are many reasons why expanding firms may
favour integration: the need for greater utilisation of the firm’s existing
resources and capabilities through economy of scale, scope and learn-
ing (Teece 1981). Integrating subsidiary operations allows a greater
flow of information between subsidiaries in different national environ-
ments within the firm’s global network (Arrow 1975). In this sense, sub-
sidiaries can share experience arising through information exchange.
Furthermore, learning enables the firm to increase or strengthen its
capabilities. This strategy is likely to be the one preferred in order to
exploit the firm’s existing resources and to develop the firm’s resource
base through learning brought about by the international coordination
among the firm’s units (Fayerweather 1969). Concisely, the expanding
firm develops resources, its relative competitive advantage changes
and this enables it to alter its foreign operations over time.

3.4 Networking and business relationships in the
FME: the N-factors

In section 2.3.3, the study introduced the basic tenets of the business net-
work approach and business relationships. It was seen that more than
20 years have passed since the introduction of the business network re-
search by the Industrial Marketing and Purchasing (IMP) group. Dur-
ing, these years, understanding of inter-firm relationships and of their
role in the international operations of firms, has been transformed. Ac-
cordingly, based on the views presented in the literature, we could ob-
serve three interlinked “generations” of research (for an overview, see
Hakansson & Snehota 2000; Johanson & Mattsson 1995). Through the
1980s, the IMP Group insisted on the fact that interaction was more
important than pure buyer-seller exchange relationships. Alternatively,
the IMP-Group saw it as exchange relationships in which the roles and



routines of the buyer and seller are institutionalised. Thus, both parties
adapt to each other by making modifications to the exchange and them-
selves, and the two parties form and act upon their perceptions of the
atmosphere or state of relationships between them (Hakansson 1982).
Building on the findings from the first generation of IMP research,
the second generation of IMP research states that a single buyer-seller
relationship cannot be understood in isolation from the “pattern of re-
lationships which surround it” (Ford 1990, p. 3). Accordingly, industrial
networks are systems of interconnected exchange relationships among
business actors (see Welch & Wilkinson 2004). There was a clear shift
from the interaction model towards the actor-resources-activities (ARA)
model, which puts heavy emphasis on networks in terms of three types
of connections: links between activities, ties between resources and
bonds between actors (Welch & Wilkinson 2004). Thus, any single ex-
change relationship is “embedded” within this system of interlinked
activity patterns, resource constellations and actor webs (Hakansson
& Snehota 1995). According to Halinen and Tornroos (1998), although
there was a clear shift from the interaction model towards an Actors-Re-
sources-Activity (ARA-based research), the “broader contextual setting
of relationships system’” was downplayed (Halinen & T6rnroos 1998, p.
191). The interaction model includes the interaction environment (see
section 3.2.), as well as interaction variable (parties, process and atmos-
phere). By contrast, in the ARA model, the firm’s embeddedness is lim-
ited to other - predominantly inter-firm - exchange relationships.
Critics who are opposed to such a focus on the market-based inter-
firm are many. For instance, Hadjikhani and Sharma (1999) posit that
the ARA-based models do not take the socio-political actors and in-
stitutions into enough consideration. Thus, the ARA-models as busi-
ness behaviour are explained only by reference to business actors (see
Hadjikhani & Sharma 1999). To rectify some of these theoretical and
methodological weaknesses, there are a growing number of “third gen-
eration” IMP researchers, who have revisited the concept of “embed-
dedness” (on the role of embeddedness in the evolution of business net-
works, see Halinen & Tornroos 1998), and at the same time who have
extended the research agenda from industrial marketing to business
networks involving a diverse range of relationships and influences.
From this perspective, Halinen and Térnroos (1998) propose that the
network could be of various types such as: market, political, social, spa-
tial, temporal and technological (Halinen & Tornroos 1998). Building
on Halinen and Tornroos (1998), and the embeddedness of companies
in a broader network structure, Welch and Wilkinson (2004) identify
four forms of political embeddedness in business networks. These are
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political institutions, political actors, the political activities of firms and
political resources. The IMP research into political institutions has fo-
cused on the effects of what Hadjikhani and Johanson (1996; see also
Hadjikhani & Hakansson 1996) term “political turbulence”; that is dis-
continuous change in political ideologies and associated macro-politi-
cal structures. Changes such as the ones that occurred in the former So-
viet Union, in Eastern Europe and in the Republic of South Africa have
triggered reconfigurations of business networks and have shaped the
FME towards these markets (Salmi 1995). This has had consequences
for companies expanding their business operations into these markets
for the first time. At the same time, firms which already had business
operations in these regions have been compelled to rebuild their exist-
ing networks in responses to the new competitors and new customers
triggered by these socio-political changes which created new rules for
interaction and business activities (Nieminen 1994; Salmi 2000).

Hadjikhani and Hakansson (1996) point to the fact that political ac-
tors in industrial networks may play a decisive role. These actors, who
might be, for example, bureaucrats, government ministers, members
of parliament, opposition parties, interest groups and the media, may
promote or hinder a free flow of exchange in business networks. Study-
ing the Bofors case in India, Hadjikhani and Hakansson (1996) conclud-
ed that political actors can help form or change the business network.
This happens through facilitating or disruptive activities. For instance,
in their study of the Bofors scandal, Hadjikhani and Hakansson (1996)
trace the interdependencies that caused a crisis in the focal relation-
ship, to be the linkage between Bofors and the Indian Government (see
Welch & Wilkinson 2004). Surprisingly, this scandal was also seen to
affect other Swedish firms seeking to secure contracts with the Indian
government.

However, political actors may also play a facilitating role. For in-
stance Hallén (1992) discusses the facilitating role of non-business ac-
tors in what he terms “infrastructural networks” which are the social
ties of a particular organisation or person in a business network. Such
infrastructural networks may not be directly related to a specific pur-
chase or sale. They may be a vehicle for information, communication
and influence. Thus, they “may be as important as the business rela-
tionships themselves ” (Hallén 1992, p. 79; quoted in Welch & Wilkinson
2004, p. 218). Particularly in the African context, infrastructural net-
works may play a decisive role. Due to their political position and in-
fluence, different actors seek friendship and protection from each other
in countries which are not their own and these relationships evolve into
mutual trust and cooperation (see Owusu 2002, 2003). When opportu-



nities arise, some of these political actors may receive the information
very quickly. Thus, business actors who have close connections to these
political actors may also gain advantages through helpful information
and by obtaining contracts and orders. Owusu (2002, 2003) found that
the political and institutional actors from both Finland and Ghana fa-
cilitated the work of the project marketer, IVO International in Ghana,
and were actively involved in helping the project marketer solve prob-
lems that arose during the construction of the infrastructural projects
in Ghana.

Through foreign-market expansion, both individual business ac-
tors and political actors are involved in political activities. These differ-
ent actions may influence the configuration of the network context in
the hosting business firms. Halinen and Toérnroos (1998) identified the
role of business actors as lobbyists of the government and influencers
of public opinions. In this way, firms are “involved with the political
system” Halinen and Térnroos (1998, p. 196). Firms may help or may
exert influences on governments to make laws or they may even co-
operate in influencing governments to move in a certain direction. In
addition, firms may help a government to implement its policies (see
Hadjikhani & Sharma 1996). Hadjikhani and Sharma (1999) identified
several advantages firms have acquired by becoming involved in po-
litical activities. For instance, individual actors or the actors for a firm,
who are involved in political activities, expect to gain “something” in
return. These gains may be in the form of public sector contracts, li-
cences and approvals, industry policies and regulations, support in the
form of tax incentives, tariffs and other protection measures, funding
for R&D and regional development and information providers. Firms
act politically in order to achieve legitimacy and it is not only the “fech-
nical or business legitimacy” which counts, but rather the fact that it
becomes imperative to gain a kind of “institutional legitimacy” (Welch
& Wilkinson 2004, p. 219) by justifying performance in terms of prevail-
ing political norms and values (Hadjikhani & Sharma 1999). Thus, a
firm will always need to invest in political relationships in order to gain
institutional legitimacy. Discussing the role of government, Jansson et
al. (1995) identified two types of actors, political and administrative,
and also distinguished between headquarter and subsidiary opera-
tions. Using the same approach, Hadjikhani and Hakansson (1996, p.
441) reject a “homogeneous” view of political actors. They argue that
bureaucrats have an identity of their own, which is separate from that
of the government of the day (Welch & Wilkinson 2004).

In addition, Hadjikhani (2000) posits the fact that a firm-government
network may also include inter-firm linkages, such as competitors col-
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laborating in lobbying efforts. This may also be the case when it comes
to competing subsidiaries, operating in a foreign “turbulent” environ-
ment. Firms may avoid mutual destruction and may act with one voice
to try to increase their bargaining power, or their positions within a
firm-government network. According to Hadjikhani (2000) different
kinds of networks develop, depending on their membership, degree of
integration, resource and power. These networks form what can be re-
garded as policy communities, which feature stable relationships based
on frequent exchanges of resources among a closed membership whose
interdependence ensures a high degree of influence over policy-mak-
ing. However, the outsiders, who are not part of these policy communi-
ties present a looser formation of issue networks that have an unstable,
fluctuating membership with unequal resources and irregular access to
political decision-making (see Welch & Wilkinson 2004)

Business actors may be involved in developing relationships with
different institutions. This refers to the kinds of exchange that exist be-
tween the expanding firms with the either the home institutions or the
host institutions that are perhaps of value for the expansion process in
a given environment. These relationships may develop in the form of
incentives, regulations and other requirements of the different institu-
tions. The actions of local institutions are sometimes encouraging or
discouraging to the internationalisation process of foreign firms. As in
developing countries or in countries with a non-market economy, the
institutions (government) may direct the kind of products that are to
be made in a certain place or to be imported to the country. Institutions
may use import substitution or other policy instruments to direct trade.
In this way, the internationalising firm will be compelled to formulate
its operation strategy accordingly. In the case of emergent markets,
large firms may be state owned or at least partially controlled by the
state. This implies that the internationalising firm should discover the
key actors who are able to influence decisions.

Equally important, is the relationship between different institu-
tions, as this may play a considerable role, especially in infrastructural
projects requiring bids (Owusu 2002, 2003). Political institutions may
be involved in negotiations or play as guarantor to business actors. In
developing countries, individual managers have high esteem and trust
for officials of foreign government institutions. Thus, in some cases,
contracts will take place in the presence of government officials from
both sides (Habiyakare & Tornroos 2007). Most of the African countries
like publicity, exposure and recognition. Government officials from
other foreign countries, who make official visits, are highly appreciated
and such visits may even promote more trade between the two coun-
tries. These official visits, may trigger a reconfiguration of business net-



works. Although, this may prove to be absurd in Western logic, any
gesture from a high-ranking foreign personality is highly appreciated
in the developing and emerging markets. Thus, state visits at a presi-
dential or ministerial level influence the reconfiguration of government
and business interaction and cooperation.

To conclude this section, it could be said that unlike the UIM, the
business network and business relationships approach not only stresses
the cumulative nature of a firm’s activities but it also goes beyond inter-
nal development to include the firm’s relationships with other bodies in
foreign markets. Hitherto, the role of socio-political actors in business
networks and business relationships has not really gained the place it
deserves in the IMP tradition. Its role has been of a non-economic na-
ture. Nevertheless, emerging markets such as the RSA and other mar-
kets in Africa offer good examples of the fact that socio-political actors
may also be in command of economic resources. Political actors, or peo-
ple connected to them may also have important information, which, if
acquired by business actors may lead to more economic resources as
well. In the case of Africa, relationships forged between political actors
may also help businesses and individuals to gain access to information
concerning new projects in other locations. In emerging markets, other
types of cooperation between firms and governments may be possible.
As will be seen in chapters 6 and 7, to gain contracts, business actors
may be involved in other activities (such as political activities) with the
aim of obtaining contracts from government controlled sectors or from
business indirectly linked to government. We should not forget that in
most developing and emerging markets, large businesses might also
be owned by high-ranking politicians or people with close connections
to them. To date, there are limited comparative studies on how politi-
cal and institutional environments affect the formation and behaviour
of business networks and business relationship building in emerging
market. In the next section, the study explores the event-dimension.

3.5 Events in the FME-process into emerging
markets: the Ev-factors

In this section, the discussion is continued by presenting the event-
dimension. According to Hedaa and Tornroos (1997), an event is an
outcome of acts or changes caused either by humans, political systems
or by the nature of the environment within or outside of the business
environment. In the history of each nation, there are events or occur-
rences that could be directly related to the development of business
operations in that particular country. These events can be classified
into two main categories: favourable events and unfavourable events.
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Favourable events are those events that once they have taken place,
are followed by a positive development in the business context. Such
positive events may trigger more business activities as firms may see a
reduction in the uncertainty in their environment. Unfavourable events
are those events that once they have occurred, are followed by negative
development in the business environment. Man may act consciously
to alleviate the negative side of event/s and to create favourable con-
ditions for business to continue. These types of acts may be decisions
taken by one person or by a group of individuals holding formal posi-
tions or functions that allow one person to have influence over another
individual’s behaviour.

As Hedaa and Tornroos (1997) express it, events have two sources:
man and nature. While nature has no intention at all, man-made events
may be intentional or unintentional. Consequently, events are outcomes
of acts that are either man-made or have their causes in nature. When
caused by nature, an event may take place in the region where it occurs,
such as the Tsunami and New Orleans catastrophe in the years 2004
and 2005 respectively, and the earthquake in Iran. Event(s) and act(s)
take place in a given context and the outcome is interpreted differently
according to the observer i.e. the perceiver. Event(s) will have a mean-
ing in the mind of the actor(s) (the perceivers) once noticed by them.
The actor may be a human being, for instance the industrial market-
ing manager who reacts to stimuli from the events taking place. At the
same time the author’s cognition and sensitivity towards event-evoca-
tion and selection, constitute the condition in a certain situation to act.
Acts and activities are defined as “the outcome of how the actors have
been able to identify the events, and how they have overcome the stimu-
lus-response barriers (thresholds) as well as how willing an actor is to
take further action in response to the stimuli” (Hedaa & Tornroos 1997,
p- 11). The response to the stimuli can be proactive (creating new acts
and new events), reactive (following and reacting passively), neglect
and /or indifference i.e. no intention to act. From the expansion proc-
ess point of view, the outcome of an event may help the responsible
decision-makers to assess whether to increase the commitment of the
resources to that foreign market or to reduce the level of commitment
and in an extreme case, to withdraw from that process given the signals
/ stimulus and interpretation that follow a given event. The stimulus-
response (S-R) process may persist into the future.



3.6 Time and temporality in the FME into emerging
markets: the T-factors

Looking at the foreign market expansion process of firms, the interplay
of time and events may act as a trigger bringing about business transac-
tions. Different people, countries, and actors in business settings have
different conceptions of time. Looking at the literature on business re-
lationships and business networks, researchers have devoted attention
to conceptualise time and to elucidate its role and significance. This
is the case with Miettila and Tornroos (1993), Halinen and Toérnroos
(1995), and Hedaa and Tornroos (1997, 2003). According to Miettila and
Tornroos (1993), time is a complex and varied concept (see also Halinen
& Tornroos 1995). We should not exclude the time factor in social and
business research, especially in buyer-seller relationships. Halinen and
Tornroos (1995) defined time as “point or period when something oc-
curs” (cited in Hedaa & Tornroos 1997, p. 9). Miettild and Toérnroos
(1993) proposed the concept of relational time when studying business
markets (for a discussion of these different concepts, see Miettild &
Tornroos 1993). Relational time has at least three properties: the con-
cept of time in a relationship is bound to the past, present and future
(for instance in a given relationship). Time has a relationship with the
culture and space surrounding an interaction, and time is perceived
differently within different cultures and groups of people (see Miettila
& Tornroos 1993). Time has its context, which means that it is related
to the human actors, their situation and the problems they try to solve
through interactions.
In addition, Hedaa and Tornroos (1997, p. 10) identified six different
aspects of time:
e Time is socially constructed and consists of inter-subjectively
known trajectories of events
¢ Time exists through many temporal units (e.g. days, weeks
months and socially/culturally-based notions of temporality)
* The passing of time is attributed to identifiable phases within
temporal units.
* Period consists of a distinctive orientation to the past, present,
future, including image of the future.
* The production and reproduction of time-reckoning elements
and systems in society are embedded in practices
* Social time can be understood as a chain of events
I agree with Miettila and Tornroos (1993), on the fact that the present
moment can only be understood in terms of the past (history) and the
future. Interactions occur and business relationships appear and dis-
appear through time. Businesses make decisions sometimes under the
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pressure of time. There are different socio-political times and business
events that occur in different periods within a country or between dif-
ferent market actors who have their own histories, surroundings and
values as well as future expectations and goals. The period of time and
events connected to this specific time may dictate the types of opera-
tion strategies to adopt during the expansion process. From the busi-
ness network point of view, the act may be in the form of an increase in
market commitment or a decrease in commitment if the event is judged
unfavourable. Time, temporality and crucial events embedded within
time, will affect a firm’s business networks and its operation strategies.
As stated earlier, once the market is perceived to be less risky, there
may follow act(s) of increasing commitment or a continuing period of
wait and see. In some cases, events and happenings may even provoke
ambiguity. Actors may become confused about how to proceed as the
rule/s of the game may change with the outcome of that event.

As it can be seen above, the concept of time has been used mainly in
order to increase our understanding in business relationships and busi-
ness networks. Initially the above authors did not discuss the concept
of time from the internationalisation perspective. However, due to the
importance of time and events in business transactions and regardless
of where transactions take place, it is appropriate to incorporate such
concepts into the internationalisation theory, especially with regard to
the developing and emerging markets. There are many different ac-
tors classified into business actors, societal actors, political actors, and
international bodies. These actors, who have different goals and objec-
tives with regards to the market, may have their own perception and
judgement of events and may make differing assessments of the future
outcomes. These actors produce acts that reflect their understanding
and their analysis of an event and its outcome. Briefly, the concept of
events connected to time and temporality should be incorporated into
the framework describing FME into emergent markets.

3.7 Summarising discussion

This study uses the power of behavioural approaches as the basis for
the conceptual framework in order to study the expansion process of
Finnish corporations into the RSA. Thus, this study uses the UIM and
the power of the business network and relationships approach to build
the REMNET-framework used for the study (see figure 5 and figure
8). These two different theoretical approaches (the UIM and Business
Network Approach) have been in competition for predominance. How-
ever, since there are empirical proofs for both approaches, integrating
these two has not been an easy task. Nevertheless, Johanson and Vahlne



(2003) suggested an integration of their model with the business net-
work approach by concluding that:
“We have a situation where old models of internationalisation proc-
esses are still applied fruitfully at the same time as a number of stud-
ies have suggested that there is a need for new and network-based
models of internationalisation. We think it might be worthwhile to

reconcile and even integrate the two approaches” (Johanson & Vahl-
ne 2003, p. 84).

The behavioural approach provides an understanding of the foreign
market expansion process into emergent markets, especially concern-
ing the process industries. The foreign-market expansion process into
developing and emerging markets is, however, largely dependent on
the local institutional changes and the existing network of actors in that
context. Trying to understand the core processes involved in foreign
market entry and expansion strategies into emerging markets requires
a multifactor analysis. In order to develop the conceptual framework,
as presented in figure 5, I used these two approaches together as a cor-
nerstone. I integrated these approaches through the RBV, which func-
tions in this case as an integrator for these approaches.
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Figure 5: A tentative REMINET-framework of FME to emerging markets
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There are certainly different arguments concerning the links between
the two approaches used. For instance, the RBV posits that the desired
outcomes of the managerial efforts within a firm are to achieve a sus-
tainable competitive advantage (SCA), because achieving a SCA allows
a firm to earn economic rents or return on investments (ROI). The RBV
core question and focus then becomes “how do firms achieve and sus-
tain advantages”? The RBV contends that the answer to this question
lies in the possession of certain key resources and capabilities that have
characteristics such as value, property rights, as well as barriers to du-
plication and imitation (Barney 1991; Nelson 1991). It is possible to ob-
tain an SCA if a firm effectively deploys these resources in its markets.
Therefore, the RBV emphasises strategic choice, charging the firm’s
management with the important tasks of identifying, developing, and
deploying key resources to earn economic rents (Penrose 1980).

While the RBV is internally focused, regarding the firm as a bundle
of resources, it can be extended to include the firm’s external environ-
ment (En) as an influencing factor on the strategic choice. The signifi-
cance of a firm’s resources is determined by the external environment
from which resources are drawn and valued (see section 3.2). Penrose
notes that critical environmental changes may influence the significance
of resources for the firm (see Penrose 1980). In the RBV, resource het-
erogeneity, imperfect immutability/sustainability, imperfect resource
mobility, and limited competition for the superior resource position
are the basis for a firm’s competitive advantage. All these factors reflect
the interplay between internal resources and external business envi-
ronment (En). The RBV recognises the importance of firms taking into
account the behaviour and relative positions of rivals in the external
environment, in their strategy formulation. Thus, a firm’s market com-
mitment, marketing, operation strategies or potential for making profit
(M-factors) is derived from its internal resources such as core compe-
tence and its set of product market opportunities (Luostarinen 1979).
Decisions such as whether to license a new technology or to develop it
internally or the decision to serve a market through export or by direct
investment would depend on the extent to which the technology is im-
perfectly mobile (Buckley & Casson 1976). If the technology is perfectly
mobile and/or easily imitable, then the firm would benefit from licens-
ing the technology or building co-specialised resources, which are less
available, such as a reputation for service on the new technology (Pe-
teraf 1993).

The most obvious connection between the Uppsala Internationali-
sation Model and the RBV is to be found in the fact that experiential
knowledge is treated as a resource that may limit the expansion of the
firm. Through the recognition of the fact that experiential knowledge



is a part of a firm’s resources, UIM takes into account the RBV in the
explanation of the expansion process. The RBV goes further to include
other factors, such as market size, global industry characteristics and
the importance of the first movers” advantages in the new market. In
addition, the RBV admits that “the possession of such characteristics
may lead to greater market commitment offsetting the psychic distance”
(Rutihinda 1996, p. 54). The UIM states that “firms under constraints
strive to increase its long-term profits, which is judged equivalent to
growth” (Johanson & Vahlne 1977, p. 16). Penrose (1980, p. 24) states
that a ‘“firm grows by their resources and capabilities, a firm slowly
expands and changes” .

In this manner, the RBV provides a strong basis for explaining the
variation in the expansion processes of firms, by incorporating experi-
ential knowledge as a subset of the firm’s capabilities (Cazurra & Ram-
0s 2002). In the UIM, reducing uncertainty leads to increased commit-
ment in a distant market. This implies that the firm (decision-makers)
makes decisions based on some calculations concerning expected prof-
its (rents) which are also (or will create) resources. A firm may even
bring in experience from other sources, such as human resources, that
have some experience in operating in the distant markets.

The network approach (exchange of resources) has greatly incorpo-
rated the concepts of resources and capabilities. According to Hakans-
son and Johanson (1988), through business relationships, firms may
develop capabilities. In the same way, Easton (1992) bases the source
of the firm’s capabilities partly on its resource collection and partly on
its relationships (Owusu 2003, p. 68). Owusu (2003) emphasises that
capabilities are dependent on resources but that the two are not the
same thing. He sees resources as tangible and intangible assets used to
perform activities, whereas “capability on the firm level is created when
resources from different resources groups are mixed for a certain pur-
pose” (Owusu 2003, p. 68). According to this view, we could expect that
different firms create different capabilities due to the mode of “mixing”
their resources (tangible and intangible). Thus far; there has been con-
fusion on whether a firm’s capability is equivalent to the whole resource
collection or whether it is some special intangible resource (see Owusu
2003). What is clear is that in the FME-process capability is concerned
with expanding the firm in order to establish its successful business
operations through the various relationships it adheres to.

There is also a clear link between the business network and the UIM.
The basic link is in the degree of interaction. In the first stage, firms
interact with actors in the home market and the psychically less dis-
tant markets. Once they start operating abroad, other kinds of interac-
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tions and networks are established. These interactions may change as
the business operation proceeds and due to the business environment
in which these networks are embedded. It is also possible to link the
commitment of more resources to the intensity of interaction within
business networks.

There are clear links between the other dimensions too. For instance,
the host business environment and its En-factors exert influences on the
operation strategies adopted. The host business environment through
its En-factors may compel a firm to restructure its business operation
strategies over time through a teleological process as discussed in 2.6.
The existence of a favourable and stable institutional environment, the
existence of abundance production factors and positive market factors
in the host country will determine the level of market commitment (M-
factors) the expanding firm invests in the host market. Penetration, en-
try strategy, ownership strategy and value adding activities will be de-
cided according to the requirements set by the En-factors. However, as
the operation develops through time and as different events take place,
the En-factors may change over time. These changes in the En-factors,
if they take place, will also have profound influences on the business
operation and strategies. The operation is not static; it follows in a tele-
ological fashion by adapting to different En- requirements.

There is also a clear theoretical link between Ev-factors and N-fac-
tors. For instance, events have profound influences on the configura-
tion of business networks and business relationship building. Events
may take place in a business environment and have a great impact on
the actors’ strategic responses. A firm may change its position in the
network due to events influencing its operations. Business and market
events, natural events and socio-political events may exert profound
influences on the reconfiguration of N-factors. In addition Ev-factors
may also facilitate or hinder networking. Old actors may disappear,
new actors may appear and actors may reconfigure their network. In
addition, these Ev-factors may create new opportunities for business
actors involved in interaction and networking. Naturally, different Ev-
factors have a different impact on the N-factors depending on the ori-
gin and intensity as well as the actors” perceptions of these Ev-factors.
Ev-factors may either be detrimental for the N-factors or may actually
be catalysts for a reconfiguration of the network.

There is also a clear link between the M-factors and the R-factors.
Firms commit resources to a certain market according to their expec-
tations of success in that specific market. Success may also include
acquisition of new resources. Thus, through penetration, good entry
strategies, good ownership strategies and good coordination strategies,
the expanding firm is likely to benefit through gaining new resources



(R-factors). These resources, if transferable, may be transferred back to
the parent company or may be used to support its overall business op-
eration in other markets as well. If the operation proceeds differently to
the initial expectations, a factor which is dependent on the role the new
entity was expected to play in the overall firm’s expansion strategy, it
may be possible for the expanding firm to restructure its R-factors so as
to support its expansion strategies.

In summary, some dimensions that form the cornerstone of the
REMNET-framework may overlap; however, I am convinced that the
UIM and the business network can both be accommodated by recog-
nising the experiential knowledge as one of the resources among all
the other resources influencing FME process and strategies. Firms also
acquire experience through, networking and through relationships and
through political activities (see Welch & Wilkinson 2004). The concept
of psychic distance, which in my view holds a danger of legitimising a
kind of “market discrimination”, should be revisited, because a home
market oriented decision-maker might feel at ease ignoring other mar-
kets (emerging and developing) by just providing the explanation that
the market is psychically distant (see section 2.3.2). However, in the
case of emerging markets, it may be difficult to predict accurately how
the business environment will develop given that unpredicted events
may take place. With increased globalisation, we know that the whole
world offers opportunities and the exploitation of these opportunities
has become possible through networking and business relationships
and through the improvements in infrastructures, logistics and fast de-
liveries, politics and market deregulations of trade and investments.
As the socio-political environment changes the firm’s political activi-
ties, the firm will strive to position itself better in the new network and
relationship configuration. The past, present and future play a decisive
role in the other five dimensions as well. Resources, capabilities, rela-
tionships and strategies are not static; they change with time and the
changes take place according to what is learned through interaction.
Thus, time and temporality become decisive dimensions in FME.

The REMNET-framework of corporate internationalisation calls for
tolerance of uncertainty and patience when dealing with emerging and
developing markets. Subsequently, in chapter 7 and 8, through data
analysis, more understanding is provided on empirically derived sub-
elements constituting the integrated REMNET-framework (see figure
8). While in chapter 4, the key methodological considerations are pre-
sented and the choices made regarding the research approach used in
this study.
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4 RESEARCH APPROACH AND METHOD

This chapter is organised as follows: firstly, the chapter presents the
ontological and epistemological considerations on which this study is
based. Secondly, the chapter presents the research approach and strate-
gies used to collect the data. Thirdly, the chapter presents the method
used for data processing and analysis. The chapter ends with reflec-
tions on the use of case studies in business research, and the criticism
expressed against the use of qualitative research in research work. The
chapter ends with discussion on the reliability and validity of this re-
search and the way in which these criticisms were taken into considera-
tion.

4.1 A phenomenological approach

Irrespective of the research approach, there are various perspectives
with which researchers may approach their phenomena of interest. Ac-
cording to Remenyi et al. (1998), there are different assumptions con-
stituting the philosophical stances that researchers adopt to carry out
their investigation. These assumptions can be categorised into beliefs
about the physical and social reality. For instance Taylor and Bogdan
(1984), Denzin and Lincoln (1994), Kidder (1981a), Remenyi et al. (1998),
and Ritchie and Lewis (2004) would all argue that phenomenology,
sometimes called a non-positivistic approach, is the appropriate way
to conduct research into people and their organisations. To cope with
the problems of people and organisations, it is necessary to go beyond
positivism and use a phenomenological approach to research (Remenyi
et al. 1998). According to them,
“Phenomenology is a theoretical point of view which sees behav-
iour as determined by the phenomena of experience rather than by
external, objective and physically described reality” (Remenyi et al.
1998, p. 95).
From this perspective, phenomenology does not consider the world to
consist of an objective reality but instead focuses on the primacy of sub-
jective consciousness. Each situation is seen as unique and its meaning
is a function of the circumstances and individuals involved (Remenyi
et al. 1998). In the phenomenological paradigm, the researcher is not
independent of the topic being researched, but is an intrinsic part of it.
Thus:
“In this rational universe, we can no longer study anything as sepa-
rate from ourselves. Our acts of observations are part of the process
that brings forth the manifestation of what we are observing”. (Re-
menyi et al. 1998, p. 34)



With regard to the research problem at hand, my study adopts a phe-
nomenological stance. I consider that social systems influence the FME
process of business operations of foreign firms into emergent econo-
mies. Factors influencing the expansion process cannot be studied in a
purely objective manner. There are several influences from the socio-
cultural, socio-political, institutional, and business environment. People
and their behaviour are central to the FME-process, thus that process
cannot be described in an objective manner. In a similar way to Perry
(1998), the ontology of this study is constructivism, as it emphasises
the importance of the subjective meanings and of social, political and
symbolic action in the process through which humans construct and
reconstruct their reality. My belief is that organisations, groups, and
social systems do not exist outside human reality, and hence cannot be
measured in an objective or universal way, but only through imagina-
tion, projections, constructions and interpretations. Although there are
phenomena that can be measured, a complete understanding of them
still requires subjective interpretations. Thus, the way we interpret the
world and our vision belong both to what is interpreted and to our sys-
tem of interpretation (Perry 1998).

Epistemology has assigned terms to the activities of scientists; sci-
entific research entails a ceaselessly repeated cycle of observation, clas-
sification, analysis, and theory building or modification. The researcher
then tries (or should try) to understand these different realities and as
much as possible should try to consider these multiple realities. I have
to look beyond the details of the situation to understand the reality or
even to understand the reality behind that reality. This viewpoint re-
quires that the enquirers necessarily use their own pre-conceptions in
guiding the process of enquiry. According to Yin (1984, p. 65) “when the
researcher interacts with the human subjects of the enquiry, the perception of
both parties is changed” . Furthermore, Yin (1981) posits that:

“In a case study, both the researcher and those being studied interact
with one another. The researcher can influence the course of events
merely by his existence, even though he tries to avoid interfering.
In addition, the report of the events is his personal interpretation of
it. Several aspects require careful consideration from the reliability
point of view. In the ideal situation, the research report is written
in a so thorough and vivid way that it is possible to recognise every
feature of events and that it can be examined in detail”.

(http://www.metodix.com/showres.dll/en/enindex, visited on the
22.02.2007)
Thus, the epistemology of this study is descriptive and interpretive and
adopts the position that knowledge of reality is a social construction
made by human actors. Furthermore, interpretive studies reject the

73



74

possibility of an “objective” or ‘‘factual” account of events and situa-
tions, seeking instead a relativistic, albeit shared, understanding of the
phenomena (Remenyi et al. 1998, p. 36).

4.2 Abductive research approach

There are two major approaches to theory development: deductive the-
ory testing and inductive theory building (Bonoma 1985; Parkhe 1993).
The difference between the two approaches can be viewed in terms of
a scientific paradigm, with the deductive approach representing the
positivist paradigm, and the inductive approach representing the phe-
nomenological paradigm (Easterby-Smith et al. 1991). Guba and Lin-
coln (1994, p. 17) define a paradigm as “basic set of beliefs that guide
action”. Inductive theory building is said to be more suitable, especially
for case study research. Thus, Grounded Theory (GT) is at one extreme
of the induction versus deduction continuum and emphasises generat-
ing theory from data alone (Glaser & Strauss 1967; Strauss 1987). Perry
(1998) concludes that it is unlikely that any researcher could genuinely
separate the two processes of induction and deduction. Perry (1998)
suggests that both prior theory and theory emerging from the data are
always involved, often simultaneously and that “it is impossible to go
theory-free into any study” (Perry 1998, p. 788).

Miles and Huberman (1994, p. 17) concluded that induction and de-
duction are linked research approaches, although tradeoffs might be
made between “loose and tight” initial frameworks. Their own experi-
ence has led them to emphasise the importance of “pre-structured” study
(Perry 1998, p. 789). Instead of using either pure induction or pure de-
duction, Alvesson and Skoldberg (1994) and Dubois and Gadde (2002)
propose a mixture of the two in a process they call abduction. In an
abductive research process, the researcher moves forwards and back-
wards and navigates between theory and empirical data as indicated in
table 3. This study on the FME process into the RSA is a good example
of a process involving both deduction and induction. The study uses
multiple case studies and Pettigrew (1990, 1997) supports the idea of
using abductive research in case studies.

Firstly, an intensive literature review was inevitable in order to map
out the research issue at hand. Then, a pilot study was conducted in
2002, with the first round of interviews. After which, it was possible to
define and redefine as well as to position the research problem better.
Later on, it was possible to collect more data in 2004, and further analy-
sis and discussion led to further conceptual modifications. This research
followed a process as presented earlier (in figure 1, section 1.4). In the
beginning, I had a very loose theoretical framework, which was refined



later as the data analysis progressed. The following gives an account of
the research design of the study and the use of the multiple-qualitative
case studies used.

4.3 Research strategy: multiple case studies

There are several methods of conducting descriptive/interpretive re-
search in international business. Literature provides various methods
for selecting a research design (Remenyi et al. 1998; Yin 1984, 1989,
1994; Bryman 2002; Ghauri 2004; Merriam 1988). As presented previ-
ously, the choice of the method of inquiry is dependent on the underly-
ing philosophical position adopted and the research problem at hand.
To increase the understanding of the dynamic behaviour of expanding
business operations into the RSA, an account of the perceptions and
opinions held by different individuals and organisations are important.
In this study, I use qualitative case studies (Halinen & Tornroos 2005)
because it “is concerned with meaning rather than measurement of or-
ganisational phenomena” (Daft 1983, p. 397). There are several defini-
tions of a case study but, based on Yin (1989, 1994), and on a variety of
other sources, a case study could be defined as “an empirical enquiry
that investigates a contemporary phenomenon within its real life context,
when the boundaries between phenomenon and context are not clearly
evident and in which multiple source of evidence is used”.

The case study method is particularly interesting for this study too,
because the FME process into the emerging markets requires the use
of multiple methods of data collection, such as interviews, documen-
tary reviews and other observations (Yin 1994). Triangulation (Denzin
& Lincoln 1998) of these data sources can thus reduce the problem of
bias, especially in longitudinal cases such as the ones at hand. Added
to this, the choice of my qualitative research strategy is based on the
assumption, that organisational realities are not concrete, but are the
projection of human imagination (see Benbasat et al. 1987). In the fol-
lowing section, I present and discuss the process through which these
cases were selected.

4.3.1 Selection of cases and the selection process

According to Taylor and Bogdan (1984), an ideal research setting is one
where the observer or researcher would have easy access, is able to
establish immediate rapport with the informants, and can gather data
that is directly related to the research interests. In this respect, I did not
have any pre-established contacts with Finnish corporations. All the
contacts were established by telephone and e-mail. During the inter-
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views in Finland in 2002, the interviewees offered their help in obtaining
contact for me, with the management of their subsidiaries in the RSA.
This was very valuable help, as it could have been difficult to convince
the South African senior managers to participate in this study without
a word from their respective headquarters. Usually, the strength of a
case study methodology is very much dependent on the criteria set for
the selection of concrete cases. The idea was to include corporations
which had established their business operations in the RSA in the 1990s
and/or before 1990, and these cases should have registered subsidiaries
in the RSA. In Finland, I was hoping for two or more interviewees per
corporation. The interviewees needed to be at a high-ranking manage-
rial level and to have participated in the management team, which was
involved in the decision-making process to expand business operations
into the RSA. If these criteria could not be met, I would have been satis-
fied with any senior manager possessing deep insight into the expan-
sion process into the RSA and the subsequent business operations in
that country.

I also had criteria for selecting interviewees in the RSA. Firstly, I was
looking for senior managers who had been in the subsidiary since the
1990s and preferably, had been there when the decision to expand oper-
ations into the RSA was taken. Secondly, they needed to occupy senior
managerial positions and have deep insights into South African history,
socio-political development and institutional changes taking place since
the 1990s. Criteria for choosing the third group of people, those outside
the companies, were that these informants needed to be people with a
deep knowledge of South African history and with a good knowledge
of the socio-political and economic processes taking place in the RSA.
I was also looking for people who had somehow participated in the
expansion process of Finnish corporations into the RSA.

I bought a list of the Finnish companies registered in the RSA in 2002
from FINPRO". Once I started to contact these companies by telephone,
it appeared that most of them did not really have a well-established
business at that time. However, the people I spoke to immediately sug-
gested other Finnish corporations which might be suitable for such a
study. Using this snowball method, I continued to contact people and
eliminated from the list the ones that were not interesting (or not in-
terested in this study). The process was time consuming but after a
few weeks, the names of 15 Finnish corporations emerged with well-
established businesses in the RSA. After having established the names,

addresses and contacts of these corporations, I then made contact with

5 Finpro is an association founded by Finnish companies. Clients are Finnish compa-
nies at different stages of internationalization. Its aim is to guarantee that Finnish
companies, especially small and medium size companies, have access to high qual-
ity, comprehensive internationalization services around the world. (www.finpro.fi)



them by phone. After being connected to a variety of people, I finally
spoke to the right person who was able to say exactly which person in
the company would be suitable for an interview or who could give au-
thorisation for such an interview. Of the 15 suitable corporations, only
seven consented to participate.

In general, the literature does not recommend the exact number
of cases to be included in a given research in order to generate valid
knowledge. Even Patton (1990) does not provide any exact number of
cases to be included. “There are no rules” for the number of cases in
qualitative research (Perry 1998, p. 793). Duly considering this debate
about the number of cases, I acquired fifteen potential cases and seven
of these corporations consented to participate in the study. The corpora-
tions, who agreed to participate, also gave the name and position of the
personnel to be interviewed in their respective subsidiaries in the RSA.
I could not freely choose the person to meet and could not decide freely
the exact number of people to interview in each corporation. The fol-
lowing table 3 indicates the names of the corporations and subsidiaries
that participated in the whole study. The table also indicates the posi-
tion and number of interviewees and the time of the interview. During
this time, in order to gain more information about the change processes
taking place in the RSA, obtain a better understanding of South African
history and acquire more current information on the transformation
going on in the RSA, I also interviewed the Managing Director of a
Radio station called AMAC. In addition, I also interviewed the then
Managing director of FINPRO South Africa, an organisation which has
been very much involved in helping Finnish corporations to find the
needed information for their internationalisation into the RSA. These
two organisations are listed in table 3, but should not be counted as
separate cases for this study.

For the purpose of this thesis and for reasons of space, I only present
a deep analysis of four corporations. This was decided because the four
corporations chosen operate in the same industry. Among the three cor-
porations that will not be analysed deeper, one is a consulting company
in pulp and paper, and the second is a consulting company in the label
and packing industry. These two do not offer a good basis for compari-
son with the four cases chosen. The third corporation named Tamrock-
Sandvik operates in the same industry as the chosen cases; however,
it was left out because it is essentially dominated by Sandvik which a
Swedish company. Primarily only Finnish corporations were used for
this thesis. The three remaining cases will be analysed later for verifica-
tion.

Before I interviewed people in different corporations, I asked the
participants whether they would like their names and the names of
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their corporations to be disclosed in my final reports. None of them
saw any reason why their names should not be disclosed.

However, during my data coding, I decided not to fully disclose the
name of the interviewees and thus kept their names in a separate file.
Their respective positions and years of experience indicate that they
have a very good knowledge of the phenomena of my interest.

Apart from the exploration of the literature on internationalisation,
other information was collected from printed material, such as promo-
tional material, annual reports, magazine articles and home pages on
the internet and CDs. I received other internal documents in the form
of market surveys and sales cases, from two subsidiaries. As these in-
ternal documents contain sensitive information about their market and
sales figures, they will not be appended to this dissertation.

4.3.2 Data sources and data collection methods

The longitudinal research design requires particular procedures and
principles to be used in data collection. This kind of activity is concerned
with the research period, the events involved, and the interviewees par-
ticipating. The research was concerned with the expansion process and
it was during this period that data was collected for each case study
involved. The cases started at different times, but mostly in the same
time period, i.e. in the 1990s. Empirical data was collected following
the recommendations of Yin (1994) using multiple sources of evidence,
creating a case study assembly of evidence, establishing of a chain of
evidence to link the research question, the data, and the conclusions.
According to Yin (1994), there are six important sources of evidence in
cases studies: documents, interviews, direct observations, participants-
observations, physical artefacts, archival records. In this study, I also
used multiple sources of evidence: documents, archival records, direct
observations and interviews. However, the items most pertinent to this
study were the interviews, documents and published materials, and
the Web. These were the most important items for insightful first hand
information. I mainly used semi-structured interviews® both in Finland
in 2002, and in the Republic of South Africa in 2002 and 2004. Based
on the tentative REMNET-framework of corporate internationalisation
(see figure 5), interview questions were grouped around the following
themes (see appendix 1 and 2):

¢ Information on the interview and their own experiences, infor-

mation on the corporation itself
* The mode of penetration and expansion strategies
* Business socio-cultural and institutional environment in which
the cooperation is working

6 The semi-structured interview themes are provided in details in appendices 1 and 2.
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Big size (foundry) 24.11.2004 | [Human Resource
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Big size .
;IDlrector (Foundry)
Metso Metso .
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— e Director Mineral 23.11.2004 | [Managing Director
Processing processing 23.11.2004 | |Chief Financial D
Big size .
Medium size
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Table 3: List of cases involved, interviewees, positions, time and place of inter-
views



80

¢ Business networks and business relationships and key learn-
ing processes involved
* Impacts of the socio-economic and political environment
* Market and competition structures faced in the RSA
* Expansion and business strategies
e Events and temporality in the corporation’s FME process into
the RSA
* Integration of the subsidiary into the global structure
* Key strategies to deal with these problems and to conduct suc-
cessful business operations
¢ Time and temporality and future prospects and challenges
¢ Problems linked to operating in the RSA and key success fac-
tors
Kvale (1997) indicates that in semi-structured interviews the question
has not only a descriptive form, but also aims at drawing out the in-
formant’s spontaneous stories. The corporations, which participated in
the study, have had export activities in the RSA before 1990, although
they were forced to withdraw their operations during the UN-sanctions
against the RSA. Later on, they could establish their own subsidiaries
after sanctions were lifted. My research interest is mostly focused on the
period starting from 1990 up to 2005, because it was during this period
that the Republic of South Africa was going through socio-political and
institutional changes, thus allowing most of the foreign corporations to
establish their business operations freely in the Republic of South Af-
rica. The reason why I conducted interviews only once with the respec-
tive headquarters in Finland was mainly because the focus of my unit
of analysis was at the subsidiary level. Through the process, it became
clearer that the business operation was influenced by the socio-political
transformation (the En-factors) and that business networks and busi-
ness relationships were constantly shaped by the business environment
in which they were embedded (see Halinen & Tornroos 1998).

The interview data was collected retrospectively, and in the inter-
views, the respondents were asked to tell, in their own words, how
the business operations had evolved and expanded and what kind of
factors and events had been involved in the FME process. The inter-
views were conducted in the interviewees’ offices except for five inter-
views, which were conducted either at restaurants or at hotels. All the
interviews were conducted in English and were tape recorded with the
permission of the interviewees. The interviews I conducted had a char-
acter very similar to what Kvale (1997) calls qualitative conversation
interviews. These are defined as interviews whose purpose is to arrive
at a description of the informant’s life and world and with the aim of
interpreting the meaning of the described phenomena (Johanson 2001).



The qualitative research interview is semi-structured, which according
to Kvale (1997) means that it is neither an open conversation nor that
it follows a strictly pre-structured questionnaire. It does not mean that
the qualitative interview loses focus on the topic. Its focus is on a spe-
cific, in this case the FME process into a specific country, and tries to de-
scribe specific situations and courses of events in the informants” own
words (Johanson 2001). Kvale (1997) established six qualitative criteria
for an interview:
¢ First, it should be spontaneous, rich, and specific.
* Second, it should be characterised by short questions and long
answers.
* Third, the interviewer should follow up and clarify the mean-
ing of the answers during the interview.
* Fourth, ideally the interviewer should make interpretations
e TFifth, verify the interpretation during the interview.
¢ Finally, the interview should be self-communicating, that is, it
should stand on its own as a story worth reading.
When using these six criteria, some difficulties occurred when conduct-
ing the interviews for this research, which I mention here. It took time
to build up the confidence and the trust needed for these interviews.
For instance, the fact that I came from a very distant and very differ-
ent culture and that English language is not my mother tongue nor my
first or second foreign language may also have affected the qualities
described in the first and the second criteria. It may also affect clarifica-
tion of meanings of answers, interpretation, verification of the interpre-
tation during the interviews as required by the third, fourth and fifth
criteria. In the RSA, I realised that the beginning of the interviews was
not very spontaneous and easy. However, with time and through con-
versation, we built the necessary trust and all interviewees could speak
freely. The second time I went there, I realised it was quite different and
the atmosphere was much more open. My hosts invited me for lunch
and dinner, which also added very much value to our conversation and
data collection. The other problem related to data collection, could be
associated with time and costs involved in travelling to the RSA, travel-
ling within and from the RSA. These subsidiaries are not located in the
same region. I had to travel to Johannesburg, Durban and Cape Town
and arranging meetings and suitable times was an added problem.

4.4 Data reduction and data analysis process

The reduction process may be characterised as a compression and cate-
gorisation of a large volume of written text. Coffey and Atkinson (1996,
p- 26) prefer to think in terms of generating concepts ‘‘from and with our
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data, using coding as the means of achieving this”. During the research
process, the researcher brings fragments together and thereby creates
categories, which have some common property or elements. Coding
and retrieving are activities usually connected with coding as an ana-
lytical strategy. Coffey and Atkinson (1996) referred to Seidel and Kelle
(1995), who said that the process involves noticing relevant phenom-
ena, collecting examples of those phenomena, and analysing those phe-
nomena in order to find common features, differences and structures.
Coding is more than arranging data into various categories. Instead,
it is identifying concepts, questioning the data and categories, testing
provisional relationships among and within the data, and searching for
antecedents and outcomes (Neuendorf 2002). Analysis of qualitative
data depends on the capability of the researcher to integrate evidence
from multiple sources (Benbasat et al. 1987; Silverman 1993; Miles &
Huberman 1994). The analysis may not be as mechanical as the analysis
of the quantitative data (Patton 1990; Miles & Huberman 1994) but the
conclusions from these analyses are reliable (Silverman 1993).

AsI conducted all the interviews myself, I had the opportunity to ask
as many questions as necessary in order to have as much clarification as
possible. Later on, I transcribed all the recorded data into written text. I
read the transcribed data and I paid particular attention to discussions
about issues, such as customer behaviour, institutional changes, and
other factors, which were driving the FME process. Furthermore, I tried
to ascribe further meanings to the apparent points that emerged from
these analyses. Within case analyses, it is important to write a summary
of each interview discussion, as well as the researcher’s observations
and analyses of the discussion. The researcher should include perti-
nent background information from each company’s annual report and
press releases in each case summary. The intention here is to become
intimately familiar with each case as a stand-alone entity. Furthermore,
it allows the researcher to make a more coherent analysis and better
access in order to replicate or re-analysis, thus increasing the reliability
of the findings.

For the reduction, process, categories generation, categories reduc-
tions, data analysis and sense-making process, I used the qualitative
content analysis approach as suggested by Holsti (1969) and Miles and
Huberman (1994). I went through 5 interconnected levels of analysis as
shown in the following table 4. Subsequently, let me also describe the
key processes involved in the data reductions and analysis processes of
this study.



Level of analysis 1: Case description

Written material from interviews and from other printed material was
available for analysis. Only four cases were chosen for the analysis. At
level 1 analysis, I used descriptions of how different case companies
have expanded their business operations into the RSA. At this first level
of analysis, I looked through the written interview material and was
able to identify useful interview extracts as indicated in table 4 for each
case. I started by producing chronologies and case descriptions (see
chapter 6) for the 4 cases involved. Henceforth, the following initials
will be used for the respective cases:

e Case 1: MMFI=Metso Minerals Finland and MMSA = Metso
Minerals S. Africa

e (Case 2: MAFI= Metso Automation Finland and MASA = Metso
Automation SA

¢ Case 3: OKFI = Outokumpu Finland and OKSA = Outokumpu
South Africa

e (Case 4: LAFI = Larox Finland and LASA = Larox South Africa

In;:::: f;):; the Level 1 Level 2 Level 3 Level 4 Level 5
'pany, Important Category category Category Selective
country, interviewee . . . .
. . extracts generations | reduction reduction coding
and year of interview
MMFIU02 96 69 63 18 24
Case | MMSARO02 146 90 48 16 Substantive
1 MMSARO04 130 145 90 20 .
(Extracts) categories
Total 372 304 201 54
MAFIK02 69 110 69 24 38
Case | MASAGO02 101 129 27 18 Substantive
2 MASAC04 79 85 38 21 " .
(Extracts) categories
Total 249 324 134 63
OKFIKO2 58 95 46 20
Case OKSAH02 46 72 16 6 16
3 OKSAA04 64 60 28 12 Substantive
OKSAS04 categories
(Extracts)
Total 168 227 90 38
LAFIK02 68 126 36 12
Case LASAJO02 72 85 24 10 24
4 LSAJo4 104 164 16 12 Substantive
LASAIO4 49 64 18 6 categories
(Extracts)
Total 203 439 94 40
1082 1294 519 195 102
TOTAL Usable Generated Reduced Reduced Substantive
extracts categories | categories | categories categories

Table 4: Reduction of narratives and coding process
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With the case description, the objective was to try to become as familiar
as possible with the data. The case descriptions centred on how these
Finnish corporations have expanded their business operations into the
RSA. In total, 1,082 useful extracts were chosen from the transcripts of
interviews from the 4 cases (the number of useful extracts from each
case is shown in table 4). After these case descriptions, I presented two
working papers in different international conferences and received
helpful comments.

Level of analysis 2: Data reduction and category generation

This level of analysis consisted of selecting interview extracts which had
relevance to the research problem at hand. In this process, I was look-
ing for extracts related to salient behaviour, events, beliefs, attitudes,
structures, policies and other processes, which occurred in the FME
into the RSA. This phase consisted of data reduction through category
generation, and I managed to generate a different number of categories
for each case. At this stage, from the 1,082 useful extracts, I generated a
total number of 1,294 categories (for generated number of categories in
each case see table 4).

Level of analysis 3: Category generation and category reduction

At this level of the analysis, I endeavoured to generate key categories
in a process called open coding. These categories were grouped accord-
ing to the common themes found at level 2 of the analysis. At this level
of analysis, different behaviour, events, beliefs, attitudes, structures
policies and other processes from the cases involved were compared to
each other. Through this open coding process, I was able to reduce the
number of categories from 1,294 categories to 519 categories.

Level of analysis 4: Category reduction through axial coding

At this level, the analysis is called axial coding. Here I looked for cat-
egories which described the forces and processes linking the events,
beliefs attitudes, structures, policies identified in the level of analysis 3.
Furthermore, I tried to look for the strategies shaping the FME into the
RSA. At this level, categories were reduced according to their level of
abstraction and from 519 categories I generated 195 categories.

Level of analysis 5: Selective Coding
The last level of analysis in this reduction process was the highest level
of abstraction, which produced 102 substantive categories. Table 4 pro-
vides an overview of the reduction process and the number of catego-
ries created.

The reduction process, as described above and as presented in ta-
ble 4, comprised a systematic comparison of small units of data and



involved a gradual construction of a system of concepts that described
and explained the FME into the RSA, in these actual cases. In terms of
methodological analysis, this means a hierarchy from the lower-level
sub-properties and properties and their dimensions, towards the high-
er level categories. According to Strauss and Corbin (1994) and Glasser
(1992), a category could be defined as a type of concept that could be
used for a higher-level of abstraction, while a property could be de-
fined as a conceptual characteristic of a category. From this perspective,
properties are attributes that pertain to a category and could be at a
lower level of abstraction than a category (see Strauss & Corbin 1994).
The properties may have relevant sub-properties, which also had dif-
ferent dimensions.

In practice, the lower-level theoretical elements defined the higher-
level ones. First a category was defined by its properties and later in
the analysis, identifying the place of a category within the emergent
REMNET-framework gave further clarification of the category defini-
tions. In general, I stayed very close to the data in order to maintain
accuracy and intensity. The theoretical structure, which was first built
from existing literature, i.e. from the top, was reshaped from the bot-
tom, in an abductive process through data analysis as indicated in table
4. In the case description and analysis (chapters 6 and 7), as evidence,
I use important quotations from the useful extracts found during the
reduction process as indicated in table 4. When quotations are used in
the text, I provide the initials of the corporation, the country, year of the
interview and the number which gives the location of the extracts in the
stored reduced extracts. For example with the following quotation:

“So there is a lot of pressure on us to survive in the face of the mines
putting off future growth until things stabilize. This is also the case
with many aspects of industry in this country. So the exchange rate
is playing a major role” (MMSARO0414).
The reference in brackets signifies that it is taken from an interview
with a company named Metro Mines, conducted in the RSA (SA) or
in Finland (FI) with a person called Richie (R) in 2004 (04) or 2002 (02).
The number 14 indicates the rank and location of the used extract taken
from a numbered list of the important extracts in the interview in ques-
tion.

4.5 Reliability and validity

The issue of validity and reliability have been addressed in several stud-
ies (Guba & Lincoln 1994; Parkhe 1993; Sykes 1991; Yin 1994). These
authors hold that the validity of any scientific study is a broader issue
than just the quality of the collected data. Validity concerns the whole
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research process, the adherence to generally accepted scientific values,
the internal logic of a study and the external validity of its findings.
As Brinberg and McGrath (1985, p. 13) put it, “validity cannot be pur-
chased with techniques ”. It is rather like integrity, character, or quality
to be assessed relative to research purpose and circumstances. Several
authors (e.g. Kidder 1981b; Yin 1989; Bryman 1988, 2002) mention the
necessity of dealing with problems of construct validity, internal valid-
ity, external validity, and reliability, irrespective of the research adopted
to study any social phenomenon.

As pointed out (Bryman 1988), the positivistic research approach
and the “interpretative” or qualitative approach are not subject to the
same criteria of validity and reliability. There is no generally accepted
set of guidelines for the assessment of case studies (Eisenhardt 1989).
Scientific principles are and should be common to all kinds of research,
but it seems that many of the traditionally used concepts and meas-
ures of validity are not directly applicable to case studies. This issue
has attracted many different conflicting views (Patton 1980, 1981, 1990;
Norén 1990; Bacharach 1989; Yin 1989; Hirschman 1986). In general,
there is suspicion directed towards using case study methods, espe-
cially in business and management research. Thus, compared to the use
of surveys and experiments, the use of a case study has been viewed as
a less desirable method for empirical research.

Based on Guba and Lincoln (1994), McGrath (1982), Parkhe (1993),
Sykes (1991), Tsoukas (1989) and Yin (1994), it is possible to summa-
rise some of the often-heard sceptical views against using case studies.
Criticism is often heard from researchers with a positivist approach:

* Bias and tendency for case studies to use incomplete evidence

* The lack of rigour and objectivity in case studies

* Nothing can be deduced from a single case study

* The use of case study takes too much time and is too expen-

sive

* The use of a case study generates too much documentation
The defendants of the use of case study methods of research in business
studies state that these criticisms are not justified. These critics may
come from a lack of understanding of the use of case studies. It is pos-
sible to generate new knowledge by using a case study. Yin (1989, 1994)
and Eisenhardt (1989) affirm that case studies are not necessarily more
time consuming than surveys, or more expensive in terms of money.
These issues depend first on the researcher, the research problem at
hand, and on the number of cases involved. The subtle skills of listen-
ing and understanding, the nuances provided by informants and the
need to interpret and analyse case studies may prove to be difficult and
not well understood. The major strength of the case study is that it al-



lows for triangulation of different data sets and the accounts of events,
as well as the strategies, and activities within the same study. However,
there are some weaknesses associated with using cases studies, espe-
cially in international business research:

* Particularly when using only a few cases, it is difficult to show
whether the findings can be applied to other contexts.

e Using interviews, especially historical reconstruction, may
present some weaknesses too, because when talking about
something, people may forget important details or may omit
some important details. This may be due to their unwilling-
ness to reveal information or may be because they have for-
gotten how things were at that time (see Johanson 2001). The
availability and selection of cases to include may significantly
affect the research findings.

It is true that using case studies is not an easy option. Remenyi et al.
(1998) identify some sources of difficulties in obtaining testimonials
from informants: problem in getting access to important informants,
difficulties encountered by individuals in being able to recall events
accurately, the difficulty individuals may face in disclosing important
feelings, the suspicion individuals may have about revealing informa-
tion that might reflect poorly on themselves or their superiors. In sec-
tion 9.4, I provide for a more thorough discussion and critical evalua-
tion of reliability and validity in this study. In the following section I
present the context of this study (the Republic of South Africa).
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5 THE RSA: A RAINBOW COUNTRY OF
GOLDEN OPPORTUNITIES

The Republic of South Africa occupies the Southern tip of the African
continent and, except for a relatively small area in the northern Trans-
vaal lies to the south of the Tropic of Capricorn. The Republic of South
Africa covers a total area of 1,219,080 sq km (470,689 sq miles) and has
common borders with several countries as depicted in the following
map. Lesotho is surrounded by South African territory, lying within the
eastern part of the republic.

Zimbabwie

Botswana

Morthern
Frowince

Marthern

Capea

Figure 6: A map of Southern Africa
(http://www.roamingafrica.com, visited on the 09.04.2008)
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5.1 South African contemporary history and internal
pressure for change

Tm.le/ Historical critical events
period
1970 |¢ South African endeavoured to confer formal independence on the “Bantustans”
1976 Transkei established independence from South African financial support
1977 Bophuthatswana accepted independence from South African financial support
1979 | Venda established independence from South African financial support

| 1981 I Ciskei established independence from South African financial support
1970- | |International community did not recognise these independences

1985 | |The imposition of independence was resisted by: Kwa Ndebele, KwaZulu

| |The agglomeration of segregated African townships to the South West of Johannesburg
1978 known as SOWETO (South West Townships) erupted, police open fire.
| |Uprisings in many Black African townships and many detetained by the police

1980- P.W. Botha took over as Prime Minister and gave more power to the army
1985 The State Security Council became the decision-making organisation
The Role of the NP and of Parliament was progressively reduced.

| 1982 | A hard line party was founded: The conservative Party of South Africa (CPSA)

White voters approved the creation of a tri-cameral legislature in a referendum. With
separate houses for theWhites population, Coloureds and Indians but without any Black
population representation.

1983 | |A number of groups opposed to apartheid; many with church affiliations and multiracial
memberships formed the United Democratic Front (UDF) to promote the rejection of the
| |constitutional plan on the grounds that it failed to provide representation for the Black
population

| |Elections for the Coloureds” House of Representatives and the Indian House of Delegates
and in September P.W Botha became the first executive president

1984

| |Creation of The Congress of South African Trade Unions (COSATU) politically allied
with the ANC.

It demanded the abolition of pass restrictions, the withdrawals of foreign investments, and
| |the release of Nelson Mandela. Violence escalated.

1986 | Government imposed a state of emergency but violence continued

1985

1985- | Opinion was growing that apartheid should be abandoned. The paramilitary Afrikaanse
1989 | Weerstandsbeweging (AWB) created in 1977 actively recruited among the White
| |[population

Table 5: South African contemporary history and internal pressure for chang-
es. Based on information in VARIOUS 1990, p. 932-9707

7 For more information on events and business environment after 1990, see section
5.3
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5.2 Industry and Import Substitution Policy (IS) and
its consequences

As far as the manufacturing industry was concerned, the Import
Substitution (IS) based on high tariffs and initiated during the 1940s,
contributed to the weaknesses in the economic growth process of the
Republic of South African. From the experience of a large number of
countries in the Third World, the import protection policy did not bring
the expected results in the long-term. Most important in the context
of economic growth is the fact that IS tends to become progressively
more difficult as the process advances over time and the interests of
different branches of manufacturing clash. IS usually begins with non-
durable consumer goods followed by consumer durables. These goods
are made subject to high nominal tariffs (and/or import quotas), while
intermediate products like capital goods and raw materials enter duty
free or are subjected to only low rates. This makes for a high rate of
effective protection. The maintenance of high output prices and down-
ward pressure on the price of purchased inputs creates an ample mar-
gin, which may be used to bid successfully for labour, funds etc. and to
yield profits. Once IS has run its course in the consumer goods indus-
tries, the process must be “backwards” in the production chain if it is to
continue. Domestic production of firstly intermediate and later capital
goods must begin (Lundahl et al. 1992).

South Africa followed this typical path with consumer goods giving
way to producer goods over time. The country has been more or less
self-sufficient in consumer goods since the 1950s. Thus, the only way
to expand the domestic market has been through increased purchasing
power. This had been realised by parts of the white urban business com-
munity as early as the 1920s and 1930s. They saw the African as a most
important consumer group and therefore came out in favour of wage
increases, even for the Africans. This would ensure the growth of the
demand for consumer goods. The expansion of African incomes, how-
ever, has not been fast enough to maintain the growth of the consumer
goods industry. Given this inherent limitation on industrial growth, IS
extended backwards as well. Thus from the beginning of the conscious
industrialisation policy in 1925, to 1982, the share of the light (consum-
er goods) industry in total value added in the manufacturing sector, fell
from 63 to 37%. Metal products and machinery, in particular, increased
their shares from 11% to 21 and 15%, respectively (Lundahl et al. 1992,
p. 319). The IS program was weakened by the lack of an active export
strategy, the reliance of industry on protection and ever more advanced
machinery imports. Hence entrenching the international non-compet-
itiveness of local production, which is a typical pattern for developing



countries with natural resources that have attempted to maintain im-
port substitution behind a tariff wall (Lundahl et al. 1992, p. 319).

5.3 External pressure for change (period 1970 -1990)

By pushing protection and IS beyond the consumer goods stage, the
South African government gradually raised costs to domestic produc-
ers to the extent that the later were forced to rely on expensive home-
produced inputs instead of cheaper imports. The long-term effect was
that real industrial growth diminished and the GDP diminished as
well. In this situation, the general remedy against industrial stagna-
tion caused by the IS was to switch to an export-oriented strategy. The
South African Government at that time opted for a dual approach: re-
taining industrial protection combined with a selective promotion of
manufacturing exports. Moreover, given the international reputation of
South Africa at that time, it was a little bit difficult to expand industrial
exports in the face of UN-sanctions and the organised consumer resist-
ance abroad (1985-1990).

Furthermore, most African countries and some European countries
had agreed to boycott the Republic of South Africa and its products.
Some of them were even supporting the African National Congress
(ANC) militarily and that fact made it difficult for the Republic of South
Africa to keep on the apartheid policy. Thus, in the beginning of the
1990s, the steam had gone out of the South African growth machine.
The expansion process generated a number of contradictions that have
slowed the process down considerably. The need for change was great
if per capita income was not to embark on a steady downward trend.
It was not only the African organisations, in particularly the ANC, that
were arguing for the apartheid system to be abolished, but also the cap-
ital owners, although for completely different reasons. In 1990, apart-
heid had turned into an anachronism that prevented the economy from
obtaining its “old” growth (see Lundahl et al. 1992).

5.4 South African business environment facing
foreign companies

5.4.1 Institutional environment

The beginning of the 1990s was still characterised by political violence
in the RSA. It was a decisive period in which rival political parties fi-
nally agreed on a peaceful settlement, which led to general elections
in 1994. On the business side, there were positive signs. Most of the
foreign corporations knew that if the RSA could stabilise socio-politi-
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cally, it was going to offer business opportunities. In the beginning of
1990, the borders were reopened again, there was a huge demand for
spare-parts, for upgrades, for software developments, and for most of
the businesses, and it was a major opportunity.

Many companies (such as the Finnish corporations) could realise
seize the opportunity in order to have leverage on the South African
market. Thus, Finnish corporations were among those who followed
enthusiastically what was happening in that market and most of them
returned as early as 1990, to restart their business operations. However,
due to the uncertainty prevailing in the business environment at that
time, most of the Finnish corporations started on a very small scale.
The period from 1995-2000 was characterised by a period of political
calm, which started directly after the general elections. The period was
characterised by different institutional reforms and regulations with
the aim of correcting past policies. During this same period, the gov-
ernment introduced institutional changes, which, later on, have proven
to be challenges for the business environment.

5.4.2 Socio-political environment

The most interesting achievement was the political pluralism and the
first peaceful multiracial elections held in the country. The new lead-
ership started to redress the past mainly in human resource and en-
trepreneurial issues in a process called affirmative actions (see Visagie
1999). However, in most cases, this did not give the expected results. It
proved to cause additional problems for foreign and local firms, as the
government started to implement new laws concerning business activi-
ties. According to Pichard (1994), sometimes elements of the legal and
regulatory environment were inconsistent and contradictory, thus cre-
ating a confusing business environment for both domestic and foreign
firms. In the following section, some of the institutional changes that
have been said to cause extra costs to businesses are presented. These
changes come under the heading of: Employment Equity Act (EEA);
Black Economic Empowerment. Both are known in a process called af-
firmative actions and Employment Equity (see Sachs 1992).

Affirmative actions

According to Van Jaarsveld (2000), defining affirmative actions without
reference to justice and equality is impossible. She divided the concept
of justice into two categories: distributive justice, which refers to an ob-
ligation to expand actions for beneficiaries (give them the chance they
should have had) and correctional justice, which refers to equitable con-
duct in order to achieve the goal of equality. Equality, in turn, refers to
the principles of similar treatment irrespective of background or race.



From this perspective, affirmative actions should refer to programmes,
which lift the discriminated groups into higher participation with the
effect of a reversal of earlier discrimination. Thus, affirmative actions
could be seen as an “auditing system” which alerts organisations about
discrepancies between qualified citizens and their utilisation in the or-
ganisation, whilst demanding correctional action regarding racial im-
balances, which the system has pointed out (Van Jaarsveld 2000, p. 6).
In the RSA, affirmative actions were described as a tool of justice,
which could rectify past discrimination practices whilst contributing
to the demand for equality and equity. It is suggested that affirmative
actions” should be defined as an active attempt to integrate and bring
about social reconstruction. These policies are not new, in that they have
been applied in other countries such the USA. However, in the USA,
they have been subject to debate. For instance, in the USA critics argue
that affirmative actions, which were in favour of Blacks, female and
other previously disadvantaged people were a revised discrimination
which should not be promoted (on a process of reverse discrimination
in USA, see Rossum 1980). In the case of the RSA, affirmative auctions
means that companies operating in South Africa need to have a plan
whereby they bring people who were previously disadvantaged, in top
management positions and in other positions as well. It governs the
recruiting processes and skills mix processes (see Van Jaarsveld 2000).
Companies have to pay attention to previously disadvantaged mem-
bers of the labour force: Black people, Coloured people, Indian, as well
as women and people with disabilities. During the period 1995-2000,
these requirements were somehow hard to fulfil. This was because the
Black majority lacked the required skills to participate in sophisticated
industrial processes. Blacks and other previously disadvantaged peo-
ple who possessed skills started to ask for higher wages. Most compa-
nies applied affirmative auctions in fear of legal penalties. In the be-
ginning, this process applied mostly to those companies with a local
organisation with more than 50 employees, and the legislation was not
a uniform thing, because it applied differently to companies of different
sizes. A company of about 50 and less employees has to submit a report
each year to the government on how they are succeeding with the plan
of trying to increase the number of Blacks in all level of hierarchies (also
in management). The problem with foreign corporations could be sum-
marised in the following statement:
“Our problem in this particular company is that we are quite a high-
tech company selling what we call smart and computerised prod-
ucts. Because of the previous education system which was in this
country, with a better education reserved for the White population
and the poor education reserved for the Black populations, we have
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a headache in finding Black people who could fill the positions as we

require” (MASAGO0246).
From discussion with different people in the RSA, it was possible to
understand that companies especially the SMEs, may have problems
in applying affirmative actions. Their resources may not permit them
to train engineers or other people in the senior management positions
and if they do not do that, they could face legal penalties from the gov-
ernment and that may affects the way the companies operate. Widely
linked to the affirmative auctions is the Immigration Act, which refers
to the fact that companies operating in the RSA, if they need to employ
somebody from abroad, would also have to employ a previously disad-
vantaged person to co-train and to take the position after the foreigner
worker leaves. The other problem, which characterises the RSA busi-
ness environment, is that some of the “white skills” left the RSA and
that resulted in shortage of skills, especially through the 1990s up to
2002.

Another factor that changed South Africa was the Labour Unions;
especially the Black dominated Labour Unions. This was due to the fact
the apartheid system outlawed the black political parties such as, for in-
stance, the ANC and the Pan African Congress (PAC). Instead, Labour
Unions became quite different from their West European counterparts,
where they mainly look after people’s labour relations. In the case of
South Africa, Labour Unions became politicised, they almost became
like political parties. As the apartheid went on, Black South Africans
united in those unions and constituted the forces that were later on,
the cornerstone of the democratic government in 1994. Those Labour
Unions exerted a lot of pressure on White dominated employers.

The black majority rule has resulted in what people call “labour
friendly legislation” which has made it difficult for companies to dis-
miss employees (even for incompetence). Based on Thomas (2002) on
employment equity in the RSA, affirmative actions have caused both
strategic and operational concerns (on the pro and cons of policy and
practice of affirmative actions see Tomasson et al. 1996). Based on Tho-
mas (2002, pp. 238-239), in the following, I summarise the strategic con-
cerns in nine points.

1 Overregulation of the labour market could lead to a decrease
in the FDIs and SMEs

2 Administrative burdens would increase and legal structures
could be overloaded

3 Heavy administrative costs in the private sector

4 Shortage of skills in some sectors could make skills (Blacks)
more expensive and unaffordable in some cases. Hiring a
Black engineer would be more expensive than hiring a White



engineer with the same qualification.

5 New entrants to labour markets would simply shift from one
employer to others (who pay more)

6 Indirect and opportunity cost will increase because of deci-
sions to hire based on poor criteria.

7 Race classification will be heightened and reverse discrimina-
tion will lead to serious problems

8 People from designated racial groups who will still require
training and development will have unrealistic short-term ex-
pectations that may increase further racial and social conflicts

9 Those from designated groups, expecting secured positions
may adopt a culture of entitlement that undermines initia-
tives, self-confidence and self-reliance

On the operational side, there could be problems at the work place such
as:

a) Adversarial relationships, lack of trust and communication
between individuals and groups

b) Poor teamwork, apparent absence of employee commitment
and motivation towards organisational goals

c) High staff turnover especially amongst those from designated
groups

d) Industrial conflicts and low level of productivity, profitability,
quality and customer service and so on (see Thomas 2002, pp.
239-241).

Black Economic Empowerment (BEE)

Black Economic Empowerment (BEE) which is a program launched by
the South African government to redress the inequalities of the past by
giving previously disadvantaged groups (Africans, Coloureds and Indi-
ans) economic opportunities. It includes measures such as employment
equity and skills development, targets for ownership and management
and preferential procurement. This policy was adopted especially after
the general elections took place and at the advent of the majority rule in
1994. This policy has had different effects: first, the policy has seen the
development and acquirement of businesses by capable and educated
persons who were historically disadvantaged. Through setting quotas
for previously disadvantaged ownership of companies across various
significant economic sectors in the RSA, including but not limited to
mining, financial services, ICT, tourism and agriculture, some new eco-
nomic players have entered the business environment.

Critics against Black Economic Empowerment in the RSA
For instance, there have been allegations that Black Economic Empow-
erment (BEE) is being used to enrich small, politically well-connected
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elites, while leaving the majority of poor Black South Africans unaffect-
ed. This in effect leads to increasing the gap between the rich and the
poor through making the rich people richer and poor people poorer.
These allegations have arisen because many beneficiaries of BEE have
so far been those with close links to the ruling party, the African Na-
tional Congress (ANC). Instead of companies hiring a person with the
best skills in their field, a person with less knowledge could get the
job if they fit the BEE criteria (for a more elaborated criticism against
BEE, see Pillay 2004). In cases where success in business depends on ex-
tremely close relationships between business people and state institu-
tions rather than the espoused “equitable” concepts of the free market;
open competition, and economic liberalism, may suffer. This may also
go hand in hand with corruption, which may be exhibited by favourit-
ism in the distribution of legal permits, bank loans, government grants;
special tax breaks and so forth (see Pillay 2004).

According to Thomas (2002), many experienced professionals (most-
ly young Whites) found it hard to find work and preferred to relocate
in foreign countries, which lead to a decrease in the general profession-
alism and experience of the South African work force, which is detri-
mental to the economy as a whole. This criticism is based on the con-
sideration of social background before qualifications when hiring new
employees. Instead of using this type of policy, it has been suggested
that a policy of qualification equality could be provided by allowing
businesses to focus on employing the person with the highest qualifica-
tions, the most experience, and the best recommendations. There have
been many voices saying that the government could achieve better re-
sults by allowing the previously disadvantaged to achieve higher qual-
ifications first. These voices posit that the government could put more
money into secondary and tertiary education, perhaps subsidising high
schools and universities to provide the required resources such as text-
books for the previously disadvantaged students. In addition, to allow
for those previously disadvantaged being able to gain work experience
in industry, they suggest that the government could subsidise compa-
nies wishing to employ them. The government counters these critics by
saying that such a process would be rather slow.

Up to the present, companies are not directly forced to apply these
measures. However, the government has found indirect mechanisms
to ask companies to adhere to the affirmative actions and to BEE-proc-
esses. The government does it through the big customers, who in many
cases are state owned or have a large public share. For instance, the
major mining companies are trying to improve their scorecards in these
matters and are looking to their suppliers and asking them to be a part
of the process. In addition, business dealings with government-owned



corporations must first show how they have adopted these structures;
or else companies (suppliers) may not get contracts. Thus, today not
only is the government asking suppliers to comply with these struc-
tures, but also the industrial customers are asking their suppliers to
show how they have applied these structures in their processes as well.
Customers also ask how suppliers use Black empowered companies as
sub-contractors, how far they have come with employment equity and
how far they have managed to have shareholders from the previously
disadvantaged groups. In addition, foreign corporations operating in
the RSA are not exempt from these BEE processes either. In the follow-
ing, I present the market structure and competition structure faced by
companies operating in the RSA.

5.4.3 Production and market structure facing Finnish
corporations in the RSA

Due to the sanctions imposed by the UN in the 1980s, many foreign
firms divested their business operations and others have adopted a wait
and see policy preferring to serve South African market from abroad.
The reintegration of the RSA into the international capital market and
its financial reforms has also contributed to the growing participation
of foreign investors in its financial markets. Short-term investments
have represented the largest part of capital inflows to the RSA since
the 1994 political changes. The short-term structure of capital inflows
has enhanced the vulnerability of the South African economic situation.
Compounded by uncertainties in the South African foreign exchange
market and the depreciation of the currency (Rand) under the transi-
tion period, it favoured large speculative capital outflows, especially in
during 1996.

The market structure has long been characterised by a few indus-
trial producers based on a few large oligopolies both private and state-
owned conglomerates and this has resulted in high prices. During the
UN-led sanctions, local companies were able to develop their technolo-
gies by pirating or copying the available technologies in the West. This
phenomenon called “reverse engineering” has lead local South African
firms to become “powerful” actors in the home market and after the
sanctions were lifted, some of these big companies are becoming key
players on the global scene. However, even if the South African tech-
nology is advanced, it does not match the Western technologies in all
sectors, there is still a need for foreign technology to complement the
existing ones. During 1985-1990 (under UN-sanctions), the few pow-
erful producers could decide on pricing and the buyers did not have

97



98

much choice. It was difficult or forbidden to have contact with other
international suppliers.

Since the 1990s, the rule of supply and demand is the same in the RSA
as anywhere else in emergent economies. Balance between supply and
demand is achieved through decisions made by firms and consumers,
where prices for goods and services are liberalised. Furthermore, the
cessation of sanctions against South Africa exposed the South African
local companies to international competition. This happened through
privatisation of state owned-companies and through the opening of
markets to foreign competition and the rise of new ownership in the
process of BEE. Barriers to competition were gradually removed. The
competition is high and customers for industrial products are becom-
ing more and more sophisticated. This fact is putting pressure on both
local and foreign suppliers to compete with high quality, low prices
and other means as in the Western markets. American, European and
Japanese suppliers are competing to gain access to that growing market
and most of them see probable extension of their markets beyond South
African borders to its neighbouring countries (see figure 6).

South Africa’s physical infrastructure is one of the best on the con-
tinent. Modern technologies, highly skilled human resources, roads,
harbours and the banking system are outstanding and have been devel-
oped due to the revenues from the mining industry. The RSA has one of
the best telecommunications liaisons over the entire African continent.
Due to the rise in energy needs and to an increase in the middle classes
in many different parts of the country, the electrical system, which used
to be one of the best on the continent, is facing problems linked to short-
ages. This has led to the closure of some gold mines and to other social
problems. Although there are many problems associated with operat-
ing in the RSA, six problems sources have emerged as causing the most
difficulties in operating in the RSA:

1 The brain drain observed since the 1990s has proven to be a
serious problem. Skilled White people have left for Europe,
USA, and Australia and for other countries.

2 According to a survey for the period 1998-2000, compiled by
the UN, South Africa was ranked first per capita for murder by
firearms and rape, and was also second for assault and murder
per capita. This high crime level has had a pronounced effect
on society: many wealthier South Africans moved into gated
communities (see Thomas 2002), abandoning the central busi-
ness districts of some cities for the relative security of suburbs.
Some people who left the RSA also state that crime was a great
inducement for them to leave the RSA. Crime against commer-
cial farmers has continued to be a major problem in the coun-



try and has resulted in thousands either emigrating or giving
up their profession. South Africa also has a terrible record for
car highjacking. The crime phenomenon is not unique in the
RSA, but the problem is that once combined with other nega-
tive aspects in the society, it might influence the perceptions of
foreign firms who wish to expand their business operations to
the RSA. These investors may perceive the RSA as an unsafe
country. However, violent crimes such as murder and armed
robberies have decreased in recent years. In 2006, rape was still
prevalent through the country.

3 The other serious problem affecting the business environment
indirectly is the high rate of HIV/AIDS and the number of cas-
es of corruption in business practices.

4 Other problems in the 1990s and early 2000s were of macro
economic nature with the changing rate of inflation and ex-
change rate fluctuation; high level of unemployment in some
regions, institutional instability and corruption in some cir-
cles.

5 Adversary relationships between black South Africans and
immigrants from neighbour countries. Many foreign workers
have been target for violent attacks and have been driven from
their works and their homes. This problem, together with oth-
er socio-political problems created insecurity in the South Af-
rican business environment, especially in the mining sector.

6 The high level of economic inequality between whites and
blacks also acts as source of tensions and turbulence in many
cases.

In summary, the business environment seems to be very different from
most of the business environments in the West. However, based on the
turbulent history of South African, both foreign and local firms should
note that the creation of equality between labour management, and be-
tween the wealthy White business class and the rest of the mainly-non
White labour force augurs well for the long-term stability of the coun-
try. In addition, the BEE process and the participation of Historically
Disadvantaged South African (HDSA) in the overall economic activi-
ties should in the long-term create more business opportunities as the
number of people in the middle class rise. Considering the severe dis-
crimination of the apartheid era against the Non-White South African
population, a long period of reforms will be needed to create a modern
egalitarian society.
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5.5 Importance of the RSA for foreign corporations

The political and economic development, the infrastructure, the finan-
cial structure, the market structure and its geographical location point
to the fact that the RSA could play a positive role both for foreign cor-
porations and for the African continent in general (World Bank 2000).
Firstly, the Republic of South Africa offers a good market and many
business opportunities. For instance, the process industries and tele-
communication could have many good opportunities there. Secondly,
the RSA offers good raw materials and a low cost base for business op-
erations and manufacturing. Thirdly, as its role on the African continent
is increasing, the RSA is expected to be used as a springboard to other
markets as well. The mining industry has seen a considerable shift from
the traditional minerals (e.g. gold) towards platinum. Platinum, being
used in the car industry and in the worldwide jewellery market, has
seen its price increase. For instance, the demand of jewellery in India
and China has contributed to the rise in mining activities to extract plat-
inum. The RSA has more reserves of platinum than most other coun-
tries. Furthermore, a deliberate strategy on behalf of the South African
and Nigerian governments has taken place especially with the creation
of the new concept called New Economic Partnership and Develop-
ment (NEPAD), which is trying to develop the whole of Africa into a
new economic partnership (Lundahl 2004). South Africa together with
Nigeria, Senegal and few other African countries are trying to make
African countries deal with African problems, and to do business with
other blocks such as America and Europe, as equal partners.

“We in Africa, have realised that the worldwide economy is going to

leave us behind if we do not make a stand and try to become more

proactive in it” (MASAGO0215).
Politically the RSA is gaining strength on the African continent and
with the NEPAD initiative; the RSA could even increase its future influ-
ence. The RSA has participated in different mediation efforts to tackle
most of the conflicts ravaging the continent and in most cases; it sends
troops as peace keeping forces. Economically, with its relatively cheap
technology, the RSA is a net supplier to most of the African countries.

The globalisation of South African corporations, mostly in regards

to pulp and paper, is also an interesting phenomenon for Finnish cor-
porations. This globalisation process makes the South African business
environment easy to operate in, because these expanding South African
businesses also have to learn how to operate on a global scene. In the
RSA, both the suppliers (foreign) and the customers (based in the RSA)
speak the same “fechnical language” thus reducing their cultural dis-
tance. This is summarised in the following quote:



“In the RSA customers are technical and not economic buyers. They

love technology and are very highly skilled people” (LAFIK0228).
In addition, it is even possible to be able to join forces with South Afri-
can companies in order to gain access to other markets outside Africa.
Subsidiaries placed in the RSA also play a positive role in the global
network. They act as both profit and knowledge-centres. As we will
see later in chapters 6 and 7; the RSA has acted as a testing ground and
as a profit centre for most of the Finnish corporations involved in that
market. In summary, the RSA is expected to act as a knowledge-source
for foreign corporations who want to get involved in businesses in Af-
rica and positive signs have started to come from some potential mar-
kets such as Angola, Botswana, Zambia, Namibia, Tanzania, Kenya and
other markets in West Africa such as Ghana, Nigeria, Senegal etc.

5.6 Summarising discussion on the RSA as a context
for foreign corporations

Looking at the changes that have taken place in the RSA, we could
divide these change processes into three kinds of dynamic processes:
systemic, structural, and behavioural (for more about these processes,
see Nieminen 1994). These dynamic change processes are not separate
from each other. The systemic change concerns the dimension, which
aims to meet the challenges of a democracy and market economy. It in-
cludes the political actions, such as the establishment of new legislative
and institutional regulations. The two basic patterns of political and
economic transition at the systemic level have been the lifting of sanc-
tions and the new trade policy. In developing institutions, such as the
legal system, correcting past practices, takes time, perhaps even dec-
ades, because it involves such a fundamental change in skills, organisa-
tions and changes in attitudes.

Complexity is not the only reason reforms may be delayed; poli-
tics can also impede the process, as often happens in reforming social
programs (World Bank 2003, p. 9). Change of behavioural patterns at
the micro-level is likely to be the hardest and slowest of the change
processes as the informal social norms and cultural characteristics are
not subject to change by laws and regulations (see Nieminen 1994). All
these three change processes influence the business environment and
practices in the RSA. Therefore, they also form the specific context for
the FME-process into the RSA. The systemic change leads to economic
and political structures, laws and regulations, which influence the busi-
ness transactions to which an organisation must adjust. The structural
change leads to the emergence of new actors and the disappearance
or restructuring of old actors in the market. The structural change is
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likely to influence the industry structure and the network context for
foreign corporations. The behavioural change process together with the
macro-level institutions defines the “correct” behaviour in business re-
lationships at the level of both organisation and individual interactions.
In the next chapter 6, I present four Finnish corporations and their ex-
pansion process into the Republic of South Africa during the period of
1990-2005.



6 CASE DESCRIPTIONS AND ANALYSIS

In this chapter, the study provides an extensive description of the FME
process of the four Finnish corporations as presented earlier in table 3.
These cases are: Metso Minerals, Metso Automation, Outokumpu and
Larox corporations. The case descriptions are based on interviews with
senior managers both in Finland and in their subsidiaries in the RSA. A
complete list of all involved interviewees and the time of the interviews
were provided in table 3. Interview themes are provided in appendices
1 and 2. In addition, other information was collected from printed ma-
terial, such as promotional material, annual reports, magazine articles,
home pages on the internet and audio-visual material from these cor-
porations. Other internal documents in the form of market surveys and
sales cases, from two subsidiaries were used.

The case descriptions and analysis in this chapter are structured in
the following way: first, I present a brief history of the corporations,
their business ideas and key business processes and growth strategies
during 1990-2005. Second, the South African business environment,
competition, customers, and key business relationships each corpora-
tion is involved in are presented. Third, the dissertation presents the
main key events that shaped their expansion process into the RSA. The
aim is to follow the flow of the decisions and processes that shaped the
FME process in which these four cases were involved. The discussion
covers the important elements, trends and events that changed the in-
ternal and/or the external conditions in these corporations and which
led to certain actions and behaviour in these cases. It is worth noting
that I have relied on the interviewees” own evaluation of how they as-
signed importance to certain changes in condition, decisions and ac-
tions/interactions and the consequences of their business operations.
Thus, this chapter aims at providing answer to the following research
question: “How have Finnish corporations penetrated and expanded
their business operations into the RSA between 1990 and 2005? . Next,
section 6.1 starts with a description of Metso Minerals and its overall
growth strategy. The section continues with its expansion overall ex-
pansion process into the RSA.

6.1 The case of Metso Minerals

6.1.1 Company description and its overall growth strategy

Metso Minerals is the largest member of the worldwide Metso Corpo-
ration, it is a global multinational engineering company that designs,
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develops, and produces systems, automation solutions, machinery, and
equipment for process industries. Metso Corporation’s business opera-
tion is divided into four business areas: Metso Paper, Metso Minerals,
Metso Automation, and Metso Venture.
“This is a good balance in strategic portfolios because when paper’s
cycle goes down, mineral processing should even out those cy-

cles. Thus, we have built a company that has four legs to stand on”
(MMFIU028).
Metso Minerals covers production and marketing of rock and mineral
processing solutions for quarries, mines, and civil engineering contrac-
tors. The segment also covers metal recycling equipment. Metso Miner-
als specialises in the supply of complete crushing plants.

The history of Metso Minerals and its domestic market conditions
before the 1990s points to the fact that Metso Minerals is the result of a
series of acquisitions and mergers combining different technologies in
the mineral processing businesses. Formerly in the early 1980s the site
of Metso Minerals in Tampere (Finland) was the largest corporation in
Finland producing the entire off road equipment needed to rebuild Fin-
land in the post-war period. At that time a company called Rauma Oy,
started manufacturing mechanical and hydraulic excavators, vibrating
rollers, road building equipment, mobile cranes, crushers and anything
to do with heavy engineering. In the 1980s, the management of Rauma
Oy noticed that excavators had become a global business. As the com-
pany felt it was too late to continue with this development, they sold
the excavator business, started to prepare their other business, crushing
and screening, to go global. In the early 1980s, the company sold all its
activities except crushing. The money from the sales was re-invested
into crusher products and marketing. Then, in the mid-1980s, Nord-
berg’s European operations® and Rauma merged with Swedala (Swed-
ish corporation) to form the Metso Minerals (later on after series of
other acquisitions and mergers the whole group became Metso Corpo-
ration which comprises Metso Paper, Metso Minerals, Metso Automa-
tion, and Metso Venture).

Looking at its growth path, the desire to grow globally is the key
drive of Metso Minerals; it has been able to keep up with advanced
technology and information processing in order to offer high-class
products according to the different demands of the markets. Metso
Minerals’ background and characteristics indicate that it is a very pow-
erful global corporation with great resources and capabilities. Its core
competencies reside primarily in its worldwide production and well-
structured sale and distribution network. These exclusive capabilities
are demonstrated by its abilities to provide fast and reliable deliver-

8 Nordberg Inc. was an American corporation.



ies and services when required. The group has a global structure with
production concentrated in a few centres in Europe, America, Canada,
and Australia. Supporting Metso Minerals are the excellent foundries,
which participate in the manufacturing of the core components of the
crushing equipment. The concentration of production centres in these
locations enables the whole group to achieve greater synergies as well
as the full utilisation of the employees’” unique technological and mar-
ket knowledge. Looking at its expansion process, Metso Minerals” com-
petence also lies in its innovative capabilities, which are shown by the
continuous introduction of new products as well as the involvement of
the divisions in every stage of the product’s life cycle from the R&D to
the introduction of new products through manufacture, sales and dis-
tribution and installation to after sales maintenance. This structure ena-
bles greater interaction between marketing and manufacturing func-
tions and this facilitates the feedback, which is crucial for R&D and for
innovation.

6.1.2 Metso Minerals and its FME into the RSA
during 1990-2005

The choice of entry and expansion strategy is dependent on many dif-
ferent factors. Metso Minerals’ size, financial and human resources to-
gether with its core capabilities and competence made its worldwide
expansion possible. In addition, its FME expansion strategy has partly
been influenced by its domestic conditions. Finland is one of the lead-
ing rock-crushing equipment and technology providers worldwide
with one of the most sophisticated mining support industries. Further-
more, Finland has an advantage due to its proximity to the Russian
mining market. The strong need for mechanisation in the Finnish min-
ing industry, so as to offset the increase in mining costs in 1970-1980s,
has increased the competence of companies such as Metso Minerals to
meet those demands, which in turn improved the company’s resource
and capabilities through improved know- how.

Domestic conditions encouraged Metso Minerals to locate most of
its value-adding activities in the home market due to its established
links with other industries. Due to its internal beliefs and desire to be-
come the first in the market worldwide, Rauma (the Finnish corpora-
tion which, after a series of acquisitions and mergers became Metso
Minerals) realised that it needed to focus its energy on very few core
technologies. Furthermore, the company’s internal capabilities and re-
sources as well as the conditions in the RSA market that made it possi-
ble for such foreign corporations to own businesses in the RSA without
any barriers, have guided the choice of the model used.
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For corporations in global industries such as Metso Minerals, the ad-
vantage lies in the ability of the company to offer high quality products
at relatively low costs. Metso Minerals adopted that strategy by restruc-
turing the group’s global business operations and locating them where
they are most effective and from where they serve the entire network
through efficient sales and distribution networks. Locating production
in a few centres encourages greater capability in the firm, through con-
centration on special activities. It also enables greater flexibility, which
is crucial for an industry that may be vulnerable to global economic re-
cessions or to local institutional changes in most emergent economies.

Metso Minerals’ global structure also calls for a greater control of its
foreign business operations in order to fulfil its need to coordinate the
different units in its global networks. Thus, the strategy of being near
all these markets should, in the end, increase greater utilisation of ex-
isting resources through synergies. The replacement of a local agent or
distributor with the group’s own subsidiary provides the group with a
stronger grip on its position in the markets. It also gives an opportunity
to the firm to gain first hand knowledge and information about chang-
ing market conditions, rather than through a second source, such as
an agent. The Republic of South Africa is in a good position to serve as
a gateway to other African markets in the region. At the same time, it
enabled the group to maintain its global image as a high quality com-
pany.

In order to maintain its reputation for high quality products, it had
to acquire the best of its competitors, Nordberg and later on Swedala.
After completing these acquisitions, Rauma the whole group became
Metso Corporation. The acquisition of Nordberg by Rauma occurred in
1988 during the UN-led sanctions against the RSA. As Finnish corpora-
tions were not allowed to trade with the RSA during sanctions, Rauma
sold the South African portion as an MBO to South African employ-
ees and the deal was structured that after sanctions were over, Rau-
ma would buy back the Nordberg South African business operations.
Thus, buying back Nordberg South African business operations and
acquiring a foundry from AMIC (an American company which used
to be a key supplier of raw material to Nordberg), the group acquired
a better position in order to pursue its long-term objectives. The group
then acquired full control of these operations and of the raw material
from AMIC. Consequently, for Rauma, the move to buy back Nordberg
South Africa and later to acquire an existing foundry was a strategic
move to minimise the risk of losing these specific resources to competi-
tors.

Even before these acquisitions took place, the Finnish corporations
did not want to use other contractual arrangements that would jeop-



ardise their product’s quality. Instead, they chose to operate through
local distributors (agents) while the products and engineering came
entirely from Finland. Seen from this perspective, the company’s image
and keeping its own key brands were very important. The move to set
up its own sales subsidiaries, assembly plants, production plants and to
back those with their own foundries allowed Metso Minerals to bring
the South African market into its global network as a part of a coordi-
nated system without hindrance from outside parties. The South Af-
rican foundry plays a considerable role in supplying the whole group
and it is natural to have a contingency plan, just in case something un-
expected happens. Companies do not like to disclose their contingency
strategies to outsiders but here we could assume that in case something
happened, Metso Minerals would have alternative supplies from other
foundries located in other countries. It may be costly to obtain access to
these resources that are probably owned by other companies, but at the
same time, this is not an impossible for a company of Metso Minerals’
size.

Looking at the worldwide expansion process of Metso Minerals, I
would suggest that Metso Minerals is a very experienced corporation
with operations in many different cultures. It has been operating in
many different countries in Europe, America, Australia, and Asian mar-
kets. This experience combined with its other capabilities and resources
(internal and external) made it possible to take a corporate decision to
acquire other assets in the South African market. Four kinds of corpo-
rate motives emerge from the discussion just presented: seeking local
markets, following competitors into foreign markets, finding a gateway
into other markets and resource seeking. Later on, the subsequent in-
vestments are driven by the intention to become closer to customers
and to develop appropriate solutions for them and with them.

6.1.3 Host business environment facing Metso Minerals

The business environment and specific conditions in the RSA played a
major role in shaping the FME process into the RSA. Once the political
changes started and once the risk perceptions became low, the shares of
Nordberg South Africa were re-purchased. The lack of heavy commit-
ment to the South African market before 1990 was due to the perceived
political instability and the uncertainty and risks attributed to the in-
creasing political violence within the country.

The competitive situation in the RSA reveals that the South African
market has opened up for foreign competitors. In addition, on several
occasions, Metso Minerals found themselves in a price war with other
Finnish-based competitors such as Outokumpu and Larox. Looking at
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the expansion process of their business operations, Metso Minerals has
not made any major changes in its operation strategies except the re-
structuring of its organisation to integrate the acquired corporations.
Its size and its resources and capabilities allow the company to fight
the competition for a share of the big market. Through acquisitions it
acquired companies and kept the customer base and markets of these
companies. The problem was in coordinating business operations, and
in this area, Metso Minerals had to improve its competence and capa-
bilities to keep its position as one of the market leaders. The size of the
customers and their degree of internationalisation has also been stated
as one of the major factors among many that affected Metso Minerals’
expansion process into the Republic of South Africa. These giants, be-
ing global companies, dictate their conditions to Metso Minerals. These
customers may dictate how they want their products and what kind of
partnership they want with a particular supplier.

The institutional changes, for instance, through affirmative actions
are said to be one of the significant changes that affected the expan-
sion process and operation strategies of Metso Minerals in the RSA. For
instance, the role of the Labour Unions and the government require-
ments in the affirmative actions and BEE, have major impacts on Metso
Minerals business operations processes and direction. Metso Minerals
South Africa, being of a considerable size, is very much affected by the
issue of affirmative actions and BEE, more than any other single Finn-
ish-based corporation operating in the RSA market and it costs a lot of
time and money. In addition, problems such as crime, lack of skills, and
HIV (especially in the mining sector) have had indirect effects on Metso
Minerals. Metso Minerals South Africa, being of a large size in the RSA,
has to comply with these structures and this has caused problems as
the government has created mechanisms to force companies like Metso
Minerals to embrace this process. The government puts pressure on
Metso Minerals by saying that if it wants to obtain a particular contract
with the government or a non-governmental organisation (e.g. ports
or railways); it has to increasingly use black empowered companies.
Even their major customers, also require Metso Minerals to account for
how they have used these black empowerment companies. Indirectly,
this Black Economic Empowerment initiative puts pressure on Metso
Minerals, as they feel indirectly forced to forge business relationships,
alliances, and networks with these relatively newly empowered com-
panies.

“We are forced into this formal vehicle that takes a lot of time and
energy” (MMSAF0237).
The other macro-economic problem affecting its business operation in
the RSA is associated with the local currency (Rand) losing value, es-



pecially at the end of 1999 and in the beginning of 2000. This has had
a major negative impact on the subsidiaries importing foreign equip-
ment, as the value of the equipment was seen as more expensive to the
local customers. Later on in 2004, it was the opposite as the local curren-
cy strengthened against major foreign currencies, and most of the min-
ing corporations put their projects on hold. This had a very negative
effect on the growth of Metso Minerals South Africa. The strengthening
of the currency together with the government requirements created an
atmosphere of uncertainty.

Networking and business relationships, especially with customers
and key suppliers played a crucial role in the FME process of Metso
Minerals into the RSA. Metso Minerals, being one of the four mainstays
of the Metso Corporation, is a member of a wide range of networks and
it exerts its influence in these networks. Internally, it collaborates with
other Metso members on some projects requiring different expertise. To
be able to maintain the expectations and the satisfaction of its custom-
ers, it surrounds itself with key suppliers, these being contractors or
project houses and service providers. This process is driven by a just-in
time delivery of products, spare-parts, and services and by the BEE is-
sue. Metso Minerals works in cooperation with many different actors
but the network profile is changing due the need for the outsourcing
of activities. To deal with its customers, Metso Minerals has moved to-
wards a closer cooperation with its customers through a future care
process, which implies that Metso Minerals aims at forming a partner-
ship with its key customers. Using historically disadvantaged South
Africans (HDSA) in all operations and at all levels has its problems
too, especially when dealing with governmental work (e.g. in build-
ing roads, railways, materials handling, and environmental matters), as
the government requires Metso Minerals to use HDSA as suppliers or
sub-contractors. The requirement to use 40% of their tender with black
empowered vendors makes the issue crucial.

6.1.4 Critical events and temporality in the FME of MM into
the RSA

In its business expansion process into the RSA, Metso Minerals has
been influenced by several events. In addition, the timing of decisions
and subsequent business operations point to the existence of key driv-
ers influencing the business environment. For instance, political events
were said to play a positive role, especially after 1990. As confidence re-
turned, several companies responded positively by investing in green
field projects or by acquiring existing companies for modernisation, or
in order to gain control of other import resources. Nevertheless, a part
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from these macro events, there were other small micro events, which
may be difficult to account for in this study. For instance, the decision
to locate business operations near the main customer and the decision
to share inventories with the customers in some cases are decisions that
are very highly appreciated by the business community, especially on
the customer’s side. Companies have been participating in meeting
events, grouping business communities, and discussing the future of
the industry for some time. Problems associated with negative events
are linked to the affirmative actions process, together with the black em-
powerment process. For instance, in 2002, MMSA was forced to choose a
contractor who lacked the capabilities to fulfil Metso Mineralse require-
ment. Other negative events came with the decisions of the customer to
withhold their investments as a response to the macro environmental
issues such as the high level of inflation or currency fluctuations and
political uncertainty. These issues became crucial at the end of 2006 and
the beginning of 2007 when many companies had to put their business
projects on hold. In the following, I briefly describe the FME of Metso
Automation into the RSA.

6.2 The case of Metso Automation

6.2.1 Company description and its overall growth strategy

Metso Automation (MA) as one of the four members of the Metso Cor-
poration focuses on manufacturing of industrial valves, process au-
tomation, and control solutions. Furthermore, MA offers control and
shut-off valves and solutions for improved efficiency and control ac-
curacy in process industries worldwide. It operates in more than 45
countries and its presence in all these countries indicates that it has a
wide range of experience in operating in many different cultures. The
merger between Rauma and Valmet automotive made this company
one of the worldwide market leaders in its core products. Its size, its
core products, and its financial position together with its large global
market share give it a very strong market position in its core products.
Metso Automation has a strong competitive advantage in both verti-
cal bargaining and cost structure in different markets. Its innovative
capabilities lie in investing in R&D for superior production technol-
ogy and the constant new products that are more “smart” with high
technical quality and unique modern designs. Metso Automation has a
very strong brand name and has a very good reputation for high qual-
ity products worldwide, a fact that enables the group to have several
advantages by using its key brand, product technology, marketing dis-
tribution and servicing capabilities.



The group’s capabilities are also reflected in the management’s vi-
sion of extending its resource base through mergers and acquisitions.
In addition, its capabilities are reflected in increasing their expertise in
coordination and integration, by putting the resources of the merged
companies into more profitable use through rigorous pruning of the
financial, physical and human resources to the level needed to support
the volume of business of the merged businesses. The move to merge
Rauma and Valmet Automation at the end of the 1990s also reflects the
management’s attention on concentrating, acquiring, and managing
other core areas. The increasingly saturated markets in Europe and in
the USA, in which Metso Automation held a market leadership posi-
tion, encouraged the group to look for other new markets wherever
they arose. Thus, it was not surprising that they enthusiastically fol-
lowed what was happening in the RSA.

6.2.2 Metso Automation and its FME into the RSA during the
period 1990-2005

The cessation of UN-led sanctions against the RSA took place during
the time that MA’s traditional markets at home, in Europe, the USA and
elsewhere had become saturated. In order to increase capacity utilisa-
tion of existing resources and capabilities, the group had to expand its
business operations to emerging markets such as the RSA or to other re-
gions. Thus, the opening of the RSA market and the opportunities that
followed encouraged the group to take further decisions to operate in
the RSA market and above all to use the same market as a springboard
to other African markets as well. The decision was driven by opportun-
istic behaviour as the group saw the RSA as a platform to launching
business operations into other markets. For instance, although not at
a very significant level, Metso Automation now sells, from the RSA,
some products to Nigeria, Tanzania, Kenya, Zimbabwe, Zambia, and
Swaziland. The South African pulp and paper industry have moved
from being local players to global player status. The motivation to enter
the South African market is characterised by market and profit motive
and by the motive to increase the competitive advantage as a world-
wide supplier. The desire to be closer to the local customers by offering
them a higher level of services in the local market has been the other
driving force in the expansion process. Most of its customers in the RSA
are in turn global companies. They demand certain standards and the
supplier must take care of these customers on a global basis. Judging
from the time, the level of investment, and the business operation that
followed the decision to resume its business activities in the RSA, we
can say that MA adopted an opportunistic behaviour and that the deci-
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sions were based on market opportunities in the RSA. First, it adopted
a “wait and see” policy to assess the kind of projects that may come
and then on an opportunistic basis, it decided on appropriate strategic
moves to compete on that market.

When looking at the Southern African region and the African con-
tinent in general, it can be seen that there were not many businesses
in which MA could fully participate. The industrial side outside of the
RSA did not require Metso Automation’s heavy commitment to the
whole continent. Although MASA had always considered possibilities
of doing businesses outside of the RSA, by the year 2005, it did not
yet have any major projects. This was due to the lack of sophisticated
industrial activities that would be able to use a pulp and paper valve
and their processes in other markets outside the RSA. Thus, the deci-
sion to expand to the RSA was only triggered by the opening up of that
market and the increased demand for its products. Therefore, it is not
surprising that MA was not very active in other markets outside the
RSA. By 2005, most of the African countries had not yet shown any sign
of developing industrial processes, which would seriously attract MA,
except in a few cases such as Angola and Zimbabwe, which had a rea-
sonable pulp and paper market, but also had a serious political crisis.
Kenya and Tanzania were seen to have some potential but the problem
with all these countries is that they do not make any re-investments ex-
cept in few cases. They seem to be more interested in running marginal
operations without maintenance.

Metso Automation first entered the RSA through an independent
representative, and later changed its operation mode to having its own
registered company, indicating the group’s effort to exploit more fully
its existing resources and capabilities in relation to the emerging oppor-
tunities in the RSA. The bulk of the imports are process control valves
used in the pulp and paper industry, power plants, and petrochemi-
cal complexes. They are high specification heavy products, and are
manufactured and dispatched from Helsinki in Finland. Products are
designed and manufactured in line with the focus industries” principles
and it is difficult to use them in other industries e.g. food and beverage,
pharmaceutical etc. Through its own subsidiary in the RSA combining
both Neles Controls and Valmet Automation South Africa, all product
lines, which used to be different, have been brought into the same co-
ordinating administrative centre. They are also now under the same
name of Metso Automation, which means that the two different enti-
ties together are able to utilise the group’s established reputation (both
brand and corporate image). The established South African subsidiary
imports products both from Finland and from other units in the group’s
global network. The result is a greater capacity utilisation of the group’s



existing plants in other locations. Added to this, the new ventures in the
RSA, through coordination with other units, enable greater utilisation
of the group’s existing marketing and managerial resources.

By merging these two different entities to form a unified one, the dif-
ferent product lines have been brought together under the same man-
agement, a fact that enables the sharing of the group’s existing resourc-
es and capabilities. This strategy also allows for managerial, financial,
and marketing synergy. Financial synergy arises from the same source
of funding for all business divisions in the RSA. Managerial synergy is
achieved through utilisation of the group’s managerial expertise in dif-
ferent divisions in the RSA. Marketing synergy is achieved by using the
group’s brand names and reputation in the new markets. Through this
strategy, it is possible for Metso Automation to achieve scale economies
and thus to reduce unit costs. By using the same facilities for different
product lines in the RSA, MASA is able to reduce costs. The group strat-
egy also facilitates collective learning within the group by coordinating
experience from different product lines as well as within the group by
coordinating experiences from different product divisions.

The flow of information to and from the market is made easier
through MASA’s administrative centres in Durban and Johannesburg.
Considering the tight competition that MASA faces in the RSA from
other global competitors, and considering the future strategic impor-
tance of the RSA on the continent, the strategic merging of Neles Con-
trols and Valmet Automation South Africa gave Metso Automation a
competitive edge over many other competitors. With these mergers,
Metso Automation gained full access to the local market knowledge
and expertise offered by the dedicated South African staff that used to
work for these two separate entities. It was also a good strategic move,
as the whole group acquired both companies” customer bases. This al-
lowed the South African business operation to continue immediately.
Metso Automation’s competitive strategy in the RSA also reflects the
impact of Metso Automation’s domestic conditions. The existence of
highly advanced technologies in Finland supporting Metso Automa-
tion’s products and the existence of highly sophisticated customers
both in Finland and in other advanced markets means that Metso Au-
tomation must produce high quality products to meet those demands.
In turn, this could be said to be one of the decisive factors that caused
Metso Automation to be able to compete so strongly in the RSA market.
Despite the fact that some of Metso Automation products are heavy,
thus imposing high transport costs, the group still maintains its policy
of making these products in either Finland or other locations in the
world, where it finds a comparable low cost-base. This policy is still jus-
tified by the desire to avoid heavy involvement through local manufac-
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turing in the RSA. If it had had local manufacturing, the group would
have been required to employ more expatriates and a heavy presence
on the market, and there is no guarantee that the South African market
alone could have absorbed all the production capacity.

For the business operation developed in South Africa, MA did not
favour using any joint-venture arrangements. From the very beginning,
it was clear that the South African market area was large enough to al-
low the use of wholly owned and limited legal operations so as to be
able to take full strategic control of the expansion process of its business
operations on the continent. As a member of Metso Corporation, there
has been cooperation with other group members on some large deliv-
eries, where all the parties involved benefited in sharing resources to
strengthen their own positions.

MASA has always endeavoured to become a partner with customers
by giving them the best possible service to pre-empt problems. This has
been done by having a system and a method of making sure that the
problems are minimised and quickly solved. Both Rauma and Valmet
followed the same route: using representatives first and then setting up
their own organisations and then putting the legal entities together after
the merger. This seems to be a rather natural expansion process into an
emerging market. In accordance with Johanson and Vahlne (1977) and
Luostarinen (1970), suppliers start with representatives and build an
installed base and when there are enough installed bases and enough
business and increase in knowledge, the suppliers set up their own or-
ganisation. Even after registration, MA still has very close cooperation
with some of its earlier representatives. It still uses their businesses and
services as sub-contractors whenever needed.

Looking at the expansion process, and the time horizon, we could
say that South African history and the sanctions seriously affected the
FME process. When the UN imposed sanctions on the RSA, Rauma and
Valmet had to remove their expatriates, and that slowed down their
growth. The subsequent business operation that developed was only
possible due to a dedicated team of local representatives who had good
knowledge of the products, and who kept the systems running under
the sanctions. This fact indicates that the local human resources played
a central role in speeding up the FME-process, especially after the UN-
decision to end the sanctions. Seizing that opportunity, these Finnish
corporations could begin operations there again. However, Metso Au-
tomation has opted for small business operation in the RSA (with less
than 50 employees there). Thus its size in the RSA does not allow it to di-
versify or expand heavily into other business areas in the RSA and out-
side. So far, only the RSA is in the economic forefront on the continent.
FDIs have not yet taken off in a significant way in the other countries.



Although the RSA market alone may currently be small compared to
the other developed markets, the internationalisation of South African-
based corporations (key customers) and their demand for upgrades for
their own processes make the market attractive for the near future.

6.2.3 Host business environment facing Metso Automation

As MASA is in a business-to-business area and its customers are in
process technologies, it is not subject to direct influence from the socio-
political environment as such. After a long period of sanctions, custom-
ers were in urgent need of modern technologies to upgrade their plants
and to become competitive themselves as they strove to become global.
By merging the two different entities (Valmet automation and Neles
Controls) and by having one coordinating and administrative office in
the RSA, the group minimised the costs of running business operations
in a region with a low demand. It minimised the scale of operations to
meet the market potential at the same time as it exploited market op-
portunities to the maximum. Low demand in the RSA was due to the
existence of only a few industrial customers, which made it difficult to
sell large volumes in the RSA.

Other African markets did not either seem to be very attractive for
MA product applications at the time of this study (2005). This is be-
cause most of these markets do not yet have process industries that
are advanced enough. Added to which, countries such as Angola, Zim-
babwe and the Republic of Congo, are going through major political
chaos and that can nullify the attractiveness of these countries. Even
where the markets exist outside of the RSA, they do not purchase after
sale services and maintenance. Therefore, this required MA to adopt a
gradual investment strategy by providing less value-adding activities
in markets outside of the RSA and by coordinating the administrative
centre in the RSA. With the increased globalisation of MASA’s key cus-
tomers, the South African market now offers good potential because
the South African-made products are less expensive in comparison to
the Finnish-made products. With the discussions in World Trade Or-
ganisation (WTO) and with different agreements on trade and tariffs
within the GATT framework, there is hope that the RSA will play an
even greater role outside the RSA.

Metso Automation’s aspiration to employ local people in its opera-
tions in foreign markets is to be applauded. It enables the group to ben-
efit from cost advantages arising from the RSA’s relatively low labour
costs. At the same time, it helps to learn from and to transfer manage-
rial capabilities and practices to local managers. For instance, working
on the mill site during the period when sanctions were enforced, the
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local managers had to be genuine specialists as there was no way to
ask for help from outside. This may be the reason why there are very
experienced and highly trained people working for MA in the RSA. Af-
firmative actions and BEE are the major government policies that have
proven to be challenging issues for MASA. For a company like MASA,
which is a specialised service provider, the BEE, affirmative actions
will always prove difficult. If MASA were manufacturing goods in the
RSA, it would have been even more affected by these structures. To
respond to the challenge MASA relied on obtaining human resources
from the group for specific short-term assignment whenever needed,
thus avoiding recruiting new people all the time. Due to its size in the
RSA and to the kind of products and services it is offering, MASA has
not really been concerned very much with applying these structures.
As was pointed out earlier, MASA is involved in Metso Corporation’s
global network, but it has primarily a territorial role to play in the RSA.
Looking at its networks, we could say that the complete foreign market
expansion process of Metso Automation into the Republic of South Af-
rica has been driven by two factors: future care and the customers” own
expansion process and their requirements to satisfy the global demand
for their products. Since 1995, there has been a drive in South African
corporations to expand their businesses into global markets and some
of them; including Mondi (http://www.mondigroup.com/) and Sappi
(http://www.sappi.com/), pulp and paper corporations, have become
truly global players.

When looking at MASA’s business operations in the RSA, the major-
ity of their business operations can be seen to be in the after sales serv-
ices, in marketing, and in maintaining the business level. Looking at its
business processes, I would say that the business of MASA is about un-
derstanding what the customers need and about understanding their
operation processes and then to offer advice through business interac-
tions and business relationships. With the majority of its business in
the RSA being after sales services explains why MASA is very much
involved in building long-term relationships with its key customers.
MASA engages in business activities to recognise and to make sure it
knows each customer’s needs and preferences, and in what way they
need the services to be provided to them. This understanding and learn-
ing process constitutes an important part of the relationship building
process. Through learning and understanding, MASA is able to differ-
entiate itself from other larger competitors who offer highly standard-
ised products. The objective is to build long-term business relationships
with its key customers and contractors, who will support the whole
FME process. By focusing on very few but important customers and
working hard to satisfy them, MASA concentrates its resources and ca-



pabilities, its efforts and energy on delivering high quality solutions.

The idea is that satisfied customers will not see any need to change
such a dedicated supplier. Within this kind of business relationship,
it is true that the ultimate power resides with the customer, who has
many options. For instance, if not satisfied, customers will switch to
other suppliers (either foreign-based or local). Customers often exercise
their rights and different strengths depending on their situation and the
time frame in which the action takes place. Customers may decide to go
for products with low prices and low quality if they wish to do so. In
addition, customers strive to avoid being locked into a single relation-
ship. Largely, the relationship is driven by customers” demands, which
indicate customers’ preferences, which is not a site-by-site type of pref-
erence; rather, it reflects the customer’s head office preferences as these
play a crucial role in making decisions or recommending responses that
they deem appropriate for a specific problem. The responses offered by
MASA play a crucial role in their future relationship.

Thus, for MASA, it is imperative to be on very good terms with its
customers before problems occur. Customers’ choices are based on a
number of criteria: service, price level, quality of the product, quality of
the service and delivery time. In a case where MASA is chosen as a sup-
plier, it also receives instructions from the customer about what, where
and how its products are to be utilised, and at what price and under
which conditions. From that perspective, the relationship depends very
much on building trust and that comes with how each supplier deliv-
ers on his promises and at what price. However, as the person, making
the promise might not be the same person controlling and driving the
whole process, there will always be problems in the multiple links in
the supply chains. For example, problems may occur linked to either
product failure or delays and when this happens, it is important for
MASA to be on good terms with its customers. In general, the response
to a specific problem plays a crucial role in the future relationship. To
counter potential problems in a relationship, MASA builds very good
relationships with its customers, through the professional advice it
gives to them. MASA does this in many different ways, especially from
the product’s point of view. For instance, it gives exact specifications on
the conditions in which its products function or do not function.

To enter other industries such as the hydrocarbon industry where
MASA’s market share is still small, it cooperates with others e.g. rep-
resentatives with strong local knowledge and a good customer base. If
MASA manages to seriously enter other industries it will allow MASA
to keep enough critical mass to move forward even during the down-
turns of its traditional industry (pulp and paper) caused by fluctuations
in exchange rate.
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Since MA started operating in the RSA, there have been dramatic
changes in the mode of operation. In summary, for a corporation such
as Metso Automation, who are interested in selling products to the
RSA, before investing into selling, the prerequisite has to be an invest-
ment into the means of supporting those sales. It is then imperative to
invest in networks, installations of support units so as to gain trust in
the customers.

6.2.4 Critical events and temporality in the FME of MA into
the RSA

There have been different events that have shaped the expansion proc-
ess of MA into the RSA. Each event has had its own impact on the FME
process throughout this period. Firstly, political events before 1990 act-
ed as inhibitors for the expansion process and then acted as triggers
depending on the kind of events and at the time, they occurred. For
instance, the UN-led sanctions caused a withdrawal of most of the Nor-
dic-based suppliers including Rauma and Valmet Automotive, while
the cessation of sanctions caused positive reactions among investors
who were happy to come back to the South African market. We could
classify the second type of event as a purely business event such as any
decision to deliver an automation process to a given customer. On the
corporate level, there are also different events taking place and the most
influential event took place in 1999-2000 when the two corporations de-
cided to join forces, thus allowing for a greater utilisation of their joint
resources and capabilities. Other minor but significant events could be
associated with business relationships, which take place continuously
over time, after a business relationship has been established. Business
events where customers take decisions to use MA products or to invest
are various. When a customer decides to use a totally new application
(not used before in the company), it may be seen as risky. From this
perspective, both customer and supplier have to work hand in hand to
make sure the product works properly. An event that has had a positive
impact on the business relationships took place when MA took a deci-
sion to relocate its offices near to one its major customer. The move led
to positive feedback and to a long-term business relationship.
Negative events associated with missing deliveries or delivering the
wrong piece of equipment may occur but if the partners have a good
relationship, these incidents may not affect the relationship adversely.
There are other business events related to the macro-economic situation
such as when there are fluctuations in the local currency which cause
major customers to experience downturns in their offshore revenues.
The consequences have been that customers have resorted to doing a



lot of project business in which they use revenues gained from earlier
years. This situation occurred during 2004 and later on, as customers
anticipated an upswing in the manufacturing cycle. It is not surprising
that they became more adept through making investments on a small
scale, in project basis in order to keep their business running until bet-
ter times.

6.3 The case of Outokumpu Corporation

6.3.1 Company description and overall growth strategy

Since its creation, Outokumpu has had a strong presence wherever
there is a robust mining industry. When the sanctions against the Re-
public of South Africa were lifted in the beginning of 1990, it took the
decision, at this early stage, to expand its business operations into the
RSA. Directly after the sanctions, the South African mining industry, al-
though negatively affected, still kept running. Most of the installations
and equipment purchased before the sanctions were in a poor condi-
tion due to a lack of spare parts. From Outokumpu’s perspective, there
were different choices about entry strategies. The initial strategy was to
concentrate on some key customers within its core industries. Because
the platinum industry requires more processes, it had to restructure it-
self and adapt its technologies to the new challenges. At the same time,
the expectations about the outcome of the transition process were high
and the company felt it could start a business operation on its own on a
small scale, and then follow the market very closely with the possibility
of expanding further. Expansion would depend on the local market’s
growth and opportunities.

Outokumpu’s historical background, its size and worldwide posi-
tion show that it is a corporation with resources and capabilities, which
mostly lie in its innovative potential in many different product areas.
It is thanks to some of these capabilities that Outokumpu managed to
move successfully into global markets at an early stage. The company
is one of the key players in the mining industry worldwide, and it has
been a vital influence in shaping the structure of the global mining in-
dustry from the supply side. The importance of concentrating on the
firm’s core capabilities is demonstrated in its historical growth. The
expansion into diversified areas proved to be very successful thus de-
veloping multiple capabilities in many different areas. Outokumpu’s
size and its international experience through its global presence and its
innovative potential show that it is a corporation with a large resource
base both in financial, human and physical terms. This suggests that it
faced less resource constraints in relation to its choice of entry strategy
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into the Republic of South Africa in 1993.

Opening up a wholly owned branch and later on a registered sale
and marketing subsidiary shows that the company was very confident
in its own resources and capabilities and wanted to retain control of
its business operations even though the market had hardly recovered
from the effects of the sanctions. This desire to control its business op-
erations also suggests Outokumpu wanted to monitor the market very
closely by obtaining first hand information from its own staff rather
than using an agent. In addition, it shows that the corporation had a
strong belief in the host market. The decision to expand into RSA with-
out going through joint-venture or other cooperative modes shows the
need for control over its own operations there. In addition, its resources
and capabilities are demonstrated by the group’s management vision
and ability to cope with strategic changes from being solely an exporter
into the RSA to later becoming a manufacturer in the country. After
the subsidiary was established, it expanded its business operations and
later on came to be considered a profit centre and a key player in the
whole group.

Tobe able to succeed, the group chose a local management team with
a mission to develop the local business in the RSA. From Finland, the
local South African management team was supported with expertise
and great innovative machinery from Finland. However, the key driv-
ing force of this process was the customers’ requirement for after sale
services. Mining operations are very expensive; therefore, the equip-
ment and installations supplied by Outokumpu may be very expensive
depending on the case and project. Thus, it is imperative not to only
sell these installations but also to be able to supply spare-parts and the
entire after sale services needed. From this perspective, a reliable sup-
plier like Outokumpu is very keen to give good after sales service for
its installations.

6.3.2 Outokumpu and its FME into the RSA during the period
of 1990-2005

Outokumpu’s historical development and its growth show it usually
expands into foreign markets through acquisition, which suggests
that it would have preferred such a strategy for the FME into the RSA.
Despite the fact that it was used to acquiring acquisitions in other de-
veloped markets, it did not use the same strategy in the RSA; instead,
it opted for a different strategy. This shift from its traditional strategy
may be explained by the target market conditions, which were and still
are different from other developed markets. Acquisition gives the for-
eign expanding firm the benefit of the local firm’s established positions.



For instance, by acquiring some of the large local manufacturers and
suppliers, Outokumpu could have tried to pre-empt other foreign sup-
pliers, through accumulated experience, customer dependence, and
confidence, thus establishing high barriers for other competitors” later
entry. However, many different factors may have prevented it from us-
ing such an acquisition strategy. First, the quality of existing local com-
panies suitable for acquisition, which at the end of sanctions may not
have been satisfactory. The old and the reverse engineered technologies
may have proven to be rather too costly to modernise and to adapt.
The acquisition strategy would have given Outokumpu the advantage
of a large market share to start with, but on the other hand, it would
have required the retraining and substitution of some of the work force
and modernising the outdated plants and equipment. Secondly, by the
time it started again in the RSA, there was political uncertainty and
violence and nobody knew for certain what the outcome of the South
African transition would be. Therefore, it opted for a more cautious
entry strategy with low commitment. Instead of entering intensely, it
opted for establishing its own subsidiary, with a mission to market and
sell products and projects designed in Finland. At a later stage, it used
a contracted outsourced network to manufacture some of the compo-
nents locally. Outokumpu took the decision to license some products
to local manufacturers but kept the manufacturing of core technolo-
gies in Finland and other developed countries. Through this strategy, it
avoided problems associated with having local fixed assets and land in
such an emerging market. Furthermore, it avoided problems associated
with trying to modernise any acquired partner. By doing so, it avoided
being engaged in modernising outdated technologies and equipment,
and avoided the conflicts associated with restructuring locally acquired
companies. Through establishing its own subsidiary, it was able to hand
pick young, motivated, and qualified sales people. It was able to train
them on how to service Outokumpu’s equipment and installations.
Thus, it could enter the SA market with its modern technologies, which
were far more efficient than the local competitors” technologies.

The global mining industry has a global structure, and competi-
tion takes place across national borders. Therefore, in order to survive,
products must meet global standards. During the sanctions period, the
RSA had been closed and was actually protected from global competi-
tion. Through reverse engineering, local suppliers were actually able to
gain technological capabilities, which later proved to be of great help
for their own internationalisation. Looking at its growth path, there is
no suggestion that Outokumpu would have suffered from any low re-
turns. It differentiated itself from the local competitors by offering far
better products and services, and at the same time kept its international
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pricing and cost structure. Due to the shift from traditional minerals
towards platinum and due to new mining operations opened in oth-
er locations throughout the country, the strategy was to convince the
mining companies to use these expensive products and installations
in order to obtain a far better output. After a few years of hesitation,
the mining companies started to see the technological benefits of using
Outokumpu’s products and services.

It is most likely that the local mining industry conditions have had
major impacts on the formulation of entry strategies and further mar-
keting strategies throughout this period. It is also likely that it was due
to the importance of first entrant advantages that it served the South
African market through exports, while its was still looking for the best
firms to license manufacturing of some components to local producers
in the RSA. Since its penetration into the RSA, the growth path has been
very positive. It is most likely that the political and institutional condi-
tions during the transition had an impact on the entry strategy, and the
choice of subsequent marketing and operation strategies. It has kept its
South African business operation at a size of less than 50 employees,
thus avoiding problems that may arise with the government require-
ments. However, this size does not seem to be a response to these gov-
ernment requirements, but rather to there being no justification to hire
extra employees. The key question raised before recruiting any extra
person is:

“Would this extra person make money for the company?” (OT-
SAA0456).

6.3.3 Host business environment and business relationships

Before the UN-led sanctions against the RSA, the South African mining
industry was vibrant. On the customer’s side, a few giant companies,
being local and global mining companies dominated and still dominate
the industry even today. On the supplier’s side, both local and foreign
firms had to compete to supply to the local industry. Before the end of
sanctions, Outokumpu was represented through agents. It managed to
sell equipment and installation to the mining companies. The sanctions
made the RSA a much closed country and the local suppliers actually
profited quite a lot, as they almost monopolised the supply side of the
mining industry. At the end of sanctions, it found that its installations
were suffering from the lack of spare-parts and the local suppliers had
not been able to service these installations. The other striking factor was
that among the big market players were other state owned companies;
the key industrial actors had formed a kind of solidarity in response to
the damage caused by the sanctions.



Since 1990, the mining conglomerates that emerged before and dur-
ing the sanction’s period have dominated the mining scene in the RSA.
After the sanctions, a transition period was introduced with many dif-
ferent reforms that increased the number of players in the mining in-
dustry, but still a few conglomerates dominate the customers’ side. In
addition, the supply side has seen a rise of small players, and these
players also require time to develop and mature in order to accommo-
date the growing demand and requirements from the mining compa-
nies. Seen from this perspective, the first entrants were more likely to
secure contracts with these giants, leaving little room or no room at all
for those who came later. With the end of sanctions and the beginning
of the majority democratic rule, there have been measures from the
government to encourage businesses to adopt affirmative actions and
to embrace BEE. For companies exporting their products to the RSA,
these institutional changes apply differently compared to those with
local production. In addition, the size of the business operation has an
impact on whether or not they have to comply with the affirmative and
BEE practices. When considering the FME process of Outokumpu, the
key driving force seems to have been networking through good cus-
tomer relationships.

From the outset, OTSA started interacting with potential custom-
ers to build trust. This interaction was done through both business
and social networks. The key strategy was first to be acquainted with
the customers and to know what the customers’ needs were and to let
them know that it had the solutions the customers were looking for. In
this search process, both potential customers and OTSA developed a
mutual understanding of the business problems to be solved. Initially,
OTSA offered products made in Finland, but at the same time adopted
a strategy to gain intimate knowledge of its key customers. The objec-
tive was to become not only a product supplier but also to be seen as a
solution developer, a status that might lead to a strategic role of being
an exclusive supplier in many cases.

By looking at OTSA’s evolution into the RSA market, we can depict
different phases in the evolution of the relationship with customers.
The relationship went through a product-exporting phase and then a
solution provider phase. The same pattern can be seen between Outo-
kumpu and its key customers. This kind of relationship and networking
developed differently according to the strategic drives of each customer
and the kind of products offered. As its market share increased and due
to the low cost base for production in the RSA, OTSA has succeeded in
surrounding itself with contractors and sub-contractors and some of its
components are made locally. This helps to avoid delays in the delivery
of the spare parts that OTSA manufactures for the whole group. Some
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important developments have been the tendency towards an increase
in the partnership between Outokumpu and its key customers on a
rand by ton basis, with the implication of having an inventory at its
key customers’ site, in order to offer the best services to its customers.
This business concept has worked positively in both directions through
a value creating and value adding process in which customers get the
best service they can expect, while Outokumpu can make a profit out
of its business operations. Considering the size of OTSA, it is not sur-
prising that it would be happy for such arrangements to maximise its
installation services. This kind of relationship gives the company the
possibility to grow and to expand its operations whenever other green
field mines are opened. The spare-parts and maintenance business re-
quire the availability and the just-in-time service of the provider. Min-
ing operations being very expensive, customers do not want to be stuck
with broken equipment. Instead, they are ready to pay for the service
it requires to ensure a high level of utilisation of the purchased equip-
ment.

6.3.4 Critical events and temporality of the expansion process
into the RSA

Over the years of its expansion into the RSA, Outokumpu has faced
several events, which have had an impact on its overall operation strat-
egies within the region. These events are both internal and external.
Internal events are the kinds of events within the organisation bounda-
ries, which have impact on its operations and its strategies. In the case
of Outokumpu, the major internal events could be associated with the
decision to withdraw from the RSA and to re-enter the market later.
Added to that, there are also other events connected to business nego-
tiations and reaching agreements with different key actors. These kinds
of events have taken place continuously since it has expanded its oper-
ations into the RSA. The external events could also be divided into dif-
ferent subcategories such as external political events like sanctions and
other business events independent of the Outokumpu’s organisation. It
is usually hard to predict the outcome of such external events and their
consequences for the expansion process of Outokumpu. The company
had to adapt to the situation according to its judgement. In most of
the cases, these critical events were external events and OTSA had to
respond strategically to these different events to ensure survival in the
fast growing market with intense competition form other foreign-based
firms. Due to the long-term nature of the mining industry, the timing
of entry becomes very crucial. The first entrant enjoys the advantage of
quickly arranging long-term contracts with major mining companies,



whom, due to the past and to the industry structures are very few but
powerful corporations.

Compared with foreign imported equipment and solutions, the lo-
cal South African products are inexpensive and good. This implies that
foreign suppliers exporting foreign made equipment may have to suffer
from low returns in the beginning due to the different cost structures.
However, most of the customers in the mining industry are giants and
do not have problems with finances as long as they perceive the quality
and the service offered to be adding value to their business operations.
So far, Outokumpu has been able to monitor changes and other market
behaviour over the time of its operations in the RSA. It has been both
proactive and reactive in order to keep its business operation as in-
tact as possible. The decision-making with regard to the South African
business operation has been to follow decisions and actions made by
competitors. Outokumpu is not only fighting a fierce battle with other
global corporations in the RSA; but also with some of its larger compet-
itors, which are other Finnish corporations as well. In some instance, it
has been forced to sell one of its product lines to its competitors. It was
compelled to sell one of its product line, although the line was not very
competitive, to Larox Corporation; another Finnish corporation operat-
ing in the RSA (see below in section 6.4). This allowed Outokumpu to
concentrate and to focus its energy on products and services where it
was strongest.

6.4 The case of Larox Corporation

6.4.1 Company description and its overall growth strategies

Larox Corporation is a provider of solutions for worldwide processing
industries. A Finnish entrepreneur established the company in 1977.
At the time of the first interview (in 2002), the family or the found-
er owned the A-shares of Larox while the B-shares were listed on the
Helsinki Stock exchange. The core business and expertise have mainly
been concentrated on the solid-liquid separation process. Larox has de-
veloped its products to make automatic pressure filters and that has
been its main products from the earliest beginnings. Larox Corporation
is a medium-sized corporation with a little over 300 employees world-
wide. During 2002 Larox made an important acquisition of a product
line from England called Cyber Filters Ltd. and with that product line,
it was able to strengthen its capabilities and resources.

From at its core business area, Larox Corporation looks at the in-
dustry in two ways: one is as a mining and metallurgy industry, and
the other is as a chemical processing industry. Larox is stronger in the
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mining industry than in the chemical processing industry. The mining
industry represents its traditional core business and most of resources
have been devoted to the development of products in this area. It cov-
ers the rest of the world through commercial agents; third-party com-
panies who represent the company. These subsidiaries are located in
the traditional mining countries. For some markets such as China, at
the time of the first interview (year 2002) it had about 10 people work-
ing under their direct management, doing the same type of business
there as in Finland. From the early beginnings of its establishment, the
founder of Larox planned that it was not going to be a business for
the home market only. Originally, it supplied equipment to Sweden
and then to other countries much further away. The foreign operations
were established in two separates periods: the early eighties and the
early nineties. Larox’s FME into the RSA points to the company’s inter-
nal confidence about its capabilities to develop into other markets if it
could acquire the necessary resources to complement the existing inter-
nal resources in order to carry out the expansion. Its products (pressure
filters) are in business-to-business, and wherever modern mining activ-
ities take place, there could be a need for such products. The expansion
was possible due to many factors such as high technological expertise
and was also due to the activities of a committed and energetic subsidi-
ary managing director who was keen to expand its business activities
into the Southern African region. However, because pressure filters are
very expensive, the demand for these industrial products may not be
an automatic requirement, especially in the beginning of an operation.
This may explain why it took 3-5 years for LASA to convince the cus-
tomers about its capabilities. As the management points out, the reason
for expanding its operations into the RSA was the market potential. Not
only was the SA market becoming interesting, but there was also an-
other drive to explore other regional markets in the neighbouring coun-
tries, thus the RSA could be considered as a springboard to expand
to other markets as well. Therefore, its home market conditions called
for expansion towards foreign markets as the pressure filter market in
Finland was no longer expanding and Larox realised that its growth
could only continue by looking at other markets as well. The desire to
exploit its competitive advantage and to follow others into other mar-
kets could be said to be behind the decision to expand the operations
into the RSA. For instance, other Finnish corporations like Metso Min-
erals, Outokumpu and Tamrock established their presence in the RSA
at about the same time. Considering the number of countries where
Larox was represented by 1992, it could be said that it had good experi-
ence in operating in West European markets. Expansion into emerging
markets started quite late and it decided to expand to several markets



at the same time: starting from 1990. Before the sanctions, the RSA had
a very advanced and strong mining industry. Added to that, the vast
majority of mining activities in Africa below the equator occurred in
the RSA. Consequently, different motives emerge from Larox’s expan-
sion process into the RSA: market seeking, following competitors in
foreign markets, and a desire to grow. Third, it wished to exploit its ca-
pabilities by establishing a closer relationship with potential customers
in the market. The South African market became one of the healthiest
markets, especially in the platinum industry. This drive from poten-
tial customers to have a closer cooperation with suppliers was one of
the external pulls. Customers needed spare-parts and at the same time,
they needed a supplier who would be there to solve their problems.
The experience of sanctions and the withdrawal of most of the Nordic
companies had taught a severe lesson to the customers not to rely too
heavily on foreign suppliers. By pushing for a broader cooperation, cus-
tomers want to make sure that the supplier takes more responsibility. In
some instance, the drive to explore other regional markets has materi-
alised through selling equipment and installations to Zimbabwe, Zam-
bia, Tanzania and Mozambique. However, considering the low level of
investment used in the surrounding markets we could conclude that,
the expansion to these regional markets was not yet a high priority.
The expansion process shows a mixture of optimism and pessimism
towards the other African markets.

6.4.2 Larox and its FME to the RSA during 1990-2005

Before 1990, Larox used to have a sales agent in South Africa, this was
in the early 1980s, and the company was called Batman. This agent
managed to sell 3 filters in a period of 5-7 years. Two filters were sold
to one South African zinc producer and a third was sold to one for-
eign owned company. As countries could not trade with South Africa
due to sanctions introduced in 1985, all the installations in the country
suffered because they were not able to obtain the spare parts and the
needed after sale services. The company did poorly during that period.
Under the sanctions, nothing was really happening on the sales front.
Local suppliers tried to look for local solutions to keep the industry go-
ing. Just before the sanctions were lifted, one Finnish man who used to
work in South Africa suggested to Larox to take a more serious look at
the market. Once the sanctions were lifted, it started to do a feasibility
study and decided to re-open its operations in South Africa by employ-
ing one mechanical engineer, Mr. Jay Patrick who currently (in 2005)
runs the whole Southern African operation.

In the early 1990s, Larox acquired a new president, Mr Timo Wart-
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sila who took over from his father. During this period, the manage-
ment took a decision to globalise Larox in a more aggressive way. To
do that Larox employed several people around the world, basically one
man per country. Once the sanctions were lifted, their first action was to
find a person to establish a branch office and that person really needed
to know the business, a person with experience of the South African
market and especially someone who had contacts within the business.
Larox looked for a person who could sell and also had technical compe-
tence in the products, as well as the process of how products were used.
This was necessary because at the beginning that person needed to go
and see the customers and do tests to demonstrate Larox” capabilities to
the customers. It was also a matter of convincing and building the trust
with these customers.

For the South African market Mr. Jay Patrick, a native English speak-
ing South African was employed there primarily as an after sales serv-
ice engineer to start the spare part business on the existing installations
in South Africa. He joined Larox in 1991, directly after the sanctions
were lifted. During that period he managed to get in contact with many
different customers and conducted many different tests to make the
big mining houses believe in its solutions. It took time before Larox’s
equipment started to take off but after that it has become very success-
ful. In fact, it took 4-5 years to get orders and since then the growth path
has continued.

The effects of sanctions were still experienced during these first years
of its operations. Mr. Jay Patrick’s challenges in Africa were a little bit
different from the challenges faced by other people placed elsewhere
in 1991, such as the United Kingdom, Mexico, Chile or other places. In
the beginning, Larox used traditional marketing methods. It started by
targeting existing installations to let them know that it was possible to
do business again after many years of damaging sanctions. Gradually,
confidence was built, especially the ability to supply the spare parts, to
service equipment. At the same time Larox started to make enquiries
about projects where Larox’s products could be used. They segmented
the market, identified those companies and industries of high poten-
tial and then started to cold-call the businesses. Larox Southern Africa
uses a technique that works very well, which consists of showing the
customer the proof of the equipment’s performance before they buy
it. This is done by conducting field test work on the equipment. Larox
Southern Africa conducted several such tests for all the highest poten-
tial customers and then orders started to arrive in large numbers. When
the orders commenced, Larox Southern Africa started to grow. During
that time, the operation had to grow organically, to gain enough assets
to support the local operation. Gradually, Mr. Jay Patrick was given



an opportunity to hire more workers. During the period of 1995-2004,
Larox Southern Africa did extremely well. It had succeeded in getting
different orders from the Anglo-American Corporation and other ma-
jor mining companies in South Africa, and was even attacking the other
markets in Southern Africa. Larox Southern Africa had succeeded in
convincing the mining industry both in South Africa and in the sur-
rounding countries of its potential.
In the beginning, Larox did not want to enter the market with any
large commitment. This was partially due to its resources and the
uncertainty prevailing in the South African business environment at
the time of entry. Given the South African business environment at
the end of the UN-led sanctions, and given the size of Larox Corpora-
tion, together with its ownership structure and its internal resources
and capabilities, it would have been surprising if it had committed
serious resources in the beginning of the expansion process into the
RSA. Nevertheless, the decision to expand business operations into
the RSA was an easy business decision to make for Larox Corpora-
tion.
Larox’s historical development shows that it mostly expands its activi-
ties by first exporting through agents and then by establishing its own
subsidiaries, but only with sale and after sale functions. Until 2005, it
believed in manufacturing pressure filters in Finland.
“Larox’s expansion process to the RSA has been a very logical proc-
ess to us in that sense it has been like that because when the decision
was taken we put our own people down there, it has been proceed-
ing very logically in that sense and basically what is going to be is
mostly sales and service personnel down there” (LAFIK0220).
Given its size and especially its resources and capabilities, and the po-
litical situation in the host country in the 1990s, it is not surprising that
it chose this low-risk entry strategy. It did not want to commit substan-
tial resources to a market with a volatile political setup. At the same
time, it wanted to retain control of the market information and other
related operations with the hope of further growth at an appropriate
time. Furthermore, even if it had more resources to use for acquisition,
it was not sure if it was going to find a suitable local company to ac-
quire, at that time, i.e. immediately after the UN-led sanctions. An ac-
quisition strategy would have forced Larox to modernise the acquired
company and to match their technological expertise and managerial
skills and that could have led to an expensive operation to start with.
It did not explore the idea of acquiring a local company, as it was not
a desired strategy. Considering the quality of the existing companies
available for acquisition at that time after sanctions, it may have proven
to be a rather costly strategy to acquire old and local technical condi-
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tions. It also helped to avoid the conflicts associated with restructuring

old companies and inferior technologies. The acquisition of an existing

company would have been suitable in the case of production or assem-

blies, but the company performed all these functions solely in Finland.

For a corporation like Larox, with the intention of remaining number

one in the filter business, it made a strategic decision to acquire one of

Outokumpu s business lines and the justification for such strategy was
their concern for growth:

“We are a hungry company. We were aiming to take on and become

the world’s service provider for solid-liquid separation. In addition,

we have been working towards growing our market share for some

years. It was clear to Larox’s global management even three years

ago that we could not take all the business in the world with one

product, we needed more products: the choice was then between

acquiring or designing new products. It has to fight against 50-60

other high competitors in the world. Therefore, if we are going to

double our business, we have to double or triple the size of our target

markets. That is why we acquired Outokumpu’s range product line”
(LASAJ0403).
As can be seen from the above citation, Larox motivates its decision as
a desire to grow and to keep its competitive edge. Developing its own
new products would have taken longer to achieve, but at the same time,
acquisition of a new product line from a competitor is not always with-
out its problems either. In some instances, the two companies may have
had different business cultures and it took time to integrate.
“The acquisition of Outokumpu'’s filters has opened a lot of oppor-
tunities, but it has left us in a weaker position to start with” (LA-
SAMO0418).
To tackle such changes, Larox tried using the same methods it used
with its earlier customers: intensive interaction through problem solv-
ing, innovativeness, and cooperation.

6.4.3 Host business environment and business relationships

When discussing issues of market and industry structures, there are
many issues that need to be tackled: the number of sellers and buy-
ers, product differentiation, barriers to entering a market, cost struc-
tures, vertical integration, and conglomerates. Initially, Larox found the
South African market to be a very difficult place to do business. This
fact was due to the existence of a closed community of decision-makers
in the industry and a closed community of suppliers who had devel-
oped strong ties with each other during the sanctions, when most of the
foreign corporations had divested their operations. It was very difficult
for a foreign-based company like Larox to enter that circle and to be



acknowledged as a credible supplier. For instance, 3-4 players domi-
nated the South African mining industry and 2 players dominated the
pulp and paper industry. That situation changed with time as the coun-
try became more open, allowing more competition and the application
of affirmative actions and BEE. Directly after the sanctions were lifted,
many companies became interested in the Republic of South Africa
and in its growing industry. Since 1990, and especially after the general
elections in 1994, the SA business environment has gradually become
normal.

Currency and pricing has played a decisive role in its business oper-
ations, especially in the way Larox chooses its customers. South African
customers are not similar to any other African customers on the con-
tinent. These giant companies prefer to buy in advance so as to avoid
the problem with currency fluctuation. They do so to avoid losing a lot
of money due to fluctuating exchange rates. This kind of arrangement
makes it possible for Larox to purchase the input factors and to have
cash for activities. Companies such as Larox do business in the Repub-
lic of South Africa similar to anywhere else in the world but the differ-
ence is that the South African customers prefer to buy in such way that
suppliers take responsibility for delivering the product to the site for
installation. In most of the cases, the preferred Inco term is Delivered
Duty Unpaid (DDU). This is due to the problem linked to logistic and
transportation arrangements in most of African countries. Thus, most
customers on the African continent want the supplier to arrange for
logistics, transport and insurances until the product is delivered.

The neighbouring African markets have been promising. However,
due to Zimbabwe’s major political crisis, people and foreign companies
do not want to invest in this country to any significant extent. Since
2002, Larox’s business environment in the RSA has not changed very
much except that competitors have been far more active and there have
been mergers and acquisitions amongst the competitors. For instance,
Larox acquired Outokumpu’s filter business line and its major competi-
tor Delco was acquired by another large company who were prepared
to inject a lot of cash into Delco. The acquirer of Delco had similar strong
growth plans as Larox in the Southern African region. The third merger
and acquisition was made between the American GLND, and the Ol-
iver Baker Process Arm Company, both strong global competitors. The
other Finnish corporation, Metso Minerals (see previously in section
6.1) is also still in business there with their filters which they acquired
with their purchase of Swedala which was a Swedish corporation.

The South African market has also seen the emergence of other new
strong competitors from Japan. There are also local companies that
supply equipment to some of the mines, who have never used Larox’s
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filters, and these local suppliers have become agents and distributors
for other filter producers as well. The market in Southern Africa has
grown, and competition has become tougher and all companies use al-
most the same price strategy. Another interesting phenomenon in the
business environment is that most of the large South African compa-
nies have started to internationalise and to globalise significantly. This
implies that they also have access to resources and capabilities and
the information needed to play in the global arena. On the decision-
making side, another interesting phenomenon is that some previously
disadvantaged people have started to participate actively in the deci-
sion-making. In Larox’s expansion process, the key driving force was
its relationship with customers. Customers” requirements have always
played a central role and will continue to direct its future operations.
The new business concept of working on a rand per ton basis, with
the possibility of sharing profits and losses with the customers is one
new development. Due to the reluctance of Larox to take on new em-
ployees, Larox Southern Africa has to find an innovative way of using
a subcontracted network of 12 self-employed sub-contractors, which
supplement the nine ordinary employees in the RSA (in 2005). The self-
employed sub-contractors perform services for customers as if they
were Larox’s employees. Due to its small size in the RSA, LASA is not
able to take all its installations to South Africa, and only uses internal
resources. This outsourcing works very well and functions also as a
strategic response to the affirmative actions, which requires companies
to hire previously disadvantaged people whenever there is a position
to fill. By using independent entrepreneurs, LASA is able to keep its
number of employees at a lower level and the same time to deliver on
their promises. In addition, LASA helps the contractors to start their
own businesses to ensure not only that there are enough of these out-
sourced contractors to keep all its contracts alive, but also as a way to
spread wealth to other actors.

In the case of the absence of these contracted networks, Larox South
Africa would have major problems with its customers, especially if
they were requiring a 100% service and Larox Southern Africa did not
have enough people to do the work. So far, Larox has used a central-
ised manufacturing site in Lappeenranta (Finland). However, there is a
widely held belief that Larox could manufacture some elements in the
RSA, for instance. This would mean that it might be possible to manu-
facture conveyable tanks and other conveying systems locally for some
customers. However, LAFI would not be willing to undertake such
manufacturing in the RSA, especially if such operations would require
great changes in their strategic business concept, consisting of having
a centralised product management and centralised business manage-



ment, which is able to serve the customers wherever they are located in
the world. The key driving force in the outsourcing process is to make
sure that when customers buy the equipment, they will absolutely be
assured of the value and that they can rely on Larox South Africa for
spare parts and service. For such an operation to be successful, a lot of
trust has had to be developed over time. Both the headquarters and the
customers trust LASA and its management.

6.4.4 Critical events and temporality in FME of Larox to the
RSA

There have been different events that have shaped the Larox’s FME
process into the RSA. For instance, the lifting of UN-led sanctions was
one of the decisive events prior to the decision to enter that market. In
addition, other business events have also been very crucial. The most
crucial event is associated to the relationship between Larox and some
of its key customers. One crucial event took place between years 1999-
2000, when a major key customer had problems with a filter. A phone
call for help proved to be a very decisive one in the relationship. Being
ready to assist the customer whenever needed proved to bear mutu-
al fruits. Through its business expansion and operations Larox South
Africa has learnt over time the different ways to circumvent negative
events and to accentuate positive ones. The mechanisms in place are
to make sure that instruction and training are given properly but at
the same time Larox is ready to assist the customer whenever needed.
The acquisition of a product line from Outokumpu in 2003 was also
positive. However, at the same time, it brought other major problems as
LASA became overstretched due to the acquisition of new customers to
service. Looking at the expansion process of Larox into the RSA, there
is no doubt that the time factor played a major role. Though the signal
came from outside Larox itself, it is possible to connect this call for “do-
ing something in the South African market” as connected to the overall
political development in the RSA. The mining and pressure filters in-
dustry is a specialised industry with only a few players. It has been,
since its creation, vigilant in defending its market position. In such situ-
ations, as suggested by Knickerbocker (1973), the timing of foreign in-
vestment is determined largely by the reaction to competitor’s moves
and counter moves. The discoveries of new metals and especially the
demand for platinum worldwide made many mining companies shift
from traditional metals to platinum.
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6.5 Problems and strategic responses in FME process
to the RSA

Since the beginning of their business operations in the RSA, Finnish
corporations have faced different challenges and problems. Their stra-
tegic responses have varied according to the nature of the problem and
according to their resources and capabilities to deal with these prob-
lems. In the following table 6, I summarise the key problems and stra-
tegic responses associated with expanding business operations into the
RSA.

As can be seen from the previous discussion and table 6, most of the
barriers came from the external environment and specifically in what is
called institutional factors. The issue specifically linked to affirmative
actions and BEE has been reported to be one of the major problems.
The expanding businesses are sceptical when it comes to results from
affirmative actions and BEE. Nevertheless, given South Africa’s recent
history, it is imperative to apply these measures which allow the previ-
ously disadvantaged groups to become equal. Politically and economi-
cally, the large majority is still lagging behind. A very small portion of
those previously disadvantaged has been able to get access to higher
education and to political networks. Therefore, there is still a need to
educate the HDSA and there is a need to make both private and public
sector realise the importance of integrating these HDSA. This will only
create a positive climate for the long-term. Even foreign companies aim-
ing at expanding their business operations into the RSA need to look at
the unique social, political and economic reality facing the RSA. They
need to put into place good policies and strategies to deal effectively
with these institutional requirements. In the long-term, conscious CSR
policies will benefit both the society and business (see Mbare 2004). By
integrating the previously disadvantaged people, their economic pur-
chasing power will increase and the economy in general will profit and
more business may appear in the South African market.
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7 ANALYSIS OF THE FME OF FINNISH
CORPORATIONS INTO THE RSA

The analysis of the written material, case studies, and interviews point-
ed to important processes in the expansion process of different Finnish
companies into the RSA. In particular, the interviews with top manag-
ers both in Finland and in South Africa shed substantial light on the
key factors influencing FME into emerging markets such as the RSA.
These case studies and interviews revealed critical factors involved in
the FME expansion process into the RSA. The aim of this research was
to increase our understanding of the expansion process into an emerg-
ing market such as the RSA and took the expansion process of Finnish
corporations into the RSA as example cases. The four cases involved
are production-oriented and they regard their products and services
as complex offerings. They sell complex and expensive systems to their
business buyers in different process industries as described in chapter
6.

What I wished to understand is what drove the managers making
and implementing the decisions to achieve the desired ends and to sus-
tain the growth of the company in the Republic of South Africa (see the
teleological process in section 2.6). In order to understand broader as-
pects of the FME process into an emerging market, I needed to discover
more about the influencing factors and the key forces and drivers of
such an expansion process. My preliminary assumption was that it was
not sufficient to possess internal resources and capabilities in order to
operate in emerging markets. Rather that expanding corporations must
engage in many different business relationships embedded within a
changing socio-political environment, which shapes the direction of the
establishment and maintenance of business relationships (see Halinen
& Tornroos 1998).

In chapter 2 and 3 and based on the existing literature, a tentative
theoretical framework was developed, summarised as a REMNET-
framework of corporate internationalisation (see figure 5). Chapter 7
offers a comparison of the involved four cases with the explanations of
the connections between different categories in the substantive theory
(cf. Eisenhardt 1989). As stated earlier in the methodological approach
(see chapter 4), this study is abductive in nature (see section 4.2), in such
studies, the theory itself becomes embedded in the data analysis. The
data analytical process I followed was described in chapter 4 (section
4.3.3, table 4). The focus of this chapter is on presenting and discussing
the main properties and elements forming the REMNET-framework of
corporate internationalisation based on evidence from the field.



This analysis is in line with the ultimate aim: to make the theoretical
framework more compact in such a way that it is useful, economical
and modifiable (Glaser & Strauss 1967; Strauss & Corbin 1994). This
chapter aims at finding answer to the following research question:
“What were the key factors that motivated and shaped the FME proc-
ess of Finnish corporations into the RSA and what were the key factors
that contributed to the FME outcome?” Subsequently, in section 7.1, I
present and provide an analysis of the key internal forces influencing
the FME process.

7.1 Resources and capabilities in the FME process
into the RSA

As presented earlier in chapter 3, the theoretical framework used for
this study had 6 interrelated dimensions (R-E-M-N-E-T). The directions
and links between these 6 dimensions were provided. The upper sec-
tion is made up of R-factors, which are the resources and capabilities in-
herent in each expanding corporation. These resources could be inter-
nal to the expanding firm and were classified as tangible and intangible
resources within the organisational boundaries (see sections 3.1). Later
on, it was argued that even the networking and business relationships
with which the firms are involved, also provide valuable resources.

Through the analysis of the expansion process, it became evident
that different resources played a role and contributed to variations ob-
served in the FME of Finnish corporations into the RSA. The interviews
with the top managers of the Finnish corporations and their subsidiar-
ies in the RSA were especially important when it came to critically eval-
uating the role of resources and capabilities in successfully launching
new ventures and targeting emerging markets such as the RSA. When
looking at the FME processes, three of the four cases are seen to use
an incremental approach, as suggested by Johanson and Vahlne (1977).
Only one entered the market by means of a heavy commitment (ac-
quisition). The incremental approach reflects the feeling of uncertainty
experienced at the end of 1989 and in the beginning of the 1990s, when
the political climate was threatened with instability. During this peri-
od, all these ventures relied either on existing links with their previous
agents or tried to create new links with individual managers in order
to acquire specific market information and market knowledge. These
“local managers” were born and grew up in the RSA and had specific
knowledge and good capabilities in business processes in general.

The study identified factors and triggers influencing the decisions to
expand business operations into the RSA. Based on the data and analy-
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sis of the cases involved in this study they had different motives for
expanding their business into the RSA. The analysis suggests an inter-
action between following factors:
* Local market-seeking and gateway to other African markets
* Exploitation of internal resources and external resource- seek-
ing
* Follow competitors into foreign markets
* Value creation and learning through cooperative innovative-
ness
¢ Perceptions of low risk level and reduction of uncertainty and
cultural distance between the RSA and Finland
When conducting the analysis and comparisons, I looked for the inter-
nal factors which were present in each case and which acted as forces
promoting or impelling the expansion process into the RSA. All the four
cases had a good and stable financial situation. Due to the many years
they have all had in their respective industries and due to their many
years of operations on the global market, they have managed to secure
their finances and whenever new market potentials are perceived they
do not hesitate to deploy these resources.

I was then interested in what sort of structures do organisations ap-
ply and which factors might have significant influence on the decisions
made during the expansion process to, specifically the RSA in order to
achieve economic growth? As we saw earlier (in sections 2.5 and 3.1), the
R-factors, were posited to be the basis on which a company defines its
aims and the results it wishes to achieve. In this respect these R-factors
included firm specific factors and people (leaders, executive managers,
and workers), financial resources, physical resources, knowledge accu-
mulated through several years of experience, organisational capabilities
and competencies; managerial and market orientations, organisational
culture and international experiences. During the analysis, the resourc-
es could be classified into 4 broad categories: company characteristics
and product factors, company’s hard resources, human resources and
political resources. Furthermore, each broad category was assigned sub-
categories as shown in the following table 7. These factors are under the
control of the expanding firm and are called key internal influencing
forces of FME (the R-factors as discussed in section 3.1 and 3.7).

In the following, a brief discussion of the key resources and capabili-
ties which were found to play a decisive role is provided. The obvious
connection between these categories and their properties is that they
are considered to be internal factors. Each firm is unique and has own
characteristics and product factors which distinguish that specific firm
from competitors. These characteristics or factors may be conceptual-
ised into several sub-categories as indicated in table 7.



Internal forces Key properties

Age of the firm and product age

Brand name reputation and patents

Competitive advantage and competencies

Industry structure and competition

s Manufacturing systems and Technological resources
Market orientation and Marketing systems
Organisational capability

Organisational capacity and

Organizational culture

Company characteristics
and product factors

Capital resources

Company’s Financial assets
Hard Resources Money and financial resources
Physical resources

I —

Attitude toward risk

Commitment to foreign markets
International experience of decision-makers
Managerial orientation

Human Resource and

Internal Resources and Capabilities

ganstilitics [Negotiation skills
Planning orientation
Skills and know-how of individual employees
t’

Historical knowledge

Political Resources e T e

Internal Drivers

Table 7: Key internal resources and capabilities

The size and age of the firm play a decisive role in the FME into emerg-
ing market. As stated in section 3.1, the firm’s resources and capabilities
are assumed to grow both in quantity and quality over time (see sec-
tion 3.6). Yet these two factors alone cannot offer satisfactory explana-
tions as to why firms engage in international operations. Companies
with generous resources in management, planning orientation, capital,
technology, production skills and marketing skills, will have numerous
strategic options for its FME process. A company with limited resources
is forced to use expansion strategies that call for only a small resource
commitment. As was shown in section 2.5 and 3.1, the resources of a
company in both domestic and foreign market expansion should be
valuable and inimitable, rare and non-substitutable. This is required
for the company to maintain its competitive advantage over its rivals
(see Knickerbocker 1973). It is then understandable for a company with
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unique resources to engage in foreign operations. As far as organisation
culture is concerned, the argument is that different stimuli from the
external and internal environment are effective only if key managers
perceive them as such. Organisational culture evolves in parallel with
companies’ historical development and may affect how FME unfolds
(see section 3.1). Welch and Luostarinen (1988) introduced the concept
of organisational capacity as a firm-related factor. The concept incorpo-
rates the personnel and financial resources as well as the organisational
structure and the international personnel development is considered as
a key indicator. Thus, the organisational capability and competencies
as defined by product/production, quality, and capacity and processes
(both production and sales/marketing) are key forces in the FME into
emerging markets.
“Obviously there are many things and I think you can only do well
if you have something which is useful to the market. Therefore, our
technology is well-proven, well-respected and well tested. I believe
that is our starting point because, we have something that we can of-
fer to the mining industry. Secondly, we are backed by huge machine
being and international parent. That makes it easier for us to go into

the mining industry and to prove that we can solve their problems”
(OTSAHO0237).

“I could say that even though these pressure filters typically make
a rather simplistic due to the process, very often the material flow
based on which the customer gets his money is going through a fil-
ter, so it is like a cash flow machine. I think the biggest challenge for
the first 5-6 years was to convince these larger mining companies that
this small African operation, and this medium-sized Finnish compa-
ny has something to offer that they can trust that we stand for some-
thing if we get orders then we also service them” (LAFIK0213).

Although firm related factors constitute influencing factors, they are
not sufficient to explain a company’s choice of expansion strategies.
Firm related characteristics must be joined with a willingness to com-
mit them to foreign market development. Thus the second broad cat-
egory is conceptualised as human resource and capabilities (see table
7 above). A high degree of commitment means that managers will se-
lect the expansion strategies for a target country from a wider range of
alternative strategies than managers with low commitment. A highly
committed company, regardless of its size, is more likely to choose a
strategy committing financial resources (such as in an equity penetra-
tion strategy). In addition, the degree of a company’s commitment to
FME is exposed by the role accorded to foreign markets in corporate
strategy. Thus, firm-specific resources and capabilities should be con-
sidered broadly in case of FME.



The FME process is also depending on the characteristic of key deci-
sion-makers (see Aharoni 1966). For instance, we should consider firm-
specific knowledge and the existence of skilled-human resources man-
agement as creators of competitive advantage. The history, age of the
decision-maker, their level of experience with foreign market and their
attitude towards risk played a decisive role in launching FME into the
RSA. Internationalisation (especially in SMEs) tends to rely heavily on
the individual decision-makers (see Mtigwe 2005). From this perspec-
tive, the question may not be of committing more resources to ensure
continuation of the growth process but the aspiration of entrepreneurs
themselves, which may also be an important factor driving FME. In ad-
dition, managers who are not foreign-market oriented perceive the bar-
riers to be higher (see Mtigwe 2005; Hadjikhani 1997; Vincze 2004). For
FME to take place, the management must commit itself to international
business (Johanson & Vahlne 1977).

In addition, managers and workers in subsidiaries, people at the site
(working with customers) give valuable information, which increases a
firm’s knowledge base. In all four cases, people played decisive roles in
identifying opportunities and deciding on strategies for further expan-
sion processes. Due to the size of the parent company, the first three
cases had many people involved at the beginning of the expansion
process, while the fourth corporation only used a few people initially.
The first case, which is a large organisation, employs more than thou-
sand (1000) people in the RSA and has more than ten thousands (10
000) employees world wide. This suggests it has a good basis and a
wide range of knowledge considering the number of people. In all four
cases, the employees in the RSA played a decisive role in the success
of the business operations established there. Having experience and
having a substantial local socio-cultural and political knowledge and
sensitivity, they were able to increase capacity and to deal with key cus-
tomers without difficulties. In addition, the political and socio-political
knowledge and sensitivity proved to be of great importance. In case no.
4, the initiative came from a person who had lived and worked several
years in the RSA and who knew the political dynamics of the society in
question.

For the analysis the REMNET-framework separates the resources
(R-factors) from the N-factors although; in reality and at a certain point
these factors may be intertwined through the exchange process (see sec-
tion 3.4). However, it has to be born in mind that over time subsidiaries,
customers and other suppliers in the RSA and socio-political actors also
contribute to increasing the resources and capabilities of the involved
actors (see Welch & Wilkinson 2004; Hadjikhani & Sharma 1996; Ha-
linen & Tornroos 1998). Aiming at minimising the transaction costs has
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also been seen as an internal driver of FME (Williamson 1981; Hennart
1982). Buckley and Casson (1976) and Dunning (1988, 1995) argued that
a particular entry decision cannot be viewed in isolation. Rather it must
be considered in relation to the overall strategic posture of the firm.
From this perspective, the overall performance of a company can be
seen as a driver of the FME process too.

7.2 External environment and FME into the RSA: the
En-factors

For the expansion process to take place and for a firm to maintain
growth, the theoretical discussion conduced in section 3.2, instructed
us that there are conditions that have profound influences on the ex-
pansion process. These conditions, named external conditions, are to be
found in the business environment in which the expanding firm oper-
ates. Theses factors are also related to the government policies, the compet-
itive environment (Porter 1990, Buckley & Casson 1998) and to acquisition
opportunities (Calof & Beamish 1995). They are external to the company
and may be regarded as parameters of the entry and expansion deci-
sion. Because no single external factor is likely to have a decisive influ-
ence on the expansion strategy for companies in general (although it
may have for an individual company); one can only say such factors
encourage or discourage a particular expansion strategy. These exter-
nal factors cannot be directly affected by management decisions. The
often used pull factors refer to the nature of the effect of these factors.
The external environment (Welch & Wilkinson 2004; Hadjikhani &
Sharma 1996; Halinen & Tornroos 1998) imposes certain conditions on
the expansion process. These factors may create barriers to growth of a
company in both domestic and foreign markets. According to Hennart
and Larimo (1998), growth in the target industry, the extent of natural
resources, the industry structure on the domestic market and the pos-
sibilities for transaction costs minimisation appear to be key factors.
“Due to the size of some of these projects and due to the fluctuations
in the exchange rate, the danger that MASA have faced due exchange
rate losses, MASA has resolved that in some instances by selling di-
rectly from Finland to its customers. Thus bypassing the local organ-
isation and by invoicing in Euros from Finland. The customer pays
in Euros directly to Finland. MA makes profit, but the local company
misses on the profit part of the cash flow, which may in turn, affect
the local business operations. The local organisation would then con-
tinue to have expenses, but with these bypassing there won’t be any
justification of paying these expenses” (MASAG0279).

As discussed in section 3.2, and shown in figure 4, the host environment



plays a decisive role in attracting or in discouraging foreign companies
from expanding their business operations into a particular country. In
this analysis, I was particularly concerned with the host environment
factors. To simplify the analysis the host environment was divided into
3 broad categories: host country market factors, host country produc-
tion factors, host institutional factors. Furthermore, each of these broad
categories was also given sub-categories as stated in figure 4. To avoid
repetition, I do not display all these sub-categories again here. Rather in
the following, I provide for a discussion on these sub-categories which
acted as key drivers for the FME into the RSA for the four cases. There
are also factors that originate from the host market, described as: access
to production input, capital market, distribution channels, managerial
linkages, and the exploitation of firm-specific advantages in foreign lo-
cations (see Dunning 1988, 1995). Market accessibility includes factors
such as increased communication with foreign market, the proximity of
suppliers, efficient transportations, avoidance of tariffs and non-tariff
barriers, as well as access to government contracts.

Other important market characteristics include labour costs, mate-
rial inputs, management labour relation and the availability of non-
unionised labour, less probability of strike, publicly provided financial
incentives above government contracts and the similarity of customer
preferences. Barriers included political factors, competition (e.g. host-
county and other foreign rivals (see Porter 1985, 1990; Buckley & Cas-
son 1998) and those factors related to customers (e.g. cultural differ-
ences). Target country market factors, such as the present and projected
size of the target country market is an important influence on the mode
of penetration.

Another dimension of the target market is its competitive structure:
markets can range from atomistic (many non-dominant competitors)
to oligopolistic (a few dominant competitors) or monopolistic (Porter
1985; Knickerbocker 1973). Atomistic markets are usually more favour-
able to export entry than oligopolistic or monopolistic markets, which
often require entry via equity investment in production to enable the
company to compete against the power of dominant firms (see Knicker-
bocker 1973). In target countries where competition is judged too strong
for export and equity modes, a company may turn to licensing or other
contractual modes. Small markets favour entry modes that have low
break-even sales volumes (indirect and agent/distributor exporting, li-
censing, and some contractual arrangements). Contrary, markets with
high sales potentials can justify a penetration strategy with high break-
even sales volumes (branch/subsidiary exporting) and equity invest-
ment in local production (Root 1994, p. 29).

The availability and quality of the local marketing infrastructure is
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worth mentioning too. For instance, when good local agents or distribu-
tors are tied to other firms or are simply non existent, an exporting com-
pany may decide that the market can be reached only though a branch/
subsidiary entry (see section 3.2). Host country production factors: the
quality, quantity, and cost of raw materials, labour, energy and other
productive agents in the target country, as well as the quality and cost
of the economic infrastructure (transportation, communications, port
facilities, and similar considerations) have an evident bearing on entry
mode decisions. Low production costs in the target country encourage
some form of local production, unlike exporting. Obviously, high costs
would harm local manufacturing (see section 3.2). The following quote
illustrates what one manager thought about the host market factors,
which had influenced their decision to expand their operation into the
RSA.

“The first motive was to go to a market where they could make mon-
ey. There is a huge industry potential, compared to the rest of unde-
veloped Africa. Since 1994, the RSA had a relatively stable political
situation which was a good score of growth in business confidence,
but what made them to come here was that there is a lot potential”
(LASAJ022).

“What we felt in our particular case was that the products came first,
and there was a need for valve and automation products in the coun-
try, because Sappi and Mondi? for instance as well as the petrochem-
ical industries. When they were built in the beginning, the engineers
specified Neles and Valmet products at that stage. Neles and Valmet
were represented here by agents, who were local companies who
had some knowledge of the field of that Metso operations and had
agency to import these products. Later on, these agents saw a posi-
tive potential for growth which pushed them to establish their own
presence in the RSA” (MASAGO0216).

“The motives really were to some extent to increase their store base,
increase our products in various sectors of South African economy to
some more products thereby increasing the turnover and the profit,
also trying to increase the competitive advantage. MA has competi-
tors worldwide, so, it was driven by the desire to give the level of
service to the local South African industry too. In that sense, MA was
aiming at enhancing its product in the RSA and that may have been
the main justification for moving in” (MASAG0218).

In all the cases involved, the issue of robust competition was said to
cause difficulties in expanding businesses into the RSA.

“There is tough competition and then we have customers who are
very well informed. They expect first world standard in terms of

9 Large paper processing corporations based in the RSA, and they are in the process
of becoming global players.



projects and in some way South Africa is unique because it is the first
world country with the third world components, and the mixture
you know between them. I think that makes it difficult to perform to
the first world standard”. (OTSAH0235).

“Initially, Larox found the RSA to be very difficult place to do busi-
ness with. In our particular case, we felt that there was a much
closed- community of decision-makers in industry and there was a
closed community of suppliers and they seemed to have very close
links, so we had found very difficult to penetrate and to be a credible
supplier. This kind of inward behaviour had taken place during the
sanctions time, which resulted in business concentration and con-
glomerates” (LAFIK0222).

In the host environment, there were also institutional factors (socio-
political policies) that affected the way business operations were to be
conducted. These had profound influences on the business and social
networks. The following quotations illustrate the existence of these key
influencing factors.

“The government policies affect us as much as they affect any other
company. You are talking about equity bills like black economic em-
powerment and it is affecting us so that we have to align ourselves to
those structures. It is not a question if we are going to do it; it is how
we are going to do it and when we are going to do it because those
that are left behind are the people who are going to suffer. Major min-
ing houses are looking to get their scorecards up to speck and they
look to their suppliers to be part of that process” (OTSAA0460).

“Now the way it affects us as a Finnish company is..., it says that
companies operating in this country need to have a plan whereby
they bring people who were previously disadvantaged into top man-
agement positions. That is not a uniform thing, because it applies
differently to different size companies. A company of our size which
is about 50 employees or less has to submit each year report to the
government on how it is doing on that plan to try to increase the
black management” (MASAG0243).

The socio-political environment and government requirements were
seen in the four cases as affecting the FME into the RSA. In all the in-
terviews, these concerns were present and were discussed as causing
extra costs for the management of these processes. For instance, the
cases involved affirmed that they had challenges in adapting to the af-
firmative actions and to the Broad Based Black Economic Empower-
ment (BBBEE).
“The costs of doing that in time, efforts and manpower have also
been horrific. Previously in my job as Human Resource Director,
I was able to interact on the shop floor with people to understand
problems across on a lower level. Today, l am bogged down in issues
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surrounding pension and providing funding, surplus distribution,
proportionate of pension and surplus funds, which is a new act they
brought in. I've been bogged down in more so than normal. Previ-
ously, there was employment equity; even if it wasn’t legislated we
were doing it” (MMSAR0456).
For these cases, trying to use BEE partners was difficult during the pe-
riod between years 1995-2005. For those who tried the result was that
they had trouble with these companies, although they had been confi-
dent they would fulfil their part of the agreement. After a short time, the
four Finnish companies realised that the partner could not match their
expectations. Conventional wisdom would have suggested that these
“local partners” would be very familiar with the local business con-
text. These black empowered companies, being “citizens” of the RSA
and having support from the government felt that they understood the
South African market better than any one else. However, this turned
out not to be true, especially when it was a question of very specialised
and sophisticated processes. To overcome the problem, Finnish corpo-
rations either had to change partners, or had to adapt to a new partner-
ship through offering training. As one senior manager concedes:
“It is critical to do good homework to find suitable long-term part-
ners in the future” (MMSAO04R105).
All the four cases (at the corporate level) have a lack of knowledge
about these black empowerment structures. Thus, they preferred to let
the local subsidiary management handle these local issues. Three Finn-
ish corporations (the larger ones), felt the affirmative actions and BEE
structures were imposing extra costs in management and believed there
was a risk of poor performance in the short-term. All agreed that the ex-
isting Black empowered companies still lack the necessary capabilities
to deal with “technically advanced processes”. However, the “white
dominated” partners were found to have good skills and capabilities
and “western-like business operations and laws” and that contributed
to the feeling of less cultural distance when dealing with Western like
business partners. The four involved cases had very well established
brands. The socio-political processes pursued by these cases, were
mainly associated with dealing with government officials and Trade
Unions to show how they planned to apply the affirmative actions and
to negotiate favourable terms in situations where they applied these
structures.

In addition, the cases involved in the study were concerned with
other social processes connected to external feedback from customers.
It was a question of convincing customers of the fact that they could
obtain the best services and value if they adopted these products. The
expanding ventures understood quickly that the South African market



was a slightly different business environment. The more the custom-
er accepted these case companies’ offers, the greater their sustainable
competitive advantages became. Revenue creation was determined by
the number of products or equipment installations that were delivered
to the customers. At the same time, only the number of deliveries could
be a measure as a direct growth in sales volume. For instance, Larox ad-
mitted to having installed about 15-20 pressure filters for one customer,
and these were installed at different mining sites.

The impetus for all four cases was to conquer the whole RSA market
and thereafter to be able to search for markets in other Southern African
countries, and probably to expand their business operation into other
African countries as well in the future.

“Strategically South Africa serves well in the location because out of
the global manganese which is the laying element reserves and by
far the majority are in South Africa. So, the raw material base all base

is there, and it is good quality or it is low phosphorous, excellent
material to be used for this kind of production” (MMFIU(0223).

Through their competitive advantages (technologies, and socio-cultur-
al know-how), these four cases were able to compete with other fierce
competitors operating in the same market or in the surrounding mar-
kets as illustrated in the following quotations:

“So it is a little bit, South Africa is not only for South Africa, but
LASA is taking care of the surrounding countries ” (LAFIK0215).

“Many companies see South Africa as a lunch pad to other markets
on the continent. South Africa has a very important role in acting as
a either a base or a development base for business in other countries”
(MASAK0467).
The participants in these FME processes (in Finland) admitted to a con-
siderable knowledge gap in respect of the South African Business en-
vironment (socio-political environment) yet they admitted that most of
the customers in the RSA also operate as key actors in the global scene
and that made it easier to deal with them. All the cases involved in the
study have a high level of experience of operating in global markets.
However, the same experiences may not be transferable to the RSA
with its quite different socio-political setting.

When dealing with emerging markets, instead of using arguments
based on premium brands and high margins as used in developed mar-
kets, the best strategy seemed to be to “learn from the bottom” and to
try to reduce the relationship distance with they key market partners
such as customers. For local management at the subsidiary level, it is
necessary to have a supportive management at their respective head-
quarters. Relying only on traditional capabilities and corporate mind-
sets, may not be appropriate when expanding into emerging markets
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and corporations may lose substantial opportunities. Highlighting the
potential risk from failing to learn from the bottom, South African man-
agers appreciated the support from the top and actually were proud
that their parent companies actually adopted their propositions (pre-
sented at various strategic meetings both in Finland and in the RSA)
in overall corporate strategies. In this sense, it created the potential to
override the traditional expansion process and the traditional alloca-
tion of resources. In the cases involved in the study, bottom-up learning
and willingness to learn has generated more profit for the entire group
as most of these subsidiaries eventually achieved the function of profit
centres.

7.3 Market commitment and marketing strategies in
FME: the M-factors

At the centre of the tentative REMNET-framework (figure 5), I identi-
fied the M-factors. These are factors related to different strategies and
modal choices in FME processes. Within the M-factors, the following
sub-categories were identified: entry and penetration strategies, own-
ership and commitment strategies, co-ordination and concentration of
value adding activities, fragmentation and integration strategies. As
discussed in 3.3, these different strategies are of importance in the FME
process and are influenced by other processes as well. The penetration
process in this study refers to Finnish corporation’s choice of whether
to enter the RSA by obtaining existing units in the RSA through acquisi-
tion, or through establishing new ventures or Greenfield.

“The first 4 years it was. “I am a one man’ band” and that was it: one
man! There was no huge injection of cash; money had to come from
the trade, so we bought everything you see here in this office from
the profit made in South Africa! As you know, there is no free lunch
and the Finns do not hand out the check book for sure. I mean they
put one man and say “If that person does not perform far, let us hire
another one” (LASAJ0205).

“We are a hungry company. We were aiming to take on and become
the world’s service provider for solid- liquid separation. In addition,
we have been working towards growing our market share for some
years. It was clear to LA global management even three years ago
that we could not take all the business in the world with one product,
we needed more products: the choice was then between acquiring
or designing new products. It has to fight against 50-60 other high
competitors in the world. Therefore, if we are going to double our
business, we have to double or triple the size of our target markets.
That is why we acquired OK’s range product line” (LASAJ0403).



The ownership strategy is a critical element in the expansion process.
The four cases involved had to make choice whether to enter the RSA
alone, or to share resources with other parties through joint-ventures,
and if that was to be the case, they had to decide how much share each
partner would have in the arrangements. Each case made decision(s)
on which functions of the value chain was to be performed in the new
foreign market and to what extent they should take place. Each com-
pany therefore had to formulate some sort of co-ordination and con-
centration strategies. These strategies were influenced to a large extent
by several factors that are identified in section 3.3. However, similar
processes were observed in all the four cases. Customer’s requirements
became one of the decisive factors in deciding on co-ordination and
concentration strategies.
“So, we are putting the focus very strongly on being a service pro-
vider into the various mines and quarries in which we operate. We
could say that we are solutions providers to our customers. That is
what we do best and that is how we counter pirate activities. Pirates
do not have the expertise that we have to supply a full solution, a
full problem solving expertise. Thus, this is the route we are taking
and that is our future. We aim at distinguishing ourselves from the

smaller players who are to provide products without full services”
(MMSAR0429).

“I think a prerequisite before you invest in selling in this country you
must invest in supporting those sales as well. So, if it’s a technical
product, technically you need to ensure that you can support what
you are doing, you cannot just sell” (MASAKO0461).

The decision on the appropriate coordination and concentration mech-
anisms during FME depends on several factors such as the existing re-
sources in the firm and their transferability across countries.

The issue of which role the new entity is to play in the firm’s entire
global network is very crucial. The fragmentation and integration strat-
egy refers to the decision as to whether to incorporate the new venture
in the host market into the firm’s global network or to let the new ven-
ture live its own life i.e. remain an independent unit with little or no
relationship with the main group members. Unlike the coordination
of cross-border activities, integration involves rationalisation that may
entail the standardisation of products, centralisation of technological
development, or the vertical or horizontal integration of manufactur-
ing (Kobrin 1991). In this study, the process of integration means form-
ing, coordinating or blending entities into a functioning unified whole,
and integration refers to the ongoing process of striving for harmony
between the case companies and the internal conditions, as discussed
earlier. Furthermore, it is about finding common grounds with the oth-
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er actors involved. When something is integrated into something else,
the two together possess a unique quality. This integration process was
observable from different angles. Firstly, the Finnish corporations with
their subsidiaries functioned as a unified whole. Subsidiaries located in
the RSA function as profit centres and were found to be well integrated
in the overall group’s world wide structure as witnessed in the follow-
ing statement:
“We are set up as a profit centre, so we are here to make money and
we get measured on generating profits, especially for the minerals
processing business. For the metal processing business, we do not
carry the expertise base; that is based in Finland. I think we all are
judged by how good the whole company is doing ultimately. We
understand as a group that it doesn’t help us to be the only shining
stars; the group as a whole has to do well, and I think that is the sort
of structure that has been created and that is how we fit into the tech-
nology structure” (OTSAS0432).

These Finnish corporations incorporated the new local employees into
the larger unit of their Finnish corporations” global networks. The other
type of integration, which occurred with the increased activities tran-
spired between key customers and the Finnish corporations as they en-
deavoured to become solution developers together with their custom-
ers. It is generally assumed that forces that are unified act in concert as
expressed in the following quotation.
“MASA strives to achieve the future care which means to work hand
in hand with customers in the way that they become more of partner
to give them the best possible service to pre-empt problems, not to
react to the problems that have occurred. We will continue to sell
well and will have a good reputation for service quality and reliabil-

ity. In that way, we will overcome some of the problems we have”
(MASAG0293).

Integration also means ending segregation, and creating equal mem-
bership in the organisation. This refers more to the new business in
the RSA that the customers gained through business activities. Equal
membership or the need to create it certainly dictated the economic and
growth opportunities and potential in the RSA. This required some-
what of a re-organisation of internal structures, both in Finnish head-
quarters and in relationships with their dyads (key customers).
“Customers demand certain standards and more and more these
days, customers want equal partnership/relationship with us. With
any supplier for that matter, the customer is saying for instance, if
your product fails, you are responsible for that product as a supplier.
We will deal with you as a supplier if you deal with us as equal part-
ner, you give us what we require, we give you what you require, and
we work as in a partnership. So, to a large extent we are driven by our



relationships with customers and their demands” (MASAG0229).

The other process in the M-factors was named adaptation, which sig-
nifies adjustment to the environmental conditions and pressures (see
Calof & Beamish 1995). It also has to do with the kinds of modification
that enable organisations to be able to survive under the conditions of
its new environment (the En-factors as discussed in 3.2). In this study,
adaptation means arriving at a correspondence between the objectives
of the expanding companies and the business environment in which
they are operating in the RSA. For instance, when companies merge
or acquire other business units or other companies they both need to
adapt to each other, and to find common ground to support their op-
erations. In the case of Finnish corporations, this process was identified
and the following quotation illustrates what one Finnish manager felt
concerning this matter.
“It requires a lot of pain and suffering that soon has to be done to get
things to run properly. Our company was very big also in pulp and
paper sort of things. However, we sold Timber Jack, which was very
strong in Canada and so on. We sold that although it was a quite suc-
cessful business. We did that because, that was not one of the core
businesses we are looking at. Then we used that money to expand

into other acquisitions. So, our corporation is a very big global or-
ganisation” (MMFIU0252).

Thus, adaptation comprises of both the strategic and tactical behaviour
of the expanding firm in the face of environmental changes. In the case
of the RSA, the cessation of sanctions, the introduction of affirmative
actions, the requirements of key customers, as well as the macro-level
changes like inflation currency fluctuation, all required responses from
the cases in this study.

“The government published for the manufacturing sector and other
sectors in the economy what they referred to as the BBBEE which
is Broad Based Black Economic Empowerment. They formed also a
scorecard and a charter which affects companies like ourselves in the
RSA and how we do business and how we as a vendor, a supplier
to the mining houses on the one hand, to government on the other
conform with a scorecard which measures our performance in terms
of this economic empowerment” (MMSARO048).

Customers are saying “We want to know what affirmative actions
measures you have got in your company as an approved vendor to
us. What black empowered companies do you use in the manufactur-
ing of your products or in the installation of your products or in other
occasions? So, that is a changing thing for us now” (MMSARF0266).

“So, there is a lot of pressure on us to survive in the face of the mines
putting off future growth until things stabilise or until such times
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that the rand devalues. This is also the case with many aspects of
industry in this country. So the exchange rate is playing a major role”
(MMSARO0414).

Adaptation processes need adequate and at the same time unique
mechanisms. It requires up-to-date trustworthy market information in
order to sustain good relationships with key customers and to fight
competition. The following quotations give an indication of the adap-
tation process, and how this process develops over time, after relation-
ships are initiated:
“We have a future care concept which means that we do not wait for
our customers to say: "Hey you know, you are not performing. We go
to the customer and say that we want to form a sort of partnership
with him. We want to talk about the standardised prices, we want
to talk about service prices, we want to talk about ownership of the
inventory plant, so instead of selling to them, we have the inventory
at the plant the spare parts and whatever and just supply to them
when they need it. We take the ownership of the products until they
actually install it. Added to that, we agree on service contracts and
that is largely the way it has been run” (MASAG0234).

7.4 Networking and business relationships: the
N-factors

FME process takes place through networking and through creation of
business relationships. The cases in the study were involved in differ-
ent business and social networks in order to exchange resources and
information. Networking was important to offset negative influences
and lack of knowledge of the external environment. Business networks
and business relationships were found to be embedded in a socio- po-
litical environment and that they could be shaped and could also shape
the business environment (see Halinen & Tornroos 1998). The example
below shows how one Finnish senior manager described the forces in
the company’s business environment after the UN-led sanctions (early
1990).

“The key driving force has been that South African pulp and pa-
per companies have decided to internationalise their business op-
erations. They have thus learned and understood how to conduct
international businesses. That has proved to be extremely helpful for
MA in many aspects and the RSA is becoming a very well established
market” (MAFIK0241).

Although networks were present in all of the cases, the intensity of net-
working varied from case to case and from type of network to type
of network and relationship, according to the purpose for which the



relationship was established. All the cases involved spent a substantial
time networking, especially with their key customers. The desire was to
create partnerships and develop solutions together. There are different
factors that affected the network content and context. For instance, the
socio-political environment was stated as having played a considerable
role. Within the socio-political environment, firms found themselves
engaged in political activities. One case company, which has a large
business operation in the RSA, found itself dealing with the govern-
ment and trade unions on employment and BEE issues more often than
normal. The other 3 cases also found that these processes were time
consuming and caused uncertainty in business operations. The follow-
ing table (table 8) identifies the types of networks and the key activities
performed by the different actors involved.

For instance, the requirement of having a joint-ownership with a
BEE actor is said to be confusing for foreign corporations. They feel
forced into partnerships with partners, which may not add value to
their activities.

“We are forced into this formal vehicle that takes a lot of time and
energy” (MMSAF023).

The study identified different structures, drivers, and mechanisms
behind business relationships and networking and the direction they
take in the RSA. In accordance with Anderson and Narus (1998, 2004)
and Dwyer et al. (1987), the key driving force for business network-
ing for Finnish corporations expanding into the RSA were: interaction,
knowledge sharing, learning, exchange of resources and commitment,
partnership and trust, position, value co-creation, cooperative innova-
tiveness, political networking, reduction of relationship distance and
future care. The following statement illustrates these processes.
“MASA strives to achieve the future care which means to work hand
in hand with customers in the way that they become more of partner
to give them the best possible service to pre-empt problems, not to
react to the problems that have occurred. We will continue to sell
well and will have a good reputation for service quality and reliabil-

ity. In that way, we will overcome some of the problems we have”
(MASAG0293).

Finnish corporations engage in activities and business operations with
the aim of creating and increasing value for their customers while in-
creasing value for themselves. Through exchange relationships and
through cooperative innovativeness value was co-created between the
involved actors. By analysing the expansion processes of Finnish cor-
porations into the RSA and the development of their business relation-
ships, it was possible to depict a common trajectory or pattern that the
business relationships that were following.
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Exchange of information
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Table 8: Types of networks and key processes

The cases studied went through a process of diminishing the relation-
ship distance between the actors as depicted in figure 7 on the next
page. At situation 0, there was no contact at all. This could be associated
with the time before there was interaction between the case companies
and their customers in the RSA. In the buyer/seller relationship (situa-
tion 1: product supplier relationship), both supplier and customer es-
tablish contacts through sporadic exports and effort from the supplier
to demonstrate its capabilities and the kind of solution it offers to solve
the customer’s problems. This could be done through exports, and the
intensity of interaction from a single actor’s point of view is dependent
on who initiated the process and how willing and prepared they are to
interact according to their strategic drivers. The duration of this phase
depends not only on the product(s), but also on many other factors



such as: alternative supplies, legal requirements, function of the prod-
ucts, the expertise involved, the existence of close substitute, and the
general infrastructure in the customer’s business environment, to name
just a few key factors. In this situation, the value-adding activities for
the customers reside in the initial phase. In the awareness phase, there
is an intensive network of people-to-people and the expanding firm is
an awareness creator.

Customer
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Figure 7: Reduction of relationship distance in a dynamic business relation-
ship (Own conceptualisation inspired by Ford, 1980)

The supplier then moves to a hard “person-to-person’ argumentation
to convince customers to formulate their own opinions that might sup-
port the supplier’s offering and capabilities in the long-term. In this
phase, the supplier would try to gain intimate knowledge of the differ-
ent forces at work in the customer’s organisation. This situation might
prove to be crucial as the customer (buyer) enters a bargaining phase
before making important and decisive decisions to use the product of-
fered by the supplier. This study does not analyse other potential forces
at work and other drivers influencing decision-making process. How-
ever, we can assume that different attributes such as technical solutions,
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quality and price, after-sale services and maintenance and the overall
function of the product within the customer’s production system have
a bearing on these decisions.

In the third situation, as a solution provider, the supplier occupies
a status of preferred supplier. The customer becomes almost depend-
ent on the supplier and may fear changes. The customer relies on the
supplier and usually does not have any reason to talk to other competi-
tors. To enter into this situation, requires that the customer is satisfied
not only with the supplier’s performance of the product offered by the
supplier, but also with the overall services rendered in the after-sale
period.

In the fourth situation, the supplier is a solution developer, with a
status of exclusive supplier. The supplier not only listens to the cus-
tomer’s formulation but also tries to anticipate the customer’s problems
and tries to find solutions before problems arise. Both the supplier and
the customer are well acquainted with each other and work together in
a mutual understanding and cooperative innovativeness. In this situ-
ation, the relational distance has become very short and the supplier
is considered almost as one part of the customer’s own resources or
resource creating entity.

In the long-term, the partners may move to the fifth situation where
they start to have integrated resources and to become corporate part-
ners. During this “mature” situation, the involved partners have their
resources largely integrated. They may conduct many value-enhancing
activities together, such as research and development, tests of other
solutions that could add value and other activities related to the mar-
keting of the final products. In this situation, both partners increase
their value and their own capabilities by sharing information. To keep
up the competitive edge, a broad cooperation with key customers may
also trigger innovative capabilities and other functions that the sup-
plier could not perform alone. In a hypothetical sense, we could im-
agine a situation where this kind of relationship develops and results
in a bottom-up integration or vertical integration. However, customers
might still like to have “other cards” to play. They want to keep their
options open so that they can always use their bargaining power to
squeeze the supplier by price bargaining and other strategic moves.
FME into an emerging market should be seen as a result of interaction
between the expanding firm and the actors both in the host market and
outside. The level of interaction and the requirement to create value
will determinate the mode of operation and the level of investment
to keep the value as high as possible (see Forsstrom 2005). The other
striking factor in the development of this dynamic business relation-
ship is the increase (in the beginning) of organisational complexity and



then, over time, a decrease in organisation complexity. The decrease
occurs because of the increased cooperation and partnership. Concur-
rent learning acts as a good mechanism to diminish frustration, which
may occur with increased cultural complexity and diversity (through
an increase in the merging and integrating of different companies, for
instance). Joint training, meetings and seminars, reciprocal visits and
presentations function as mechanisms to tackle the issue of learning
and increases the trust among the partners. The four cases in this spe-
cific context in the RSA provided preliminary propositions for foreign
firms doing business in Africa: developing business in Africa demands
the development of mutually beneficial relationships and value with
other market actors in and outside the continent. Unique problems and
cultural distance can be solved through engaging the expertise of net-
work partners (see Owusu 2002, 2003).

Once the expanding corporations in these case studies established
contacts with the actors (such as customers), it required a more par-
ticipatory approach, in which all parties were willing to share informa-
tion. This extended far beyond the idea of national responsiveness con-
sisting of adapting pre-existing solutions to local conditions once the
uncertainty is minimised for example in the UIM (Johanson & Vahlne
1977, 1990). In fact, the analysis conducted here indicates that the entry
into the RSA benefited from identifying local partners who could ac-
tively contribute to respective ventures’ conceptualisation, by adding
local content to the product design. The cases involved in this study
kept their core products and at the same time, they adapted their solu-
tions to the customer’s requirements. Some of the successful ventures
outsourced a great number of services to local entrepreneurs, who met
the customers on their behalf. This was possible after intensive training
of these entrepreneurs and after encouraging them to start their own
businesses in the RSA. In doing so, these new ventures encouraged
them through both rigidity and flexibility on how the final product and
after-sale services could be marketed and delivered to the customers.

The four cases illustrate that partners benefit mutually through de-
veloping a cooperative environment based on “win-win” strategies.
This cooperative environment requires a shared responsibility and
accountability among key members. Through different situations in
the relationship between the key members, it was demonstrated that
the involved partners could benefit mutually from the development
of a common vision, goals, objectives and actions plans. This is done
through shared information and knowledge, shared risks where feasi-
ble and through incentives for improvements. Through different rela-
tionship situations as described above in figure 7, the involved partners
foster a sense of trust and commitment and they jointly manage their
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projects and relationships. This approach could be used to move the
relationship into the next situation and that could in turn reduce costs
through joint actions. This in turn, might lead to improved efficiency
and joint innovation.

However, the process shown in figure 7 should not be understood in
a linear fashion. Although it shows different situations 0 to 5, it should
not be interpreted in a way that the relationship needs to go through
the different steps (like in stage models) one step after the other. On
the contrary, these situations depend on the strategic drivers of each
actor in the process. Thus, each relationship may have its own path and
the durations of each situation also depends on many factors. It was
found that the situation the relationship found itself in was also deter-
mined by the level of commitment each actor wants to contribute to
that relationship. Suppliers, customers and users create value for each
other through cooperation and that leads to the reduction of relation-
ship distance over time. In these specific cases, value creating processes
have been demonstrated to succeed through mutually beneficial rela-
tionships between the parties in the relationship. Thus, relationships
between the four cases with their key customers in the RSA moved both
forward and backward according to the strategic drivers of each and
according to time and critical events that took place either in the busi-
ness relationship or in the broader business environment. The top man-
agement interviewed in the four cases attributed the company’s success
to the management of the relationships with their partners in South
Africa.

In summary, it can be said that this study posits that the FME proc-
ess into the RSA was driven by both business and social networks, by
the aspiration to create value and future care, as well as seeking profits
for the involved partners. If they are to succeed, firms need then to
avoid the unsuccessful strategy of viewing creation of value in terms
of the product itself. Learning from the local environment and know-
ing customer’s expectations leads to positive results. To avoid a rigid
top down process, expanding corporations could benefit by adopting a
strategy aimed at reducing the relationship distance with the key part-
ners as depicted in figure 7 above.

7.5 Events in the Foreign Market Expansion into the
RSA: the Ev-factors

Other influencing forces come from different events (see Ev-factors
in section 3.5), which were seen to play a major role in shaping FME.
Involved corporations had to make decisions and to adjust their op-
erations according to the events involved. These events could be cat-



egorized and they vary according to their sources and intensity: Busi-
ness and market related events, Political events, Socio-cultural events.
Business and political events can be classified as a critical positive event
or a critical negative event. A critical political event is an event which
is followed by positive market outcome and may be linked to macro
economic policies (see discussion in section 3.2). The following quota-
tion captures the existence of negative and positive events, which have
shaped the FME into the RSA.
“One problem that we encountered at the end of 2002 and in the
beginning of 2003, as we were doing work for the government in
one of our product lines involving materials handling, one of the
criteria was that we must use previously disadvantaged, or as they
call it, HDSA — historically disadvantaged South Africans — we must
use HDSA suppliers. Up to 40% of our tender must involve those
people and that is fine. The difficulty was finding reliable HDSA ven-
dor that was, black empowered vendor. The difficulty was finding a
company that could deliver the right quality at the right price at the
right time” (MMSARO0433).
There have been other isolated events, which have had influences on
the FME. These events are related to competition and other markets
factors such as those expressed in following quotation:
“In 1996 we entered into a fierce price war with one of our toughest
competitor in terms of flotation where they undercut the margins in
the industry and we had to fight that price war, and I think we got
through on top” (OTSAA0443).

Other events may be related to positive gestures in the established rela-
tionship as expressed in the following quotation.

“They had a major problem and they started shouting for help. So, I

would say that in this closer relationship, that was the turning point;

when the need was visible and it was answered” (LASAMO044).
These four cases were affected by different events during the time of
their business operations in the RSA. Each of the four cases mentioned
event(s) associated with choosing the wrong partner as the most seri-
ous ones. These events could be categorised into business events, politi-
cal events and social events. For example case 1 was forced to choose a
partner who did not really perform well. Another event, which played
a very positive role in the relationship building, was associated with
an immediate response to a customer’s call for help. The consequence
of which was the building of trust and a good relationship with the
customer. Political events and macro economic events are associated
with political decisions or behaviour, which had a profound effect on
the actors” business operations. In the case of the RSA, positive politi-
cal events took place in the 1990s and that encouraged businesses to
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expand into the RSA. Negative macro economic events were associ-
ated with the loss of value of the currency. This macro economic event
affected all the four cases and other businesses that were selling im-
ported expensive products and systems. The consequences were that
many projects were put on hold, waiting for a better exchange rate.
To counter the problem associated with currency fluctuations, South
African buyers used a strategy of paying for future procurements. This
strategy worked well for these four cases, especially as they as sellers
could receive cash before delivering products and services. All in all
both political and market related events may have great influences on
market strategies and may serve to reshape business network structure
and resources.

7.6 Time and temporality in FME into emerging
markets: the T- factors

The last dimension having an influence on other processes has been
identified as time and temporality in what was conceptualised as T-
factors (see 3.6). Time has its own context, which means that it is re-
lated to the human actors, their situations and problems that they try
to solve through interactions and such interactions have had a great
significance for the case companies too. The actors in the cases took
decisions, which involved time constraints and they also worked with
their key business relationships with a time frame in focus. The follow-
ing quotation illustrates the meaning of time as an influencing factor
for the expansion process of this particular case
“Looking backwards and at the result, the timing to set up our oper-
ations in South Africa was pretty much perfect. Whoever at the time
took the decisions, took it with very fine time dimension. It was the
right time for us to start our business operations there. In our time
of business, we even tell ourselves that, if we expand our business in

a new country, it typically takes 2 to 3 years before we get the first
order” (LAFIKO0218).

The four cases took decisions to expand into the RSA under the pres-
sure of time. As the market was opening up, they could not afford to
wait too long. If they did so, they could have missed obtaining the first
movers’ advantages and the competition could have been even stronger
for those who entered at a later stage. Temporality and time dimension
also influence the other dimensions. For instance, resources and capa-
bilities vary with time, business networks and business relations also
vary with time.
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8 KEY RESULTS AND MAIN
CONTRIBUTIONS OF THE STUDY

The traditional internationalisation theory advocating global strategy
(see Hamel and Prahalad 1985; Yip 1989), focuses on global integration,
national responsiveness and worldwide learning (Bartlett & Ghoshal
1989). Sharing resources internally maximises the economic benefits to
the expanding firm. Although process-oriented studies could identify
additional variables and enrich understanding of their complex inter-
actions, studies that directly explore the causes and mechanisms that
shape the FME-process into emerging markets are rare. At this point,
I am able to reflect back and to assess the findings from the analysis in
the light of selected studies outside of the immediate field of study. In
this way, my hope is to strengthen the empirical and theoretical find-
ings and to go more deeply into a conceptualisation of FME into emerg-
ing markets. The focus is on identifying and supporting the basic proc-
ess that emerged in the empirical study. In this process, I follow the
framework as suggested by Whetten (1989) on how to contribute in a
theory development. In my opinion, relying solely on one theoretical
approach in the behavioural stream of research was questionable. Ear-
lier evidence also supported this approach of combining old models
to increase understanding of the FME process into emerging markets
(e.g. Bilkey 1978; Bell 1995; Coviello & Munro 1995, 1997). The analysis
showed how the FME process of Finnish corporations into the RSA had
unfolded and what had influenced them.

Managers usually have good skills of seeing, recognising or match-
ing patterns that confer obvious evolutionary benefits. In dealing with
complex problems, they look for patterns, they simplify the problem
by constructing temporally internal models or hypothesis or schema to
work with. This means that they carry out localised deduction based on
their current hypothesis and act on it (see Vincze 2004). This is where
the experience accumulated through repetitive decision-making and
action help them to solve their problems (see Aharoni 1966). In a stimu-
lus-response (SR) process, feedback from the external environment on
their actions, may strengthen (positive reinforcement) or weaken (neg-
ative reinforcement) the temporary internal models (Aharoni 1966). As
posited by Vincze (2004), using simplified models to fill the gaps in un-
derstanding complex phenomena is inductive behaviour widely prac-
ticed by managers. As identified in section 3.1 and 3.2, there are internal
and external triggers and drivers that act on a firm, putting pressure on
it to expand its activities into foreign markets. Some of these triggers
were earlier identified, for example, by Czinkota (1982) and in the case



of emerging markets by Torrisi (1985), Lecraw (1991) and Brewer (1991,
1993).

Based on the discussion in chapter 7, I could summarise the key cat-
egories and their sub-properties in the integrated REMNET-framework
of FME into emerging markets in figure 8. In accordance with Mtigwe
(2005) Iidentified three groups of factors. That is: those aspects respon-
sible for initiation of the FME into the RSA (internal and external driv-
ers) and those aspects responsible for accelerating or slowing down the
process (accelerators and barriers) as well as those aspects responsible
for determining what form the FME into the RSA took (selectors). Sub-
sequently, each group of factors is discussed and the key relationships
between these constructs are presented with hope of clarifying the the-
oretical and empirical contribution of this study.

8.1 Internal drivers of FME to emerging markets

As shown in figure 8, many factors act as internal drivers and contrib-
ute to variations which occur in FME. According to Penrose (1959), a
firm’s distinctive competence is based on the specialised resources, as-
sets and skills it possesses, and focuses attention on the best utilisation
of these competences to build competitive advantage and economic
wealth. These tangible and intangible resources, which are under the
control of the firm’s administrative organ, are what are referred to here
as the firm’s resources and capabilities (Penrose 1959, 1980; Grant 1991).
These resources consist of tangible and intangible resources that may be
traded. These could be financial resources, capital resources, physical
resources, human resources, and skills of individual employees, tech-
nological resources like manufacturing systems, marketing systems,
finance, patents, brand name, reputation and the international experi-
ence etc (see figure 8). In the REMNET framework, this first group of
factors is labelled the R-factors and is divided into four broad catego-
ries: company characteristics; company’s hard resources, political re-
sources and human resources. In addition, the international experience
and knowledge of the firm can be considered as an important source
of competitive advantage (Padmanabhan & Cho 1999) because a firm’s
knowledge base increases with repeated experiences and becomes em-
bodied in the personnel and organisational memory (Penrose 1959).
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Figure 8: Integrated REMNET- framework of FME to emerging market

For instance, prior experience with a particular type of business en-
vironment of the host country will allow the firm to “learn” from its
experience and the learning becomes very valuable when dealing with
similar circumstances (Johanson & Vahlne 1977, 1990). From this per-
spective, the size of the firm plays a decisive role in developing capa-
bilities, and acquiring and using resources. In accordance with Caves
(1971), there is a positive relationship between the propensity to expand
business operations into foreign markets and the size and experience of
the firm. Firms also need resources such as financial resources in order
to absorb the costs and risk associated with involvement with foreign
markets, such as emerging markets in Africa. It would be then safe to
assume that the size and the existence of other internal resources of the
expanding firm are likely to influence the perceived risk of any project
to be taken in an emerging market. Consequently, and in accordance



with Benito (1995), one might expect that the readiness to engage in cul-
turally distant foreign markets, which may be associated with a higher
risk, is dependent on the availability of internal resources and capabili-
ties. There are also other forces such as influences from the owner and
other interest groups.

For the expansion process into emerging markets to take place, there
must be a number of factors that act as stronger enablers of the process.
These factors can be found among the four broad categories within the
main category of Resources and capabilities (R-factors) and could be
identified as management orientation, financial ability, partnership, po-
litical knowledge; opportunity seeking and risk taking (see also Mtig-
we 2005, p. 370). These factors enable the expansion process at a point
in time. As posited by Mtigwe (2005, p. 370) the critical effect on the
motion of the process is the strength of these enablers. Although a firm
may have the same experience in the home market, the same financial
resources and the same managerial competencies, the same firm-level
factors and may face similar threats in the foreign market, these factors
may make a considerable difference between a home market oriented
firm and a foreign market oriented firms. As indicated in figure 5 and
figure 8, all the internal drivers are necessary but insufficient conditions
for FME into emergent markets. The external drivers are presented in
the following section.

8.2 External drivers of FME to emerging markets

A second group of factors labelled external environment (En-factors)
which was sub-categorised into institutional, market related and pro-
duction related environment (see section 3.2) also has a profound im-
pact on the FME process into emerging markets. Obviously, the macro
and institutional changes taking place in the RSA were a significant
force in terms of their major effect on the moves of customers and com-
petitors. The results at hand support the suggestion that external en-
vironment also plays a decisive role in the outcome of the FME into
emerging markets. The companies in questions integrated, adapted
and made action strategies according to the condition created by the ex-
ternal and the internal environments and the involved actors’ role. The
cases involved initiated an adaptation process in order to cope with the
environmental condition they were exposed to and in which they were
operating. Companies tried to find compatibility between their busi-
ness operations and the institutional requirements. Companies were
not really driven by uncertainty avoidance. They rather acted as risk
takers in the lights of the external stimulus in the external environment.
When the expectation level was high, they deployed energy and re-
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sources into building good relationships with key actors in the business
environment (see Hadjikhani & Johanson 1996). Seen from the perspec-
tive of institutional requirements, the adjustments made by competi-
tors and customers’ requirements, in the cases involved were that they
were forced to respond adequately to the situation (see Knickerbocker
1973). These adaptation processes required: market information relat-
ing to customers, fighting competition, and positioning.

In accordance with Mtigwe (2005, p. 371), I identified two forces
acting in opposite directions that have an impact on FME process. On
one hand, there are barriers whose effect is to delay the commencement
of the expansion programme into an emerging market. These barriers
may play a negative role and may stop, delay or impede FME progress.
As identified in section 3.2 and summarised in figure 8, these factors
may be linked to the institutional environment as well as market and
production factors. On the other hand, there are other factors that could
be named as accelerators that act to speed up FME once it has started.
Accelerators may be found, in the firm’s internal and external bound-
aries. Those accelerators could be: international management experi-
ence, planning orientation, familiarity with emerging markets, the age
of the firm, networking ability etc. To summarise, we could say that
factors which play a negative role for the FME are barriers and those
factors within or outside the firm that act to speed up the process are
accelerators. A list of factors which act as barriers in emerging markets
can found in the environmental sub-categories as presented in figure 4
and discussed in sections 3.2 and 7.2.

8.3 Networking processes and Foreign Market
Expansion to emerging markets

To compensate for lack of the necessary resources expanding firms
become engaged in different relationships. As discussed in section 3.4
and 7.4 and as figure 8 indicates, firms engage in business, social and
political networks (the N-factors). These different networks act as key
complementarities for the expanding firms to gain access to external re-
sources and information. Business relationships, social networks, and
political networks are all embedded within the business environment
and accordingly, they are largely influenced by the institutional setting.
Therefore, concerning the institutional and political setting of the busi-
ness network, four-sub categories were identified: political actors, po-
litical activities, political resources, and political institutions (Welch &
Wilkinson 2004; Hadjikhani & Sharma 1996; Halinen & Tornroos 1998).
The idea is to join forces with other actors and to increase competitive
advantages to achieve growth. The other objective is also to secure rev-



enue and to sustain organisational and business growth for both par-
ties in the partnership. The interaction within the networking processes
lead to different effect: interaction and learning, exchange of resources
and commitment, partnership and trust, position, value co-creation,
cooperative innovativeness, political networking, reduction of relation-
ship distance and future care (see section 7.4 and figure 7). Networking
processes occur and different actors influence these processes. At the
same time, the corporations involved manage to use their involvement
and interaction with these actors to increase their own political resourc-
es, which hopefully, in the long-term, helps the expanding firms to
achieve their long-term objectives. Networking acts then as an enabling
process and is apparent in the adaptation and integration process. The
purpose of this structure is not to fix the operational mode, but rather to
achieve some strategic flexibility. Once these relationships are initiated,
the extended organisations create together with other members of the
network a delicate balance in respect of the diversity of perspectives
and unity of purpose.

The cases involved in the study developed a contractual network
with other companies and were able to move more rapidly into the
larger network. Relationships with customers became very influen-
tial forces. In all these cases, joint interest and shared goals came into
force. The relationship distance diminished over time and buyer-seller
relationship was improved with time. The relationship could develop
according to the process described in figure 7. Establishing business
relationships with key customers and key actors functioned as a guid-
ing rule for the cases involved. When business is complicated by insti-
tutional challenges and unpredictability in the business environment,
the operations strategy must be rather simple and flexible. As was ob-
served in these four cases, the collaborative links had to be adapted
according to how business and markets emerged in the turbulent situ-
ation (see also Hadjikhani & Johanson 1996).

Re-organization of internal structures at the subsidiaries and in the
relationship prevailed and structural changes helped to combine dif-
ferent operation modes. It was probably a question of trying to attain
efficiency and at the same time to achieve adaptation to the business
environment constraints offered by the RSA. One other reason may
have been a question of whether or not the manager’s mental maps
were made explicit, as these might have created bias in favour of some
investments in business relationships. Past successful business experi-
ence among subsidiary managers favour previous patterns of relation-
ship building (see also Vincze 2004). The cases involved re-organised
themselves to responds to the environmental pressure imposed by the
institutional requirements in the RSA. They allocated time and resourc-
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es to dealing with these issues and to implementing a more open com-
munication.

All four cases experience smooth development because of alliance
champions, or promoters who could be on either side of the relation-
ship. The South African promoters who participated in and carried out
the early expansion processes at the initial stage, with support from
headquarters established good customer relationships early on and
gained recognition both from their respective headquarters and from
the customer side. They slowly gained “legitimacy and power” in the
extended organisation.

This study suggests that it is not enough to only rely on the internal
resources and capabilities of each company. Companies in their FME
efforts find themselves engaged in political activities at various levels.
They gain political knowledge through various interactions with dif-
ferent actors. Political activities are the basis for social processes which
pave the away to achieving long-term objectives. In expanding their
business processes into the RSA, the four cases used different strategies
in their actions and interactions with key actors. Different networks
(business, social and political) and other social processes were always
shaped by the institutional setting.

8.4 Events and temporality in FME process to
emerging markets

From the expansion process point of view, events could be classified
into three broad categories (business and market related events, socio-
political events and natural events). In the REMNET these events con-
stitute the Ev-factors and the time factors are conceptualised as T-fac-
tors. The present moment can only be understood in terms of the past
(history) and the future (see Hedaa & Tornroos 1997). For instance, in-
teractions occur; business relationships appear and disappear through
time. Businesses make decisions sometimes that are restrained by time
Business events occur in different periods within a country or between
different market actors who have their own histories, surroundings and
values as well as future expectations and goals. The period of time and
events connected to this specific time may dictate the types of operation
strategies adopted during the expansion process. From the FME point
of view, the act may be in the form of an increase in market commit-
ment or a decrease in commitment if the event is judged unfavourable
(Hedaa & Tornroos 1997).

In the expansion process into emergent economies, different acts by
private decision- makers, either within the firm or by collective institu-
tions, may generate other events, which in turn may influence the actors



in the expansion process who may take decisions generating further
events and so on. Here, we should note that other events could take
place independently of the preceding acts and events. Consequently, an
event might be generated outside the firm (such as a political event in
the external environment) with a consequence (positive or negative) on
the outcome of the decision to commit resources to an expansion into
a foreign market. In a given business context, there are many differ-
ent actors such as business actors; politicians, political parties, labour
organisation, institutions, non-institutional organisations and interna-
tional bodies reacting to stimuli produced by the event. These actors
are actors, if in their acts or actions they have the possibility to influence
any events that are further generated or to use the outcome of an event
to influence the interaction and behaviour in FME.

Business and market related events may take place either within the
firm’s boundaries or in the external environment. Regardless of which,
such events have profound impact on the FME process. There are many
micro business events and these are mostly related to the relationship
between suppliers and customers and between business actors within
the market. Different business deals and contracts, industrial presenta-
tions, and decision on where to locate business activities are such busi-
ness events that influence the outcome of FME.

For the expanding firm going into emerging and developing mar-
kets, there are different socio-political events that occur in different pe-
riods within a country or between different market actors who have
their own histories, surroundings and values as well as future expectations
and goals (Hedaa & Tornroos 1997, p. 10). The period of time and events
connected to this specific instance may dictate the types of interactions
and the type of operation strategies that are adopted in order to con-
duct successful business operations. Looking at the foreign-market ex-
pansion process into emergent economies, the interplay of time and
connected events may act as a trigger for expansion. Socio- political
events usually take place within the external environment. Democratic
elections, for instance, and the opening up of a market, visits of political
high ranking, military coups and terrorist attacks; sanctions, demon-
strations etc. are the kinds of events that may play a positive or a nega-
tive role depending on the nature of the event. If they play a negative
role, they act then as deterrent or as barriers to FME. When they play
a positive role, they act as enticing factors accelerating the expansion
process.

Natural events, which take place and are completely independent
from the expanding firm may also, have profound influence on the
FME process. Natural disasters such as earth quakes and tsunamis etc.
are examples of natural events which may act as a deterrent to the com-

169



170

mitment of more resources into the foreign markets of the country in
which they take place. In any case, the outcome of an event may help
the responsible decision-makers to assess whether to increase the com-
mitment of resources to that foreign market or to reduce the level of
commitment and in an extreme case to withdraw from that process,
given the signals/stimulus. The stimulus-response (S-R) process may
persist and decisions will need to be based on the interpretation that
follows a given event.

Critical events will heavily influence the perceptions of opportuni-
ties and risks and this in turn then affects the expanding firm’s formula-
tion of expansion strategies. However, some events may provoke ambi-
guity. Decision-makers within the firm and/or the other actors outside
the expanding firm may become confused as to how to accomplish and
develop a successful business operation in a foreign market. This in-
volves a further important issue, that of judgement. From the business
point of view, the outcome of an event may help the managers to assess
whether to increase their business activities or to reduce them or even
withdraw (in extreme cases) according to the signals / stimulus and
interpretation that follow an event. The process may go on and in the
case of business, different acts by individual managers or by collective
institutions may generate other events, which in turn may influence
the actors who may take decisions generating even additional events
and so on. Here it should also be recognised that more events may take
place independently of the preceding acts by the actors and the process.
An event may be generated outside the firm (such as a political event),
but with consequences on the decision-making within the firm.

The time parameter was interesting too, because the foreign market
expansion process involves changes and is also affected by the intensity
of these changes. Variations between the four cases existed over time in
a processes-oriented fashion. The differences I saw were quite consist-
ent with strategic management behaviour. The behaviour differed to
some extent between the four cases. The differences in approach were
due to the internal resources and the aspirations and expectations held
by the different managers (See also Hadjikhani & Johanson 1996). Thus
time, temporality and crucial events embedded within time, will affect
the FME process into emerging markets.

8.5 The Foreign Market Expansion process to
emerging markets and outcomes
In international business research, strict reliance on modes and means

may mask the richness that is attributable to intra-organizational dif-
ferences. Attempts to measure the average, the typical and/or the domi-



nant level of any parameters for the sake of sub-grouping may cause
the crucial internal differences to be overlooked, and in many cases
may yield estimates that are in fact unrepresentative of any particular
sub-units of a given organisation (see also Vincze 2004). When integrat-
ing all the above processes, it became evident that FME included both
a macro and micro- perspective which may be either the internal driv-
ers (see 8.1) or the external drivers see 8.2). Furthermore, there are also
other process elements such as time and temporality and these together
contribute to the FME outcome. The feedback from the market affects
manager’s perceptions about the initial elements which act as triggers
and accelerators of the process. The outcome may be the speeding up or
the slowing down of present or future foreign market expansion proc-
ess (see also Mtigwe 2005). There are several outcomes and these could
be grouped into the M-factors: modal choice and strategies which show
the level of commitment to FME in terms of penetration, entry and ad-
aptation, ownership and commitment, co-ordination and concentration,
fragmentation and integration strategies (see section 3.3). These strate-
gies enable expanding firms to reach the target market and to increase
or to reduce their level of commitment through business operations,
which evolve over time (see figure 7). At least theoretically, firms base
their choice of foreign market entry mode and subsequent commitment
on several tradeoffs between: risk and return, the desirability of control
over foreign operations, resource availability, and the interrelationship
existing among these several factors. The selection between the use of
exports and other higher commitment modes will depend on the abil-
ity of the firm to transfer resources across countries. Additional factors
such as the level of internationalisation of the firm in other countries
with similar conditions also influenced the method and strategies se-
lected. There follows a brief discussion of each category.

Modal choice and entry strategy refers to the firm’s choice of whether to
enter a foreign market by buying existing units in the host country, that
is acquisition, or through establishing new ventures, that is, Greenfield.
Acquisition also enables a firm to extend its resource base by acquir-
ing skills and capabilities, which are unique to the target firm (the ac-
quired). Since a firm’s unique capabilities are path dependent, as they
are acquired through a firm’s history by tacit learning and dynamic
routines that make it impossible for other firms to imitate or duplicate
such capabilities (Collis 1991), the only way for another firm to gain
such capabilities is by acquiring the whole unit in which such special
capabilities lie.

Commitment and ownership arrangements are a critical element
of the expansion process. Firms expanding into foreign market firms
have to make choices of whether to enter the new foreign market alone,

171



172

or to share resources with other parties. This involves choice between
wholly-owned subsidiaries (WOS) and a joint-venture, followed by the
choice between majority, equal or minority ownership (see Hennart
1982; Buckley 1988). The level of the ownership that a firm is able to
acquire is dependent on its bargaining strength in relation to that of
the involved actors. The firm-specific characteristics (R-factors) play a
significant role in determining the position of the firm in negotiations
(Hennart 1982; Buckley 1988). The external environment (En-factors)
also acts as an encouragement or discouragement for a high level of
commitment in emerging markets (see sections 3.2 and 8.2). Positive
development in the external environment (En-factors) plays a positive
role. The need for local expertise is further accentuated, especially if
the foreign firm has no prior experience in operating in the country
(Johanson & Vahlne 1977, 1990; Larimo & Makela 1995). Similarly, in-
dustries with fast growth rates in the host economy, due to short-term
profit opportunities and participation in a growing market, are associ-
ated with the need for the firm to make a rapid market entry (Hennart
1982, 1989).

Each expanding firm makes decisions co-ordination and concentra-
tion of value adding activities and on which functions of the value chain
these are to be performed in the new foreign market and to what extent
they should take place (Porter 1985, 1990). The decision regarding the
appropriate coordination and concentration mechanisms during FME
depends on several factors. Factors such as the existing resources in the
firm and their transferability across countries (Kogut & Zander 1995;
Rugman & Verbeke 1992) and changes in resources over time (Chang
1995), play a key role. The need for additional resources and the charac-
teristics of the competitive environment (Hennart 1989, Kogut & Singh
1988) as well as the institutional conditions such as the political culture
(see En-factors in section 3.2) play a decisive role. The expanding firm
makes choices regarding the amount of technical, managerial and mar-
keting activities to assign to the business entity in the foreign market.
Greater value-creating activities are associated with a shorter relational
distance and with greater commitment (see figure 7).

The issue of which role the new entity is to play in the firm’s en-
tire global network is very crucial (see Fayerweather 1969; Perlmutter
1969; Bartlett & Ghoshal 1989; Doz & Hamel 1998). Unlike the activities
of cross-border coordination, integration involves rationalisation that
may entail standardisation of products, centralisation of technological
development, or the vertical or horizontal integration of manufactur-
ing (Kobrin 1991). There is a tension that prevails between the strate-
gic choices of whether the management and the strategy of subsidiary
operations should be diversified according to individual requirements



(i.e. fragmentation), or if it should be integrated as a part of the global
system (i.e. integration). There are many reasons why expanding firms
may favour integration: the need for greater utilisation of the firm’s ex-
isting resources and capabilities through economy of scale, scope and
learning (Teece 1981).

Integrating subsidiary operations allows a greater flow of informa-
tion between subsidiaries in different national environments within
the firm’s global network (Arrow 1975). In this sense, subsidiaries can
share experience arising through information exchange. Furthermore,
learning (which occurs through networking and experience in the busi-
ness environment) enables a firm to increase or strengthen its capa-
bilities. This strategy is likely to be the one preferred in order to ex-
ploit the firm’s existing resources and to develop the firm’s resource
base through learning brought about by the international coordination
among the firm’s units (Fayerweather 1969). Concisely, the expanding
firm develops resources, its relative competitive advantage changes
and this enables it to alter its foreign operations over time.

The smallest units in this analysis are mechanisms which could be
defined as the inter-relation between processes and contexts (Pettigrew
1997), as well as between processes and objectives and strategies. This
emphasis is crucial because it is the context which will force the behav-
iour and actions to take place (i.e. the context will bring the process). At
the same time, the behaviour and these actions will shape the context.
It is noteworthy to see that a similar argument may apply to the process
objectives and strategies. Since the content of the FME incorporates ob-
jectives, strategies, feed-back, deliberate and emerging consequences,
these mechanisms may be further analyzed in terms of their feature,
being linear or other type of progress (Vincze 2004). Thus, mechanisms
may also be complex to a different degree. Yet it is possible within the
same phenomena to find straightforward mechanisms, linear mecha-
nisms, circular mechanisms, or mechanisms that are even more com-
plex. In addition, at the core of a mechanism are actions and interac-
tions. A mechanism would not be understood by seeing it in terms of
responses without the force to induce actions or interactions. Further-
more, a mechanism would be questionable if no consequences or feed-
back were seen. With respect to the original focus, I had to find and to
focus on some mechanisms, which were used by these corporations in
order to be able to deploy and to focus on the strategies they used to
achieve their overall objectives. Examples of mechanisms used in the
four cases analysed are: customer selection, communicating marketing
information, choice of place to locate, recruiting of the workforce, re-
warding individual performance etc.
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“So in some cases we have taken on that responsibility and said that
we will provide that expertise, we will have a stable workforce in
that area and run certain pieces of equipment and maintain them for
the customers. We are also involved in test work programmes with
customers, so we actually create partnerships by doing that with cus-
tomers” (OTSAA0420).

The choice and combination of these mechanisms and the way they
were applied where unique to each case. However, the data analysis
revealed significant similarities between the four cases. In fact, it was
possible to conceptualise these similarities within the REMNET-frame-
work, on the basis of matching properties across the cases in the proc-
esses.

8.6 Contributions of the study

At this stage, it is appropriate to summarize the key contributions of
this study in relation to the research questions as stated in section 1.2.
The previous paragraphs provided an account of the major research
findings of this study. This section will discuss its theoretical and meth-
odological contributions. It should be noted here that this section will
only provide summary contributions of the study as a whole, and will
not go into details concerning the contribution of conceptual frame-
works and the lessons from the empirical study. The conceptual models
were presented in chapter 3 and were summarized in a model called
REMNET in chapter 7, figure 8. In addition, the second contribution in
terms of networking processes was outlined in chapter 6, table 8 and
figure 7 on the reduction of relationship distance.

Some of the important findings can be considered to be, first, that it
was shown that within the resources and capabilities, management atti-
tude may prove to be the single most important determinant of whether
or not a firm will expand its business operations into emergent markets.
Previous corporate experiences in dealing with similar markets also al-
low the teleological process to overtake the dialectic one.

The initiating mechanism of FME into emergent markets operates
through a dynamic process between all of the following elements: the
interaction of the firm’s factors, the decision making factors, the politi-
cal factors, the environmental factors and motivators, the enablers and
the sources of foreign market information. The principal motivator of
FME towards the RSA is opportunity—seeking. Management attitude
and market information derived from several sources were the princi-
pal factors in the enablement system and information system respec-
tively.

At this stage, it seems reasonable to acknowledge that companies



expanding their business to emerging markets do not easily follow pre-
scribed stepwise foreign market expansion process. More exactly, they
have to prepare alternative responses to unpredictable opportunities
and problems in order to sustain their expansion process (see also Hen-
nart 1982). This is done through acquiring political knowledge and re-
sources either from the other actors in the network or from the broader
business environment (see section 3.2 and 3.4). From this perspective,
when expanding into emerging markets foreign corporations cannot
rely solely on the transfer or protection of resources and capabilities
within firm boundaries (See Buckley & Casson 1976). In the beginning
of the 1990s, the changes in the RSA were introduced rapidly and that
situation created uncertainty and unpredictability in the outcome of
the transition. In a time that is less predictable, more diffuse opportuni-
ties require fewer rules in order to increase efficiency (see also Vincze
2004). This approach was adopted by most of the cases involved in the
study. In the beginning, they gave more flexibility to the management
of the subsidiaries to deal with the local environment according to their
judgement. Having few rules, probably gives more scope for manoeu-
vre, which may suit an entrepreneurial culture developed by most
South African managers (see Mtigwe 2005). These four cases created
options and conditions for future care in terms of taking advantages of
opportunities and avoiding the pitfalls, which may come with different
events occurring through time. The cases involved in the study tried
actively use their existing brands, but did not lose sight of the institu-
tional environmental pressure on their business operations.

Surprisingly, the dissimilar cultures (societal/corporate) did not re-
ally affect the business relationships very much with key customers.
Most of time, these four cases used subsidiary managers, who were
posted as strategy activists. The local managers were then the ones who
were placed at the forefront to deal with customers and to manage the
key business relationships created through years of operation in the
RSA. Understandably, the competencies of the four Finnish corpora-
tions changed during the fourteen-year time span. In particular their
sales/marketing competence developed, partially by cooperative inno-
vativeness and interaction with key customers. This, in the end, served
as a competitive weapon in terms of business networks. The RBV ar-
gues that variation across firms selecting and deploying resources may
depend on factors of market imperfection such as barrier to acquisition,
imitation, duplication and substitution of key resources inputs. This is
in accordance with my findings concerning foreign and local competi-
tors in the RSA.

It was further reasoned that the concept of psychic distance does not
have a great bearing on FME to the RSA. Rather firms enter markets
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purely for economic reasons. The expansion process was more about
pursuing opportunities rather than avoiding uncertainty, and opera-
tions were also driven by expectations (see Hadjikhani & Johanson
1996). I am inclined to suggest that the timing of decisions, timing of
entry, and timing of responses to different problems made each busi-
ness operation unique. It was clear that when the timing was right, the
involved actors could maintain good relationships. The internal condi-
tions of each firm were of the utmost importance; together with the ex-
ternal factors influencing the expansion process (see also Vincze 2004).

Companies should not really act to avoid uncertainty, as predicted
in the UIM, however, they can, according to the different situations and
circumstances of the actors, pick up strategically significant processes
(see figure 7 and figure 8). The cases involved established good rela-
tionships with local actors who had good knowledge of the local busi-
ness environment.

According to Oliver (1997) and Vincze (2004), the field of interna-
tional business could benefit from a framework that combines competi-
tive and internal organisational processes. A multi-dimensional frame-
work facilitates a deeper understanding and promotes the integration
of different dimensions in FME process by linking the internal and ex-
ternal forces to objectives and outcomes and other factors influencing
them. The REMNET-framework appears to be complex enough to deal
simultaneously with the internal and external environmental, as well as
strategic and operational issues. In every industry and for every firm,
the specific impact of each force is different and the interaction in every
case determines a unique path in the FME process. The strength of the
proposed REMNET-framework is that it identifies key processes, driv-
ers and mechanisms that should be taken into consideration in order
to develop a successful FME into emerging markets. However, there is
no absolute weight of importance given to any particular one of the six
dimensions or different categories within these dimensions. Different
companies are expected to react differently to different stimuli accord-
ing to their internal resources and capabilities. The internal resources
and capabilities were as important as the external ones in terms of the
right timing of entry.

Another important contribution of the study is a methodological
one. With a few exceptions (Owusu 2002, 2003; Mbare 2004, Habiya-
kare et al. 2007), qualitative studies dealing with FME into Africa are
rare, especially in Nordic countries. This may be attributed to a lack of
interest or the fact that the FME into Africa is a recent development, and
in addition there are difficulties in accessing valuable networks on the
continent. While rejecting any conflict in principle between qualitative
and quantitative research methods or any sort of pre-eminence of one



over the other, this study argues that the choice of a particular research
methodology should be determined by the nature of the phenomenon
studied. For the purpose of this study, qualitative research methodol-
ogy - interviewing and archival data analysis- has been adapted to en-
able richness, a multi-dimensional approach and an in-depth analysis.
In addition, the research strategy was to use an abductive approach to
ensure a closer link between the empirical data collection, the analytical
data analysis, and the interpretation dimensions. Although generally
criticized for lacking in scientific rigueur, the abductive process proved
to work well for this research because this study represents an empiri-
cally supported case, substantially grounded in FME process literature.
The research could be further developed in the analysis of some broad-
er issues about the FME process into emergent markets in general.

In summary, it can be stated that at the beginning of this thesis I
set out to do two things. First, to increase our understanding of how
the FME-processes take place in a lesser developed market; in other
words, I was interested in investigating how Finnish corporations have
expanded their business operations into the RSA and how their busi-
ness networks and relationships have been shaped by the socio-polit-
ical and institutional changes in which they are embedded. Second, I
set out to integrate the rather fragmented pieces of the FME process
into emergent markets into a whole unit. Both these objectives have
been met in the proposed REMNET- framework of FME into emergent
markets. The REMNET- framework not only integrates the previous
process-based works with the network approach, but it goes beyond
to extending the boundaries of present knowledge about expanding
business operations into emergent markets. The REMNET framework
introduces several dynamics not seen before in any single model of
FME. These include the fundamental aspects of resources and capabili-
ties, the motivation domain and the feedback mechanisms that modify
the process on an on-going basis through value creation processes. As
a result, we are now in a position where we can match the theoretical
level more closely with what is happening in practice. We are in a bet-
ter position to know what needs to be done in order to help foreign
firms prepare for an expansion of their business operations into emer-
gent markets and we are in a position to say whether certain firms are
likely to expand into emergent market or not. In essence, this section
is the answer to all the research questions raised in chapter one and is
the embodiment of the thesis topic: “Understanding the FME process into
emergent markets”. In the next chapter, I present the conclusions and
implications derived from this study.
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9 CONCLUSIONS AND IMPLICATIONS

9.1 Managerial implications

South Africa’s geographical position (see figure 6), particularly its en-
dowment factors, have together with its economic development and the
openness of its market, increased its attractiveness to foreign business-
es (see section 5.4). The results presented here offer several managerial
implications for corporations interested in expanding their business
into emerging markets. From the point of view of FME into emerg-
ing markets, the findings of this study point to the need for expanding
companies to review their recruitment policies in terms of the emphasis
that they place on managers and employees’ background, if they are
to expand their businesses into emerging markets. Managerial experi-
ence in dealing with similar markets may prove to play a decisive role
in advancing the expansion process. These findings also have implica-
tions for the nature and quality of training which should be available to
managers and other employees. In addition, companies should strive
to build facilitating networks with foreign contacts or create exposure
to foreign business practices and opportunities. This could be done
through reciprocal visits to emerging markets and through inviting
visitors (business actors, political, academicians etc.) to give presenta-
tions on the emerging markets. Finnish corporations could also benefit
by using the knowledge base which may be held by individuals from
targeted emerging markets living in the region where expanding firms
are located. If these steps are taken, it will contribute toward nurturing
an international mindset among the decision-makers that will provide
a valuable resource for any expansion process into emerging markets.
When expanding business operations into the RSA, and in accord-
ance with views of Johannisson (1987) and Tornroos and Nieminen
(1999), both social and business relationships at individual and organi-
sational levels seem to play a significant role. In the course of the ex-
pansion, strategies that include understanding and positive participa-
tion in the socio-political context may enhance competitiveness in the
long- run. Firms going into an emerging market should be ready to
become involved in different types of political networking. In most
emerging markets, political actors (politicians, bureaucrats and labour
unions) may play a key role in providing valuable information and
other valuable resources. These resources may be in the form of land,
tax incentives, and other promotional activities. These actors may also
act to speed up or slow down the process. Local business actors may
well be connected to different political institutions and political actors



and through networking the expanding firm may gain information and
even contracts. It may be possible to obtain access to financial resources
and to gain legitimacy through political networking and all these proc-
esses should contribute to the reduction of the level of uncertainty.

Acquiring knowledge concerning political activities, social and in-
frastructural projects and the identification of key political priorities
may also give the expanding corporations an advantage in attaining ac-
cess to crucial information regarding potential markets in the regions.
Companies need to learn from the market and to cooperate with oth-
er key actors to innovate proper solutions for that specific market. As
Owusu (2002, 2003) noted, interacting with political authorities played
a role for future contracts too. In the short run, Finnish or other Western
corporations wanting to expand their business operations into Africa
would be at a better advantage by participating in turnkey projects and
other businesses that would ensure technological transfer and knowl-
edge transfer to the host market as suggested earlier by Owusu (2002,
2003).

The results of this analysis suggest that corporations interested in
expanding their business operations into emerging markets such as the
RSA should consider both societal performance and sharing of resourc-
es outside firm boundaries in order to build long-term local capacities.
Expanding firms benefit from operating in a vibrant local economy and
gain more businesses in the long-term. Entering an emerging market
certainly poses some problems and challenges (see table 6). New ac-
tors emerge, others disappear, and different actors, for example the
host government, labour unions, NGOs, civil society and international
organisations may influence the FME process. Business operations in
the RSA and in other emerging markets require strong consideration
concerning the social impacts on local communities and on the envi-
ronment (see also Bjorkman & Kock 1995; Carroll 1991; Mbare 2004).

In the efforts to explore the adoption of affirmative actions and the
use of black empowered companies, it is important to contrast the his-
torical perspective and the future care perspective. The history of South
Africa contributed to the inhibition of competitiveness in the majority of
the population. The law prevented the black majority from participat-
ing actively in political activities, business ownership and production
processes. On the other hand, since 1995 the future care perspective has
endeavoured to make it possible for the previously disadvantaged peo-
ple to be able gain equality in the RSA economic processes and to adapt
to the new economic realities (see discussion 5.3). For foreign compa-
nies expanding their business into the RSA, it is very important to be
sensitive to the history, and the social, political, and economic situation
in the country. This can easily be done through CSR as suggested by
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Carroll (1991) and Mbare (2004). Some mining companies operating in
the RSA have faced serious problem due to a high level of HIV-infec-
tions among their workers. Offering free HIV-tests and medicines to the
infected has proved to increase the moral of workers. In addition, there
is a need for campaigns to make people aware of the risks and dangers
caused by HIV and AIDS.

Finnish corporations planning to expand their business operations
into the RSA and Africa in general, would do better by entering into
joint-ventures with local firms. The use of joint-ventures with local part-
ners could offer positive results as is also suggested by Térnroos and
Nieminen (1999) when discussing entry into Eastern Europe. Through
cooperative innovativeness, it is possible to reduce cultural complexity
and cultural diversity (see figure 7). The number of South African corpo-
rations is increasing and they will play an even greater role not only on
the African continent but also in global affairs. It is possible to manufac-
ture cheaply in the RSA due to the good quality of the existing raw ma-
terials and human skills. I would recommend that Finnish corporations
and other foreign corporations start manufacturing in the Republic of
South Africa as it has a low cost-base, considerable potential in its raw
materials, and a favourable business infrastructure. If manufacturing
takes place there, it would help Finnish corporations and other foreign
corporations to be closer to the market (and to customers). They could
then enter into the conducting of joint research with their key partners
in the host market and thus reduce the relationship distance with their
key customers as suggested in figure 7.

South Africa also presents good opportunities for different types of
Finnish companies. For instance, the South African food and pharma-
ceutical industry is growing rapidly, thus offering excellent opportuni-
ties to Finnish investors. It is especially now, at this present time that
the investors should go there in order to position themselves in the
market. By waiting longer, the investors will lose this present momen-
tum. Even the companies already established in the RSA could do bet-
ter by diversifying into other fields, e.g. petrochemicals and other proc-
ess industries. It would be possible to reduce uncertainty significantly
by making every effort to allocate resources into training. Corporations
should not only target training at the local labour force level but also at
Finnish employees located both in Finland and in the RSA. Overall, the
human resource issues are crucial in the implementation of business
operations.

To date, the markets in other African countries are not yet as well-
developed. At the same time there are very positive signs in some
countries such as Angola, Botswana, Zambia, Mozambique, Tanzania,



Kenya'’, Uganda and countries in West Africa such as Ghana, Senegal,
Gambia and Nigeria'. Finnish corporations should start to study these
markets carefully to be able to enjoy the advantages of being first mov-
ers. There are several ways of approaching these emerging markets, es-
pecially in the mining sector. My proposal would be that Finnish firms
start project houses in some of the promising countries (or regions).
These project houses could then have a role in identifying, planning,
and designing good projects where Finnish products and expertise
could be used. These project houses could also serve as very strong
bridges between the governments and the international financial bod-
ies. Eventually, both local and foreign corporations could benefit mutu-
ally.

I would suggest a bottom-up learning approach (see Hamel 1991)
when it comes to the adaptation and the use of a future care mindset in
the FME process towards emerging markets such as the RSA. To move
forward and to be able to adapt to these structures, foreign corpora-
tions may have to cooperate with non-profit organisations that usually
possess valuable and relevant market information. Foreign corpora-
tions could actually participate in developing an expertise in promot-
ing (jointly) local, social, and economic developments. It would then
be necessary to forge other relationships with non-profit organisations
that could provide knowledge about local contexts and other market
potential. I believe that strategies which enhance learning and build ca-
pabilities in the market, and which encourage sharing resources across
organisational boundaries may enhance effectiveness and long-term
profit for the involved actors in the African context. A successful strate-
gy would require more than leveraging internal resources and capabili-
ties or adapting standard expansion strategies. It is very important to
identify the key partners with appropriate context-specific knowledge
and to look for access to external competences wherever possible. Us-
ing the standard company model for international expansion into well-
developed foreign markets may be inappropriate for emerging markets
such as the RSA and other African countries, because, it may inhibit
value-creation in the long term.

The kind of partnership model the study proposes recognises that
many of these potential partners could actually be organisations with a
strong societal mission. This would mean that the expanding ventures
would have to incorporate societal and environmental goals together
with economic goals (see Carroll 1991; Mbare 2004). This approach

10 By the end of year 2007, Kenya was troubled by political problems linked to democ-
ratization process.

11 Despite the fact that the Nigerian oil-based economy is promising, the country is
cited to be one of the most corrupt countries on the continent. In addition, crime
levels are high in some places.
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may require that the FME process moves beyond the traditional MNC
perspective. It suggests a broader openness and cooperation with busi-
ness actors, government, civil society and international organisations.
In some cases, relying solely on global capabilities might even be a con-
straint when going into emerging markets such as the ones in Africa.
Therefore, companies need additional capabilities, which may be ac-
quired from a base level i.e. from the host market through a bottom-up
learning approach (see also Bjorkman 1990). They also need to adapt
their solutions to the local market requirements. Thus, they should
strive to combine the global mindset and the local mindset in a process
called “glocal” (with a mixture of global and local mindsets).

9.2 Policy implications

Positive political, economic and market changes have moved com-
panies into greater involvement in the Southern African market. The
present study shows that companies will respond positively to changes
that reduce the level of risk perception in the external environment. The
companies studied see great potential in the country’s market, as well
as problems that are due to the characteristics of the economy. They will
continue to react positively, but are, on the other hand, apprehensive
and watching developments carefully, especially regarding the regula-
tory environment and a reduction in the gap between the developed
and the “Third World” economies. Therefore, continued improvement
of the economy and stabilisation and clarification of the regulatory en-
vironment, particularly regarding affirmative actions to redress the im-
balances created by apartheid, are important. Furthermore, improve-
ments in social conditions including greater personal security and
reduction in crime rates, as well as an improvement in the HIV-Aids
situation will increase investor confidence. As South Africa is seen as
a beachhead for the remaining African market, positive developments
in the neighbouring countries could positively influence the level of in-
vestment of many foreign firms. Based on the results presented in this
study, I would recommend that the South African government consider
using both “carrots and sticks” to encourage foreign companies willing
to apply the affirmative actions and the BEE. For instance, the govern-
ment could reduce taxes or could contribute to training, or offer some
other incentives to companies operating in the RSA and willing to ap-
ply affirmative action and BEE structures.

Regarding the internationalisation of the rest of Africa, I believe that
a lot would have to be done to adequately raise the interest of foreign
companies. UNCTAD’s (1999) study showed that the perceptions of
Africa held by the international business community are much worse



than the real situation on the continent. This makes foreign business
leaders more pessimistic about Africa than other parts of the world
with similar problems. Therefore, positive developments regarding the
rest of Africa would have to be extensive and sustained to improve the
confidence of the international business community. In line with the
Uppsala Internationalisation Model (UIM) (Johanson & Vahlne 1977,
1990), this study also shows that a high risk perception negatively af-
fects the expansion process of companies. Risk is not only due to low
profit expectations but also to turbulence in the host markets (see also
Hadjikhani & Johanson 1996). This study shows uncertainty is caused
by a large number of social, economic, political and legal factors as well
as critical events. Firms will increase their market commitment as the
risk perception decreases and as they gain more experiential knowledge
of the host market. Furthermore, in line with the network approach (Jo-
hanson & Mattsson 1995; Blankenburg-Holm et al. 1999), they will use
networks and strategic alliances to manage risk and reduce resource
demands when expanding their business into emerging markets.
From a public policy point of view, this study suggests that gov-
ernment promotion efforts should target Black Empowered companies
and other companies which show early signs of developing capabilities
to match international standards. If this happens, these local companies
can act as candidates for networking. It would also be possible to iden-
tify these companies (such as the Black Empowered companies in the
RSA) and to help them in fostering cooperation clusters to develop stra-
tegic competitive capabilities together. This cooperative environment
and trust among local young firms can be enhanced via the creation of
localised regional clusters where firms (particularly new ones) in the
same industry could be identified (see also Mtigwe 2005). If this process
is adopted, there will be an opportunity to develop synergies in well
localised networks among the members of the cluster. An institution-
alised support could then be granted to these firms so that they act as
targets for cooperation with foreign firms who wish to expand business
activities in the region. Network cooperation can also be encouraged
among domestic competitors in order for them to respond together to
challenges posed by globalisation. It is also possible to foster competi-
tive capabilities among local firms that are ready to network with for-
eign firms through assisting them with training and other financial re-
sources needed to increase their resources and capabilities in general.

Implications for Finnish Government

Based on the results of the study, the Finnish government might also
encourage more trade with emerging economies. For instance, this
study has shown that a visit from a Finnish president or from other
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Finnish high-ranking personalities is of great importance to enhance
trade with emerging economies. The study shows that such visits play
an extremely important role, especially in the African context where
the business community tend to believe and to respect foreign govern-
ment officials. In the African context (more so outside the RSA) busi-
ness communities may even have stronger trust and belief in a deal
made with a government official present. Added to that, some of the
large companies in emerging markets may still be state-owned or the
government may have a considerable share in their assets.

It is then crucial to persuade eminent Finnish personalities to become
involved in negotiations even if they do not play any significant role
in the structure of the business deal at hand. These kinds of gestures
from the government may eventually support the increase in trade flow
between Finland, South Africa, and the surrounding markets. Any ef-
fort from the Finnish government to encourage business with emerg-
ing markets will certainly benefit the Finnish economy as well. Based
on the results of the study, the Finnish government and trade authori-
ties should be encouraged to make decisions to arrange for grants or
other funds to African countries that commit themselves to using Finn-
ish products or expertise. As Owusu (2002, 2003) noted, most of the
African countries have many “sleeping projects” in which Finland and
Finnish corporations could be involved. For example, Finnish corpora-
tions could be involved in aid to infrastructure development projects,
to the training of local people and to the health care system and enhanc-
ing local entrepreneurship, all of which would yield positive results in
long- term.

The study shows that Finland has not yet used the full advantage of
trade with the RSA and the surrounding markets. For instance, it was
found that Finland has been modest in marketing itself to the South-
ern African region. The results at hand show that all the Finnish cor-
porations involved have used the services offered by FINPRO every
time they needed information. This suggests that the Finnish govern-
ment could help Finnish companies in emerging markets by establish-
ing FINPRO offices in other emerging markets as well. These FINPRO
offices could also help in the marketing of Finland to the country in
which they would be located, as well as searching for possibilities for
trade between Finland and that country. The study suggests reciprocal
trade between Finland and emerging markets. The study confirmed the
existence of a large trade gap between Finnish-South African trades. As
one informant put it, “Finns are interested in selling but not in buying from
Africa”. This issue of reciprocal trade may be a tricky one as the EU in
which Finland is a member, may dictate what the EU member states
may buy or not buy from countries outside the EU. This may put Afri-



can countries at a disadvantage (see Thapisa 2000). Lastly, most of the
foreign firms investing in South Africa, may be investing in sophisti-
cated products and this may limit the competitiveness of the previously
disadvantaged people on the job market, especially in these industries.
My suggestion is that South African government, business community,
education institutions and international partners should work hand in
hand to promote technical education among historically disadvantaged
people of South Africa.

9.3 Implications for further research

The present study looks at the behaviour of four different Finnish firms
in the field of business-to-business industries. It is therefore recom-
mended that the present study be replicated for business-to-consum-
er industries in order to analyse any differences and similarities. The
study could also be replicated for other African countries. It would also
be of interest to compare the FME behaviour and motivations of non-
Finnish firms in South Africa. It would be interesting to know the role
of South African labour Unions and their influence on the FME process
of foreign corporations. It would also be of great interest to compare
the FME behaviour of non Finnish corporations. It would be interest-
ing to use the research approach used in this study to analyse and to
compare the behaviour of other Nordic MNCs towards the RSA. An-
other possibility would be to use the same approach to investigate the
behaviour of Finnish corporations expanding their business operations
towards different emerging markets and assess the external validity of
the proposed-framework. Eastern European countries, Middle Eastern
countries, Asian and other African countries may offer alternatives for
this kind of research. For instance, it could be interesting to know the
role of political actors and how political networking transform into
business resources.

The study also provides a good basis for planning empirical tests
on the proposed REMNET-framework for foreign market expansion
through quantitative inquiries. There is a need to explore the contin-
gencies that surround the FME process of foreign firms into emerging
economies. From this perspective, one could identify the most impor-
tant factors in each case. One good starting point would be the use of
the factors identified in the REMNET-framework. Such research might
assist managers in their important and difficult tasks of prioritising fac-
tors affecting expansion strategies, and would therefore allow them to
focus their time and resources better.
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9.4 Critical assessment: reliability and validity of the
study

In chapter 4 section 4.5, I discussed briefly the issue with regard to reli-
ability and validity in research. At this point, it is appropriate to reflect
back and to discuss how I ensured reliability and validity in the en-
tire study. In order to assess critically the reliability and validity of this
study, I use the framework suggested by Remenyi et al. (1998) and Yin
(1994). I use these frameworks because they take a broad perspective on
validity and seem to be applicable to a wide range of studies (inclusive
qualitative research). According to Remenyi et al. (1998), the criteria
set for conceptual presentations are the most significant for the study.
Thus, to meet the test of the “construct validity” the researcher should
be sure to cover at least two steps:

1 Careful identification of core ideas, concepts, relationships
and issues to be studied.

2 Demonstration of the fact that the selected empirical tool ac-
tually addresses the ideas, concepts, relationships and issues
being studied.

In building the conceptual framework of FME, I primarily sought for
comprehensiveness, which meant that I valued the detailed differen-
tiations of concepts and the broad scope of the research problem and
context. There are also other sets of criteria such as the relevance of the
concept and logical coherence of the concepts. In other words, the pro-
posed framework or model should not contain mutually contradictory
conceptual relationships or logical gaps (Whetten 1989). Halinen (1994)
stresses the fact that the framework or the model should be adequate
in describing and/or for explaining the substantive phenomenon. Most
relevant factors should be included and different details should be suit-
ably balanced and placed in the whole (Halinen 1994). The demonstra-
tion of logical coherence is, in its turn, very much an issue of how the
researcher reports and documents the conceptual analysis.

In the methodological domain, 1 adapted a constructionist view with
respect to the empirical context of the study and to the material and
data collected through qualitative multiple case studies. This was nec-
essary although at the cost of generalisability (see Pettigrew 1997). The
study aims at increasing the understanding of the dynamic and behav-
ioural aspects of the FME process of Finnish corporations into the RSA.
The “substantive domain” involves ongoing real-world systems, which
in this study refer to the FME process and expansion strategies in a
given context of the RSA. Using a qualitative multi-level analysis, my
aim was to explore, describe and to analyze what happened in the FME
process into the RSA.



Validity as correspondence refers to how well the researcher has
been able to bring together the elements and relationships between
the three research domains: conceptual, methodological and substan-
tive (Brinberg & McGrath 1985). The concepts and the relationships be-
tween these concepts and their conceptual presentation have to match
the methodological tools and procedures used and the substantive
phenomenon, its elements and processes. Chapter 4 of the study illus-
trates the procedures and methods used to collect and to analyse data.
As I constructed the conceptual framework abductively, the empirical
inputs have strengthened the theoretical relationships between con-
structs. Thus, in the study the conceptual, methodological and substan-
tive domains have added to each other, in the sense that in the entire
study, these three domains have been interlinked.

In the study, correspondence validity refers to the logic of the entire re-
search process and includes the idea of construct validity. The construct
validity has traditionally, been used to describe the match between
theoretical and operational definitions of the concepts (Yin 1989). To
increase construct validity, Yin (1994) mentions many different tactics,
but suggests researchers should use at least three of them: the use of
multiple sources of evidence, establishing a chain of evidence, and hav-
ing the draft case-study report reviewed by key informants. With refer-
ence to Yin (1994), I used qualitative multiple case-studies and multiple
sources of evidence such as company documents, published material,
interviews with people in senior positions both in Finland and the RSA.
Additionally, I also applied “cross-checking” tactics when conducting
the interviews. For instance, whenever possible, I had more than one
interviewee in each case. With regard to the third tactic to increase con-
struct validity, I sent a draft report to key informants for their comments
and corrections. The key informants gave their opinions and after revi-
sion, I could construct each case accordingly.

According to Rosenthal and Rosnow (1991) and Huberman and
Miles (1985), internal validity could be defined as the degree of validity
of statements made about whether X causes Y. Thus, in demonstrat-
ing internal validity it is necessary to consider plausible alternative ex-
planations of apparent relationships between X and Y. The conceptual
framework constructed for the study has six dimensions: R-E-M-N-E-T.
Typically, in qualitative multiple-case studies there are broader quali-
tative situations to elucidate. However, despite the fact that I tried to
include the main concepts and that I tried to consider as many plausible
interpretations as possible, it is not certain that any specific observed
relationship was the cause of the achieved results. In qualitative multi-
ple case studies, it is common that the researcher may infer that a par-
ticular phenomena influenced the outcome of a certain result without

187



188

necessary having all the evidence, as it is seldom possible to have all the
available evidence (Yin 1989).

According to Yin (1989) validity as robustness refers to the assessment
of the scope and limits of research results i.e. to the assessment of the
external validity of the findings. Robustness is concerned with knowing
whether the researcher’s findings can be generalised to a wider world
beyond the immediate research context. Related to the robustness is the
“replication of research”, which refers to the possibility of obtaining
similar results and drawing similar conclusions if other researcher(s)
were to conduct (repeat) the research in the same manner (Yin 1989).

Reliability refers to the issue of whether the evidence and measures
used are consistent and stable (Yin 1994). This is especially important
if the findings of the research are to be applicable to other situations
and not only to the original environment or environments in which the
research was conducted. Yin (1989, p. 40) submits that the objective of
the research being reliable is to make sure that:

“If a later investigator followed exactly the same procedures as de-
scribed by an earlier investigator and conducted the same research
all over again, the later investigator should arrive at the same find-
ings and conclusions”.
This definition of reliability is more closely related to cases in experi-
ments and may not be applicable for longitudinal case studies, such as
the one at hand. The qualitative case study method involves several
reliability risks. Therefore, in a strict sense, replication is not possible,
since the passage of time and the prior exposure of the investigator to
the research material always change the research setting. According to
Yin (1989), a case study relies on in-depth evidence that is evaluated
based on analytical interpretations. In analytical interpretations, the re-
searcher is striving to associate a particular set of results to a broader
theory, and thus the number of cases is not such a relevant issue. Added
to that, the researcher is the study instrument, which means that the
given interpretation of data is always subjective and dependent on the
researcher as a person. Phenomenologist will argue that all situations
and organisations are different and thus, it is never possible to obtain
the same results again, and consequently reliability per se is not a cen-
tral issue (Hirschman 1986). It is not possible to have the same rules
concerning validity as in quantitative studies. Although, I have docu-
mented the procedures used for data collection and analysis, it would
be rather difficult for a later researcher to follow the same steps and to
arrive at the same findings and conclusions. This is because collecting
longitudinal data through semi-structured interviews varies depend-
ing on the interviewer’s skills in formulating questions, listening, and
observing. In addition, his/her personal experience and background



certainly play a key role.

The Republic of South Africa is in many ways unique when com-
pared to other countries on the continent. The existence of both an
advanced and a Third World Economy in the RSA suggests that FME
to the RSA would be rather different from other African countries. In
many other African countries, there are social classes and in most of
them ethnical, racial, and regional discriminations are causing inces-
sant conflicts (case of Rwanda, Burundi, Congo, Ivory Cost, Cameroon,
Sierra Leone, Liberia etc.). In some African countries, there may even
be some kind of separation between economies within a country. These
separations could be classified into a pyramid-like economies: with the
“top of pyramid” representing the wealthiest class in the country made
up of elites and politically well-connected individuals and the “bot-
tom of the pyramid” representing the third world part of the economy
made by the majority of the population. This situation may remind us
the South African social situation up to the 1990s.

Where case studies are involved, we should not put excessive em-
phasis on the generalisation of particular findings (external validity),
but rather on the transferability of an interpretation to other context,
thus recognising that no two social contexts are ever similar (Halinen
1994). According to Halinen (1994) to assess transferability of an in-
terpretation one must know the specificity of the context in which the
interpretation is to be applied. Norén (1990) stresses the fact that a
case study researcher has to describe the context in order to create an
understanding of the phenomenon for his/ her readers. Furthermore,
Pettigrew (1997) identified interplay between the context, process and
content of the phenomena to be studied. Chapters 5 and 6 were used for
this purpose. To summarise, this study needs to be replicated in other
contexts of emerging markets to assess the external validity of the find-
ings. There are certainly a great number of factors that affect the FME
process of foreign firms into the RSA, and this study considers only a
few of them.

Finally, there are many theories that aim at describing and explain-
ing FME processes towards developed markets. However, when I con-
sidered the most effective ones closely,  was not able to identify a single
theory that could fully help in adequately capturing the FME processes
of Finnish corporations into the RSA. I had to accept the challenge of
combining earlier theories to construct my own conceptual REMNET
framework of FME into emerging markets. A promising starting point
from which to understand the behaviour of foreign corporations ex-
panding their business operations into emerging markets was offered.
I hope that this study further enriches the debate on the necessity for
good policies and strategies aimed at enhancing trade between emerg-
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ing and developed markets. I am convinced that emerging markets
such as the RSA and other markets in Africa offer very good potential
for Western expanding businesses.



191

LIST OF REFERENCES

Agarwal, S. & S.N. Ramaswami (1992) “Choice of foreign market
entry mode: impact of ownership, location and internalization
tactors”, Journal of International Business Studies, Vol. 23, No. 1,
p. 1-27

Agodo, O. (1978) “The determinants of U.S. private manufac-
turing investments in Africa”, Journal of International Business
Studies, Vol. 9, No. 3, pp. 95-107

Aharoni, Y. (1966) “The Foreign Investment Decision Process”, Har-
vard University Press, Boston

Ahmed, A. & E. Cleeve (2004) “Tracking the Millennium Devel-
opment Goals in Sub-Saharan Africa”, International Journal of
Social Economics, Vol. 31, No. 1/2, pp. 12-29

Aldrich, H. (1979) “Organisations and Environments”, Prentice-
Hall, Englewood Cliffs, NJ

Aldrich, H. & J. Pfeffer (1976) “Environments of Organisations”,
Annual Review of Sociology, Vol. 2, pp. 79-105

Alvesson, M. & K. Skoldberg (1994) “Tolkning och reflektion: veten-
skapsfilosofi och kvalitativ metod”, Studentlitteratur, Lund

Andersen, O. (1993) “On the internationalization process of firms:
a critical analysis”, Journal of International Business Studies, Vol.
24, No. 2, pp. 209-231

Andersen, O. (1997) “Internationalization and market entry mode:
areview of theories and conceptual frameworks”, Management
International Review, Vol. 37, No. 2, pp. 27-42

Anderson, E. & H. Gatignon. (1986) “Modes of foreign entry: a
transaction cost analysis and propositions”, Journal of Interna-
tional Business Studies, Vol. 17, No. 3, pp. 1-26

Anderson, J.C. & J.A. Narus (1998) “Business Marketing: Under-
standing What Customers Value”, Harvard Business Review,
November-December, pp. 53-65

Anderson, J.C. & J.A. Narus (2004) “Business Market Management:
Understanding, Creating and Delivering Value” (2" edition),
Prentice Hall, Upper Saddle River, NJ

Andersson, U. & M. Forsgren (1995) “Using networks to deter-
mine multinational parental control of subsidiaries”. In Inter-
national Marketing Reader, (Eds.) S.J. Paliwoda & J.K. Ryans,
Routledge, London, pp. 72-87



192

Andrews, K.R. (1971) “The concept of corporate strategy”, Irwin,
Homewood, IL

Ansoff, H.I. (1965) “Corporate Strategy”, McGraw-Hill, New York

Araujo, L., ]. Bowey & G. Easton (1998) “Social capital, industrial
networks and entrepreneurs”. In Proceedings of the 14™ IMP An-
nual Conference, (Eds.) A. Halinen-Kaila & N. Nummela, Turku
School of Economics

Arnold, D. & Quelch, J. (1998) “New strategies in emerging mar-
kets”, Sloan Management Review, Vol. 40, No. 1, pp. 7-20

Arnold, G. (2005) “Africa: A Modern History”, Atlantic Books, Lon-
don

Arrow, KJ. (1975) “Vertical integration and communication”, The
Bell Journal of Economics, Vol. 6, No. 1, pp. 173-183

Asafu-Adjaye, J. (2004) “International trade and sustainable de-
velopment in Sub-Saharan Africa”, International Journal of So-
cial Economics, Vol. 31, No. 4, pp. 417-429

Austin, J.E. (1990) “Managing in Developing Countries: Strategic
Analysis and Operating Techniques”, Free Press, New York

Awuah, G.B. (1994) “The presence of multinational companies (MNCs)
in Ghana: a study of the impact of the interaction between an MINC
and three indigenous companies”, Department of Business Stud-
ies, Uppsala University (Dissertation)

Axinn, C.N. & P. Matthyssens (2002) “Limits of internationaliza-
tion theories in an unlimited world”, International Marketing
Review, Vol. 19, No. 5, pp. 436-449

Bacharach, S. (1989) “Organizational Theories: Some Criteria for
Evaluation”, Academy of Management Review, Vol. 14, No. 4, pp.
496-515

Barkema, H.G., ].H.J. Bell & ].M. Pennings (1996) “Foreign entry,
cultural barriers, and learning”, Strategic Management Journal,
Vol. 17, No. 2, pp. 151-166

Barney, J.B. (1986) “Strategic factor markets: expectations, luck,
and business strategy”, Management Science, Vol. 32, No. 10,
pp. 1231-1241

Barney, J.B. (1991) “Firm Resources and Sustained Competitive
Advantage”, Journal of Management, Vol. 17, No. 1, pp. 99-120



Bartlett, C.A. & S. Ghoshal (1989) “Managing Across Borders: Tran-
snational Solutions”, Harvard Business School Press, Boston

Bartlett, C.A. & S. Ghoshal (1991) “Global Strategic Management:
impact on the new frontiers of strategy research”, Strategic
Management Journal, Vol. 12, No. 1, pp. 5-16

Bass, B.M., D.W. McGregor & ].L. Walters (1977) “Selecting For-
eign Plant Sites: Economic, Social and Political Considera-
tions”, Academy of Management Journal, Vol. 20, No. 4, pp. 535-
551

Beamish, P.W. (1988) “Multinational joint ventures in developing
countries”, Routledge, London

Beamish, P.W., A. Morrison, P. Rosenzweig & A. Inkpen (2000)
“International Management”, McGraw-Hill, Boston

Beer, M. (1980) “Organization Change and Development. A Systems
View”, Goodyear, Santa Monica, CA

Bell, J. (1995) “The internationalization of small computer soft-
ware firms: a further challenge to ‘stage’ theories”, European
Journal of Marketing, Vol. 29, No. 8, pp. 60-75

Benbasat, 1., D. Goldstein & M. Mead (1987) “The Case Research
Strategy in Studies of Information Systems”, MIS Quarterly,
Vol. 11, No. 3, pp. 369-386

Benito, G. (1995) “Studies in foreign direct investment and divestment
behaviour of Norwegian manufacturing companies”, Norwegian
School of Economics and Business Administration (Disserta-
tion)

Bennett, P. & R. Green (1972) “Political instability as a determinant
of direct foreign investment in marketing”, Journal of Market-
ing Research, Vol. 9, No. 2, pp. 182-186

Bilkey, W.J. (1978) “An attempted integration of the literature on
the export behavior of firms”, Journal of International Business
Studies, Vol. 9, No. 1, pp. 33-46

Bilkey, W.J. & G. Tesar (1977) “The export behavior of smaller-
sized Wisconsin manufacturing firms”, Journal of International
Business Studies, Vol. 8, No. 1, pp. 93-98

Bjorkman, 1. (1990) “Foreign Direct Investment; an organisation
learning perspective”, Swedish School of Economics and Busi-
ness Administration, Helsinki, Working paper, No. 208

193



194

Bjorkman, I. & S. Kock (1995) “Social Relationships and Business
Networks: The Case of Western Companies in China”, Interna-
tional Business Review, Vol. 4, No. 4, pp. 519-535

Black, J.A. & K.B. Boal (1994) “Strategic Resources: Traits, Con-
figurations and Paths to Sustainable Competitive Advantage”,
Strategic Management Journal, Vol. 15, Special Issue (Summer),
pp- 131-148

Blankenburg-Holm, D. (1995) “A network approach to foreign
market entry”. In Business Marketing: An Interaction and Net-
work Perspective, (Eds.) K. Moller & D. Wilson, Kluwer Aca-
demic Publishers, Boston, pp. 375-405

Blankenburg-Holm, D., K. Eriksson & J. Johanson (1999) “Creat-
ing Value through Mutual Commitment to Business Network
Relationships”, Strategic Management Journal, Vol. 20, No. 5,
pp- 467-486

Boateng, A. & K.W. Glaister (2002) “Performance of International
Joint Ventures: Evidence for West Africa”, International Busi-
ness Review, Vol. 11, No. 5, pp. 523-541

Bonoma, T. (1985) “Case research in marketing: opportunities,
problems and a process”, Journal of Marketing Research, Vol. 22,
No. 2, pp. 199-208

Borensztein, E., ]. De Gregorio & J-W. Lee (1998) “How does for-
eign direct investment affect economic growth”, Journal of In-
ternational Economics, Vol. 45, No. 1, pp. 115-135

Borsos-Torstila, J. (1999) “The determinants of foreign direct invest-
ment operations of Finnish MINCs in transition economies 1990-
1995”, ETLA, The Research Institute of Finnish Economy (Dis-
sertation)

Brewer, T. (1991) “Foreign Direct Investment in Developing Coun-
tries: Pattern Policies and Prospects”, World Bank PRE Working
paper, No. 712, Washington DC

Brewer, T. (1993) “Government policies, market imperfections
and foreign direct investment”, Journal of International Business
Studies, Vol. 24, No. 1, pp. 101-120

Bridgewater, S. (1999) “Networks and internationalisation: the
case of multinational corporations entering Ukraine”, Interna-
tional Business Review, Vol. 8, No. 1, pp. 99-118

Brinberg, D. & J. McGrath (1985) “Validity and the Research Proc-
ess”, Sage Publications, Beverly Hills, CA



Brink, N. & W. Viviers (2003) “Obstacles in attracting increased
portfolio investment into Southern Africa”, Development South-
ern Africa, Vol. 20, No. 2, pp. 213-236

Bryman, A. (1988) “Quantity and Quality in Social Research”,
Unwin Hyman, London

Bryman, A. (2002) ”Samhiillsvetenskapliga metoder”, Liber Ekono-
mi, Malmo

Buckley, P.J. (1988) “The limits of explanation: testing the inter-
nalization theory of the multinational enterprise”, Journal of
International Business Studies, Vol. 19, No. 2, pp. 181-193

Buckley, P. & M. Casson (1976) “The Future of the Multinational
Enterprise”, Macmillan, London

Buckley, P. & M. Casson (1998) “Analyzing Foreign Market Entry
Strategies: Extending the Internalization Approach”, Journal of
International Business Studies, Vol. 29, No. 3, pp. 539-561

Burgess, S.M. & J-B. Steenkamp (2006) “Marketing renaissance:
How research in emerging markets advances marketing sci-
ence and practice”, International Journal of Research in Market-
ing, Vol. 23, No.4, pp. 337-356

Calof, J.L. & P.W. Beamish (1995) “Adapting to Foreign Markets:
Explaining Internationalization”, International Business Review,
Vol. 4, No. 2, pp. 115-131

Calvet, A.L. (1984) “A Synthesis of Foreign Direct Investment
Theories and Theories of the Multinational Firm”, Journal of
International Business Studies, Vol. 12, No. 1, pp. 43-59

Cantwell, J. (1991) “A Survey of Theories of International Produc-
tion”. In The Nature of the Transnational Firm, (Eds.) C.N. Pitelis
& R. Sugden, Routledge, London, pp. 16-63

Carroll, A. (1991) “The pyramid of corporate social responsibility:
Toward the moral management of organizational stakehold-
ers”, Business Horizons, Vol. 34, No. 4, pp. 39-48

Caves, R.E. (1971) “International Corporations: The Industrial
Economics of Foreign Investment”, Economica, Vol. 38, pp.
1-27

Caves, R.E. (1982) “Multinational enterprises and economic analysis”,
Cambridge University Press, Cambridge, MA

Cavusgil, S.T. (1980) “On the Internationalisation Process of
Firms”, European Research, Vol. 8, pp. 273- 281

195



196

Cavusgil, S.T. (1984) “Organizational characteristics associated
with export activity”, Journal of Management Studies, Vol. 21,
No. 1, pp. 3-22

Cavusgil, S.T. & J. Nevin (1981) “Internal determinants of export
marketing behavior: an empirical investigation”, Journal of
Marketing Research, Vol. 18, No. 1, pp. 114-119

Cazurra, A.C. & M. Ramos (2002) “A Resource-Based Teleological
Analysis of the Internationalization Process”, Carlson School of
Management, University of Minnesota (Work in progress)

Chandler, A. (1962) “Strategy and Structure”, MIT Press, Cam-
bridge, MA

Chang, S-J. (1995) “International expansion strategy of Japanese
firms: Capability building through sequential entry”, Academy
of Management Journal, Vol. 38, No. 2, pp. 383-407

Coffey, A. & P. Atkinson (1996) “Making Sense of Qualitative Data:
Complementary Research Strategies”, Sage Publications, Thou-
sand Oaks, CA

Cohen, K.J. & R.M. Cyert (1965) “Theory of the Firm: Resource Al-
location in a Market Economy”, Prentice Hall, Englewood Cliffs,
NJ

Collis, D.J. (1991) “A resource- based analysis of global competi-
tion: the case of the bearings Industry”, Strategic Management
Journal, Vol. 12, Special Issue (summer), pp. 49-68

Coviello, N.E. & H. Munro (1995) “Growing the Entrepreneurial
Firm: Networking for International Market Development”,
European Journal of Marketing, Vol. 29, No. 7, pp. 49-61

Coviello, N.E. & H. Munro (1997) “Network relationships and the
internationalisation process of Small software firms”, Interna-
tional Business Review, Vol. 6, No. 4, pp. 361-386

Creswell, J.W. (1998) “Qualitative Inquiry and Research Design:
Choosing among Five Traditions”, Sage Publications, Thousands
Oaks, CA

Creswell, J.JW. (2003) “Research Design: Qualitative, Quantitative
and Mixed Methods Approaches” (2™ edition), Sage Publications,
Thousands Oaks, CA

Cyert, R. & J. March (1963) “A Behavioural Theory of the Firm”,
Prentice Hall, Englewood Cliffs, NJ



Czinkota, M.R. (1982) “Export Development Strategies: U.S. Promo-
tion Policies”, Praege Publishers, New York

Czinkota, M.R. & I.A. Ronkainen (1998) “International Marketing”
(5" edition), The Dryden Press, London

Daft, R. (1983) “Organisation Theory and Design”, Wets, New York

Davidson, W.H. (1980) “The location of foreign direct investment
activity: country characteristics and experience effects”, Jour-
nal of International Business Studies, Vol. 11, No. 2, pp. 9-23

Davidson, W.H. (1983) “Global Strategic Management”, John Wiley
& Sons, New York

Denzin, N. & Y. Lincoln (1994) “Introduction: entering the field of
qualitative research”. In Handbook of Qualitative Research, (Eds.)
N. Denzin & Y. Lincoln, Sage Publications, Thousand Oaks,
CA, pp. 1-17

Denzin, N. & Y. Lincoln (Eds.) (1998) “Strategies of Qualitative In-
quiry”, Sage Publications, Thousand Oaks, CA

Dicken, P. (1998) “Global Shift: Transforming the World Economy”
(3" edition), Paul Chapman, London

Doz, Y. & G. Hamel (1998) “Alliance Advantage: The Art of Creat-
ing Value through Partnering”, Harvard Business School Press,
Boston, MA

Doz, Y. & C.K. Prahalad (1991) “Managing DMNCs: A search for
a new paradigm”, Strategic Management Journal, Vol. 12, Spe-
cial Issue (summer), pp. 145-164

Dubois, A. & L-E. Gadde (2002) “Systematic Combining: An Ab-
ductive Approach to Case Research”, Journal of Business Re-
search, Vol. 55, No. 7, pp. 553-560

Dunning, J.H. (1977) “Trade, location of economic activity and the
multinational enterprise: a search for an eclectic approach”. In
The International Allocations of the Economic Activity, (Eds.) B.
Ohlin, P-O. Hesselborn & P. Wijkman, Macmillan, London, pp.
395-418

Dunning, J.H. (1981) “Towards an Eclectic Theory of Internation-
al Production”, Journal of International Business Studies, Vol. 11,
No. 1, pp. 9-31

Dunning, J.H. (1988) “The eclectic paradigm of international pro-
duction: a restatement and some possible extensions”, Journal
of International Business Studies, Vol. 19, No. 1, pp. 1-31

197



198

Dunning, J.H. (1993) “Multinational Enterprise and the Global Econ-
omy”, Addison-Wesley, Reading, MA

Dunning, J.H. (1995) “Trade, location of economic activity and the
multinational enterprise: a search for an eclectic approach”. In
Readings in International Enterprise, (Ed.) ]. Drew, International
Thomson Business Press, London, pp. 250-274

Dunning, J.H. (1998) “Location and the multinational enterprise:
a neglected factor?”, Journal of International Business Studies,
Vol. 29, No. 1, pp. 45-66

Dunning, J.H. (2000) “The eclectic paradigm as an envelope for
economic and business theories of MNE activity”, International
Business Review, Vol. 9, No. 2, pp. 163-190

Dwyer, F.R., P.H. Schurr & S. Oh (1987) “Developing Buyer-Seller
Relationships”, Journal of Marketing, Vol. 51, No. 2, pp. 11-27

Easterby-Smith, M., R. Thorpe & A. Lowe (1991) “Management Re-
search: An Introduction”, Sage Publications, London

Easton, G. (1992) “Industrial Networks: A Review”. In Industrial
Networks - A New View of Reality, (Eds.) B. Axelsson & G. Eas-
ton, Routledge, London, pp. 1-27

Eisenhardt, K.M. (1989) “Building theories from case study re-
search”, Academy of Management Review, Vol. 14, No. 4, pp. 532-
550

Fayerweather, J. (1969) “International Business Management: A Con-
ceptual Framework”, McGraw-Hill, New York

Fayerweather, J. (1978) “International Business Strategy and Admin-
istration”, Ballinger, Cambridge, MA

Ford, D. (1980) “The Development of Buyer-Seller Relationships
in Industrial Markets”, European Journal of Marketing, Vol.
14, No. 5/6, pp. 339-353

Ford, D. (Ed.) (1990) “Understanding business markets”, Academic
Press, London

Ford, D. (Ed.) (2002) “Understanding business marketing and pur-
chasing” (3" edition), Thomson Learning, London

Ford, D., L-E. Gadde, H. Hakansson & I. Snehota (2003) “Man-
aging Business Relationships” (2" edition), John Wiley & Sons,
Chichester



Ford, D., H. Hdkansson & J. Johanson (2002) “How do companies
interact?”. In Understanding business marketing and purchasing
(3 edition), (Ed.) D. Ford, Thomson Learning, London

Forsgren, M. (1989) “Managing the Internationalization Process: The
Swedish Case”, Routledge, London

Forsgren, M. (2002) “The concept of learning in the Uppsala inter-
nationalization process model: A Critical review”, International
Business Review, Vol. 11, No. 3, pp. 257-277

Forsstrom, B. (2005) “Value Co-Creation in Industrial Buyer-Seller
Partnerships - Creating and Exploiting Interdependencies. An Em-
pirical Case Study”, Abo Akademi University Press (Disserta-
tion)

Frazier, G. (1983) “Interorganizational Exchange Behavior in Mar-
keting Channels: A Broadened Perspective”, Journal of Market-
ing, Vol. 47, No. 4, pp. 68-78

Ghauri, P. (2004) “Designing and Conducting Case Studies in
International Business Research”. In Handbook of Qualitative
Research Methods for International Business, (Eds.) R. Marschan-
Piekkari & C. Welch, Edward Elgar, Cheltenham, pp. 109-124

Ghoshal, S. (1987) “Global Strategy: An Organizing Framework”,
Strategic Management Journal, Vol. 8, No. 5, pp. 425-440

Gipson, C.R. (1994) “Dictionary of International Trade and Finance”,
McGraw-Hill, New York

Glaser, B. & A. Strauss (1967) “The Discovery of Grounded Theory:
Strategies for Qualitative Research”, Aldine, New York

Glasser, W. (1992) “The Quality School”, HarperCollins, New
York

Glatthorn, A. (1998) “Writing the Winning Dissertation: A Step-by-
Step Guide”, Corwin Press, Sage Publications, Thousand Oaks,
CA

Gomes-Casseres, B. (1989) “Ownership structures of foreign sub-
sidiaries: theory and evidence”, Journal of Economic Behaviour
and Organization, Vol. 11, No. 1, pp. 1-25

Gomes-Casseres, B. (1990) “Firm ownership preferences and host
government restrictions: an integrated approach”, Journal of
International Business Studies, Vol. 21, No. 1, pp. 1-22

199



200

Graham, E.M. (1974) “Oligopolistic Imitation and European Direct
Investment in the United States”, Graduate School of Business
administration, Harvard University (Working paper)

Graham, E. & P. Krugman (1991) “Foreign direct investment in the
United States” (2" edition), Institute for International Econom-
ics, Washington DC

Grant, RM. (1991) “The resource-based theory of competitive
advantage: implications for strategy formulation”, California
Management Review, Vol. 33, No. 3, pp. 114-135

Guba, E.G. & Y.S. Lincoln (1994) “Competing paradigms in quali-
tative research”. In Handbook of Qualitative Research, (Eds.) N.K.
Denzin & Y.S. Lincoln, Sage Publications, Thousand Oaks, CA,
pp- 71-80

Gummesson, E. (1991) “Qualitative Methods in Management Re-
search”, Sage Publications, Thousand Oaks, CA

Gummesson, E. (2000), “Qualitative Methods in Management Re-
search” (2™ edition), Sage Publications, Thousand Oaks, CA

Habiyakare, E. & J-A. Térnroos (2007) “A behavioural approach
to foreign-market expansion to turbulent markets: a case of
the internationalisation of seven Finnish corporations to the
Republic of South Africa”, Journal for Global Business Advance-
ment, Vol. 1, No. 1, pp. 71-90

Hadjikhani, A. (1997) “A note on the criticisms against the inter-
nationalization process model”, International Management Re-
view, Vol. 37, No. 2, pp. 43-66

Hadjikhani, A. (2000) “The political behavior of business actors:
the case of Swedish MNCs and the EU”, International Studies of
Management and Organization, Vol. 30, No. 1, pp. 93-117

Hadjikhani, A. & H. Hakansson (1996) “Political actions in busi-
ness networks: a Swedish case”, International Journal of Research
in Marketing, Vol. 13, No. 5, pp. 431-447

Hadjikhani, A. & J. Johanson (1996) “Facing foreign market tur-
bulence: Three Swedish multinationals in Iran”, Journal of In-
ternational Marketing, Vol. 4, No. 4, pp. 53-74

Hadjikhani, A. & J. Johanson (2001) “Expectation-The Missing Link
in the Internationalization Process Model”. In Business Network
Learning, (Eds.) H. Hdkansson & ]. Johanson, Elsevier Science,
London, pp. 146-168



Hadjikhani, A. & D. Sharma (1996) “Interrelationship and the
Management of Political Actors”. In Interaction, Relationships
and Networks: Proceedings of the 12" International Conference on
Industrial Marketing and Purchasing, (Eds.) H.G. Gemiinden, T.
Ritter & A. Walter, Vol. 2, pp. 823-846 (Work-in-Progress Pa-

pers)
Hadjikhani, A. & D. Sharma (1999) “A View on Political and Busi-

ness Actors”. In Advances in International Marketing, (Ed.) P.
Ghauri, Vol. 9, JAI Press, Stamford, CT, pp. 243-257

Halinen, A. (1994) “Exchange Relationship in Professional Services.
A Study of Relationship Development in the Advertising Sector”,
Publications of the Turku School of Economics and Business
Administration (Dissertation)

Halinen, A. & J-A. Térnroos (1995) “The meaning of time in the
study of buyer-seller relationships”. In Business Marketing: An
Interaction and Network Perspective, (Eds.) K. Moller & D. Wil-
son, Kluwer Academic Publishers, Boston, pp. 493-529

Halinen, A. & J-A. Térnroos (1998) “The role of embeddedness
in the evolution of business networks”, Scandinavian Journal of
Management, Vol. 14, No. 3, pp. 187-205

Halinen, A. & J-A. Térnroos (2005) “Using case methods in the
study of contemporary business networks”, Journal of Business
Research, Vol. 58, No. 9, pp. 1285-1297

Hall, R.-H. (1972) “Organisation structure and process”, Prentice
Hall, Englewood Cliffs, NJ

Hallén, L. (1992) “Infrastructural Networks in International Busi-
ness”. In Managing Networks in International Business, (Eds.) M.
Forsgren & J. Johanson, Gordon & Breach, Philadelphia, pp.
77-92

Hamel, G. (1991) “Competition for competence and interpart-
ner learning within international strategic alliances”, Strategic
Management Journal, Vol. 12, Special Issue (S1), pp. 83-103

Hamel, G. & C.K. Prahalad (1985) “Do you really have a global
strategy?”, Harvard Business Review, Vol. 63, pp. 134-148

Hayter, R. (1998) “The Dynamics of Industrial Location: the Factory,
the Firm and the Production System”, Wiley, Chichester

Heckscher E. & B. Ohlin (1933) “Interrequlations and International
Trade”, Harvard University Press, Cambridge, MA

201



202

Hedaa, L. & J-A. Térnroos (1997) “Understanding event-based busi-
ness networks”, Department of Management, Politics and Phi-
losophy, Copenhagen Business School, Working papers, No.
10

Hedaa, L. & J-A. Térnroos (2003) “Time and timing as connected
events in business networks”, Plenary Session Paper, ISIDA
Palermo, May 8-10

Hedlund, G. (1981) “Autonomy of subsidiaries and formalization
of headquarters-subsidiary relations in Swedish MNCs”. In
The Management of Headquarters-Subsidiary Relations in Multi-
national Corporations, (Ed.) L. Otterbeck, Gower, Aldershot, pp.
25-78

Hedlund, G. (1984) “Organization in-Between: The Evolution of
the Mother-Daughter Structure of Managing Foreign Subsidi-
aries in Swedish MNCs”. Journal of International Business Stud-
ies, Vol. 15, No. 2, pp. 109-123

Hedlund, G. (1986) “The hypermodern MNC: a heterarchy?”,
Human Resource Management, Vol. 25, pp. 9-35

Hedlund, G. & H. Kverneland (1983) “Are establishment and
Growth Strategies for foreign Markets Changing?”, Paper pre-
sented at the 9"Annual EIBA Meeting, Oslo

Hedlund, G. & D. Rolander (1990) “Action in Heterarchies: New
Approaches to Managing the MNC”. In Managing the Global
Firm, (Eds.) C. Bartlett, Y. Doz & G. Hedlund, Routledge, Lon-
don, pp. 15-46

Hegre, H., T. Ellingsen, S. Gates & N.P. Gleditsch (2001) “Toward
a Democratic Civil Peace? Democracy, Political Change, and
Civil War 1816-1992”, American Political Science Review, Vol. 95,
No. 1, pp. 33-48

Hennart, J.F. (1982) “A Theory of the Multinational Enterprise”, Uni-
versity of Michigan Press, MI

Hennart, J.F. (1989) “Can the ‘new forms of investment’ substitute
for the ‘old forms”: A transaction Cost perspective”, Journal of
International Business Studies, Vol. 20, No. 2, pp. 211-233

Hennart, J.F & ]J. Larimo (1998) “The Impact of Culture on the
Strategy of Multinational Enterprises: Does National Origin
Affect Ownership Decisions?”, Journal of International Business
Studies, Vol. 29, No.3, pp.515-538



Hill CW.L,, P. Hwang & W.C. Kim (1990) “An eclectic theory of
the choice of international entry mode”, Strategic Management
Journal, Vol. 11, No. 2, pp. 117-128

Hirschman, E. (1986) “Humanistic Inquiry in Marketing Re-
search: Philosophy, Method, and Criteria”, Journal of Marketing
Research, Vol. 23, No. 3, pp. 237-249

Hirvensalo, I. (1996) “Strategic Adaptation of Enterprises to Turbu-
lent Transitionary Markets: Operative Strategies of Finnish Firms in
Russia and the Baltic States during 1991-95”, The Research Insti-
tute of the Finnish Economy, ETL, A24, Helsinki

Holsti, O.R. (1969) “Content Analysis for the Social Sciences and the
Humanities”, Addison-Wesley, Reading, MA

Hornell, E., J-E. Vahlne & F. Weidersheim-Paul (1973) “Export och
utlandsetableringar”, Almqvist & Wiksell, Uppsala

Huberman, A.M. & M. Miles (1985) “Assessing local causality in
qualitative research”. In The Self in Social Inquiry: Researching
Methods, (Eds.) D. Berg & K. Smith, Sage Publications, Thou-
sand Oaks, CA, pp. 351-381

Hymer, S. (1976) “The international Operations of National Firms: A
study of Direct Foreign Investment”, MIT Press, Cambridge, MA
(dissertation)

Haékansson, H. (Ed.) (1982) “International Marketing and Purchasing
of Industrial Goods: An Interaction Approach”, Wiley, Chichester

Hakansson, H. & J. Johanson (1988) “Formal and informal co-
operation strategies in international industrial networks”. In
Cooperative Strategies in International Business, (Eds.) F.J. Con-
tractor & P. Lorange, Lexington Books, Lexington, MA, pp.
369-379

Hakansson, H. & J. Johanson (1992) “A model of industrial net-
works”. In Industrial Networks. A New View of Reality, (Eds.) B.
Axelsson & G. Easton, Routledge, London, pp. 28-38

Haékansson, H. & J. Johanson (1993) “The Network as a Govern-
ance Structure: Interfirm Cooperation Beyond Markets and Hi-
erarchies”. In The Embedded Firm. The Socioeconomics of Industri-
al Networks”, (Ed.) G. Grabher, Routledge, London, pp.35-51

Hakansson, H. & I. Snehota (1995) “Developing Relationships in
Business Networks”, Routledge, London

203



204

Hékansson, H & I. Snehota (2000) “The IMP perspective: assets
and liabilities of business relationships”. In Handbook of Rela-
tionship Marketing, (Eds.) ].N. Sheth & A. Parvatiyar, Sage Pub-
lications, London, pp. 69-93

Haékansson, H. & I. Snehota (2002) “Analysing Business Relation-
ships”. In Understanding Business Marketing and Purchasing (3™
edition), (Ed.) D. Ford, Thomson Learning, London, pp. 162-
182

Jansson, H., M. Saquib & D.D. Sharma (1995) “The State and Tran-
snational Corporations: Network Approach to Industrial Policy in
India”, Edward Elgar, Aldershot

Johannisson, B. (1987) “Beyond Process and Structure: Social Ex-
change Networks”, International Studies of Management and Or-
ganization, Vol. 17, No. 1, pp. 3-23

Johanson, M. (2001) “Searching the known, discovering the unknown.
The Russian transition from plan to market as network change proc-
esses”, Department of Business Studies, Uppsala University
(Dissertation)

Johanson, J. & F. Wiedersheim-Paul (1975) “The Internationalisa-
tion of the firm - four Swedish cases”. Journal of Management
Studies, Vol. 12, No. 3, pp. 305-322

Johanson, J. & L-G. Mattsson (1988) “Internationalization in In-
dustrial Systems - A Network Approach”. In Strategies in Glo-
bal Competition, (Eds.) N. Hood & J-E. Vahlne, Croom Helm,
London, pp. 287-314

Johanson, J. & L-G. Mattsson (1992) “Network positions and stra-
tegic action - an analytic framework”. In Industrial Networks. A
New View of Reality, (Eds.) B. Axelsson & G. Easton, Routledge,
London, pp. 205-217

Johanson, J. & L-G. Mattsson (1995) “International Marketing
and Internationalization Processes. A Network approach”. In
International Marketing Reader, (Eds.) S.] Paliwoda & J.K. Ryans,
Routledge, London, pp. 51-71

Johanson, J. & J-E. Vahlne (1977) “The internationalisation proc-
ess of the firm: a model of knowledge development and in-
creasing foreign market commitment”, Journal of International
Business Studies, Vol. 8, No. 1, pp. 23-32

Johanson, J. & J-E. Vahlne (1990) “The Mechanisms of Interna-
tionalisation”, International Marketing Review, Vol. 7, No. 4, pp.
11-24



Johanson, J. & J-E. Vahlne (1994) “The mechanisms of internation-
alisation”. In Internationalisation, Relationships and Networks,
(Ed.) J. Johanson, Uppsala University, pp. 83-95

Johanson, J. & J-E. Vahlne (2003) “Business Relationship Learning
and Commitment in the Internationalization Process”, Journal
of International Entrepreneurship, Vol. 1, No. 1, pp.83-101

Julien, P-A., A. Joyal, L. Deshaies & C. Ramangalahy (1997) “A
Typology of Strategic Behaviour among Small and Medium-
Sized Exporting Businesses. A Case Study”, International Small
Business Journal, Vol. 15, No. 2, pp. 33-50

Kidder, L.H. (1981a) “Selltiz, Wrightman and Cook’s Research Meth-
ods in Social Relations” (4™ edition), Holt, Rinehart & Winston,
New York

Kidder, L.H. (1981b) “Qualitative research and quasi-experimen-
tal frameworks”. In Scientific Inquiry and the Social Sciences,
(Eds.) M.B. Brewer & B.E. Collins, Jossey-Bass, San Francisco,
CA, pp. 226-256

Kirkeby, O.F. (1994) “Abduktion”. In Videnskabsteori og metodelaere,
(Ed.) H. Andersen, Samfundslitteratur, Frederiksberg, pp. 122-
152

Knickerbocker, F.T. (1973) “Oligopolistic Reaction and Multinational
Enterprise”, Harvard University Press, Boston

Kobrin, S.J. (1991) “An empirical analysis of the determinants of
global integration”, Strategic Management Journal, Vol. 12, Spe-
cial Issue (summer), pp. 17-31

Kogut, B. & H. Singh (1988) “The effect of national culture on the
choice of entry mode”, Journal of International Business Studies,
Vol. 19, No. 3, pp. 411-432

Kogut, B. & U. Zander (1995) “Knowledge, Market Failure and
the Multinational Enterprise: A Reply”, Journal of International
Business Studies, Vol. 26, No. 2, pp. 417-426

Kravis, I. & R. Lipsey (1982) “The Location of Overseas Produc-
tion and Production for Export by U.S. Multinational Firms”,
Journal of International Economics, Vol. 12, No. 3/4, pp. 201-223

Kravis, I. & R. Lipsey (1983) “The Location of Overseas Production,
Inequality of Nations”, The Industrial Institute for economic and
Social Research (IUI), Working paper, No. 430, Stockholm

205



206

Kvale, S. (1997) "Den kuvalitativa forskningsintervjun”, Studentlit-
teratur, Lund

Lall, S. (2003) “Investment and Technology Policies for Competi-
tiveness: Review of Successful Country Experiences”, United
Nations Conference on Trade and Development (UNCTAD), New
York

Larimo, J. (1989) “Operation of Finnish firms in the less developed
countries. Institutional framework, operation development and fu-
ture perspectives”, University of Vaasa, Research paper, No.
143

Larimo, J. & E. Makela (1995) “Foreign Direct Investments in Devel-
oping Countries. An Empirical Study of the Behaviour of Finnish
Firms”, University of Vaasa, Research paper, No. 198

Lecraw, D.J. (1991) “Factors influencing foreign direct investment
by transnational corporations in host developing countries: A
preliminary report”. In Multinational Enterprises in Less Devel-
oped Countries, (Eds.) P.J. Buckley & J. Clegg, St. Martin’s Press,
New York, pp. 163-180

Lundahl, M., P. Fredriksson & L. Moritz (1992) “South Africa 1990:
Pressure for change”, Stockholm School of Economics, Reprint
Series, No. 94

Lundahl, M. (Ed.) (2004) “Globalization and the Southern African
Economies”, Nordic African Institute, Research Report, No.
130, Uppsala

Luostarinen, R. (1970) “Foreign Operations of the Firms”, Helsinki
School of Economics and Business Administration, Helsinki
(Licentiate thesis)

Luostarinen, R. (1979) “Internationalisation of the firm”, Helsinki
School of Economics and Business Administration, Helsinki
(Dissertation)

Luostarinen, R. & L. Welch (1990) “International Business Opera-
tions”, Helsinki School of Economics and Business Adminis-
tration, Helsinki

Madhok, A. (1997) “Cost, value and foreign market entry mode:
the transaction and the firm”, Strategic Management Journal,
Vol. 18, No. 1, pp. 39-61

Madsen, T.K. & P. Servais (1997) “The Internationalisation of Born
Globals: an Evolutionary Process?”, International Business Re-
view, Vol. 6, No. 6, pp. 561-583



Mbare, O. (2004) “Corporate Social Responsibility: Theory and Frame-
work in Contemporary Finnish and Kenyan Business Practices”,
Abo Akademi University Press (Dissertation)

McGrath, J. (1982) “Dilemmatics: The Study of Research Choic-
es and Dilemmas”. In Judgement calls in research, (Eds.) J. Mc-
Grath, J. Martin & R. Kulka, Sage Publications, Beverly Hills,
CA, pp. 69-102

Melber, H. (2007) "Kapplopningen om Afrika”, Framtider: Afrikas
Moajligheter, Nr.3/2007, Institutet For Framtidsstudier, Stock-
holm, pp. 11-15

Melin, L. (1992) “Internationalisation as a strategy process”, Stra-
tegic Management Journal, Vol. 13, Special Issue (winter), pp.
99-118

Merriam, S.B. (1988) “Case study Research in Education: A qualita-
tive Approach”, Jossey-Bass, San Francisco, CA

Miettild, A. & J-A. Térnroos (1993) “The meaning of time in the
study of buyer-seller relationships”, Publication of Turku
School of Economics and Business Administration, Working

paper
Miles, M.B. & A.M. Huberman (1994) “Qualitative Data Analysis”,
Sage Publications, Thousand Oaks, CA

Mtigwe, B. (2005) “The entrepreneurial firm internationalization
process in the Southern African context: A comparative ap-
proach”, International Journal of Entrepreneurial Behaviour and
Research, Vol. 11, No. 5, pp. 358-377

Mtigwe, B. (2006) “Theoretical milestones in international busi-
ness: The journey to international entrepreneurship theory”,
Journal of International Entrepreneurship, Vol. 4, No. 1, pp. 5-25

Maikeld, E. & J. Larimo (1996) “Nordic Firms in Less Developed
Countries. Empirical Study of the Use of Various Operation Modes
and Future Prospects for the Operation”, University of Vaasa, Re-
search paper, No. 205

Nelson, R. (1991) “Why do firms differ, and how does it matter?”,
Strategic Management Journal, Vol. 12, Special Issue (winter),
pp. 61-74

Nelson, R. (1996) “The Sources of Economic Growth”, Harvard Uni-
versity Press, Cambridge, MA

207



208

Nelson, R. (1997) “How new is new growth theory?”, Challenge,
Vol. 40, No. 5, pp. 29-58

Nelson, R. & S.G. Winter (1982) “An Evolutionary Theory of Eco-
nomic Change”, Harvard University Press, Cambridge, MA

Neuendorf, K.A. (2002) “The content analysis guidebook”, Sage Pub-
lications, Thousand Oaks, CA

Nieminen, J. (1994) “Transition in Eastern Europe: dimensions of
transition, environmental changes and implications for Western
managers”, Turku School of Economics and business Admin-
istration, Business Research Centre and Institute for East-West
Trade, Discussion paper

Nieminen, J. (1999) “The changing business context in the transi-
tion economies”. In Business Entry in Eastern Europe: A Network
and Learning Approach with Case Studies, (Eds.) J-A. Térnroos &
J. Nieminen, Kikimora Publications, Helsinki, pp. 20-45

Nieminen, J. & J-A. Térnroos (1997) “The role of learning in the
evolution of business networks in

Estonia: Four Finnish case studies”. In The Nature of the Inter-
national Firm, (Eds.) I. Bjorkman & M. Forsgren, Copenhagen
Business School Press, Copenhagen, pp. 189-229

Nordstrom, K. (1991) “The internationalization process of the firm:
Searching for new patterns and explanations”, Institute of Interna-
tional Business, Stockholm (Dissertation)

Norén, L. (1990) “Fallstudiens trovardighet”, Paper presented at
XI Nordic Business Administration Conference, Vaasa

Nwankwo, S. & D. Richards (2004) “Institutional paradigm and
the management of transitions: A sub-Sahara African perspec-
tive”, International Journal of Social Economics, Vol. 31, No. 1/2,
pp. 111-130

Nwankwo, S. & S. Rugimbana (2003) “Introduction: Africa can
claim the 21% century”, Management Decision, Vol. 41, No. 3,
pp. 215-216

Owhoso, V., K.C. Gleason, I. Mathur & C. Malgwi (2002) “Enter-
ing the last frontier: Expansion by U.S. multinationals to Af-
rica”, International Business Review, Vol. 11, No. 4, pp. 407-430

Owusu, R.A. (2002) “Project marketing to Africa: lessons from the
case of IVO Transmission Engineering and Ghana’s national
electrification scheme”, Journal of Business and Industrial Mar-
keting, Vol. 17, No. 6, pp. 523-537



Owusu, R.A. (2003) “Collective Network Capability in International
Project Business Networks. A Case Study of the Business Network
for the Ashanti Electrification Project in Ghana”, Swedish School
of Economics and Business Administration in Helsinki (Dis-
sertation)

Padmanabhan, P. & K. Cho (1999) “Decision specific experiences
in foreign ownership and establishment strategies: evidence
from Japanese firms”, Journal of international Business Studies,
Vol. 30, No. 1, pp. 25-43

Parkhe, A. (1993) “Strategic Alliance structuring: a game theoretic
and Transaction Costs Examination of inter firm Co-operation”,
Academy of Management Journal, Vol. 36, No. 4, pp. 794-829

Patton, M.Q. (1980) “Qualitative Evaluation Methods”, Sage Publi-
cations, Beverly Hills, CA

Patton, M.Q. (1981) “Creative Evaluation”, Sage Publications, Bev-
erly Hills, CA

Patton, M.Q. (1990) “Qualitative Evaluation and Research Methods”,
Sage Publications, Newbury Park, CA

Peng, M.W. (2001) “The resource-based view and international
business”, Journal of Management, Vol. 27, No. 6, pp. 803-829

Penrose, E. (1959) “The Theory of the Growth of the Firm”, Basil
Blackwell, Oxford

Penrose, E. (1980) “The Theory of the Growth of the Firm” (2™ edi-
tion), Basil Blackwell, Oxford

Perlmutter, H.V. (1969) “The tortuous evolution of the multina-
tional corporation”, Columbia Journal of World Business, Vol. 4,
No. 1, pp. 9-18

Perry, C. (1998) “Process of a case study methodology for post-
graduate research in marketing”, European Journal of Market-
ing, Vol. 32, No. 9/10, pp. 785-802

Peteraf, M.A. (1993) “The cornerstone of competitive advantage:
a resource-based view”, Strategic Management Journal, Vol. 14,
No. 3, pp. 179-191

Petrochilos, G. (1989) “Foreign Direct Investment and the Develop-
ment Process”, Avebury, Aldershot

Pettigrew, A.M. (1990) “Longitudinal Field Research on Change:
Theory and Practice”, Organization Science, Vol. 1, No. 3, pp.
267-292

209



210

Pettigrew, A.M. (1997) “What is a processual analysis?” Scandina-
vian Journal of Management, Vol. 13, No. 4, pp. 337-348

Pichard, L.A. (1994) “Affirmative actions in South Africa: The
Transition to a non-racial public service”. In Public Adminis-
tration: Concepts, Theory and Practice, (Eds.) L.H. Meyer & M.S.
Bayat, Southern Book Publishers, Johannesburg

Pillay, S. (2004) “Corruption - The Challenge to Good Govern-
ance: A South African Perspective”, The International Journal of
Public Sector Management, Vol. 17, No. 7, pp. 586-605

Porter, M.E. (1985) “Competitive Strategy: Techniques for Analyzing
Industries and Competitors”, Free Press, New York

Porter, M.E. (1990) “The Competitive Advantage of Nations”, Free
Press, New York

Porter, M.E. (1991) “Towards a Dynamic Theory of Strategy”,
Strategic Management Journal, Vol. 12, Special Issue (S2), pp. 95-
117

Prahalad, C. & Y. Doz (1987) “The Multinational Mission: Balancing
Local Demands and Global Vision”, Free Press, New York

Prahalad, C.K. & G. Hamel (1990) “The Core Competence of the
Corporation”, Harvard Business Review, Vol. 68, pp. 79-91

Remenyi, D., B. Williams, A. Money & E. Swartz (1998) “Doing
Research in Business and Management: An Introduction to Process
and Method”, Sage Publications, London

Ritchie, J. & J. Lewis (Eds.) (2004) “Qualitative Research Practice: A
Guide for Social Science Students and Researchers”, Sage Publica-
tions, London

Rolfe, R. & R. White (1992) “The influence of tax incentives in de-
termining the location of foreign direct investment in develop-
ing countries”, Journal of the American Taxation Association, Vol.
13, No. 2, pp. 39-57

Root, F.R. (1987) “Entry Strategies for International Markets”, D.C.
Heath, Lexington, MA

Root, E.R. (1994) “Entry Strategies for International Markets”, Lex-
ington Books, New York

Rosenthal, R. & R.L. Rosnow (1991) “Essentials of Behavioural Re-
search: Methods and Data Analysis” (2" edition), McGraw-Hill,
New York



Rosenzweig, P.M. & ]J.V. Singh (1991) “Organizational environ-
ments and the multinational enterprise”, Academy of Manage-
ment Review, Vol. 16, No. 2, pp. 340-361

Rossum, R.A. (1980) “Reverse Discrimination: The Constitutional
Debate”, Marcel Dekker Inc., New York

Rugman, A. (Ed.) (1981) “Inside the Multinationals: The Economics
of internal Markets”, Croom Helm, London

Rugman, A.M. & A. Verbeke (1992) “A note on the transnational
solution and the transaction cost theory of multinational stra-

tegic management”, Journal of International Business Studies,
Vol. 23, No. 4, pp. 761-771

Rutihinda, C. (1996) “Resource-based Internationalization: Entry
Strategies of Swedish Firms into the Emerging Markets of Eastern
Europe”, Stockholm University, Department of Business Ad-
ministration (Dissertation)

Sachs, A. (1992) “Affirmative actions and black advancement in busi-
ness”, South African Constitutional Study Centre, Cape Town

Salmi, A. (1995) “Institutionally Changing Business Networks. An
Analysis of a Finnish Company’s Operations in Exporting to the
Soviet Union, Russia and the Baltic States”, Helsinki School of
Economics and Business Administration (Dissertation)

Salmi, A. (1996) “Russian Networks in Transition - Implications
for Managers”, Industrial Marketing Management, Vol. 25, No.
1, pp. 37-45

Salmi, A. (2000) “Transformation in Russia: s or evolving net-
works?”. In Russia: More different than most, (Ed.) M. Kan-
gaspuro, Kikimora Publications, Helsinki, pp.137-168

Samli, A.C. (2004) “Entering and Succeeding in Emerging Countries”,
South Western, Thomson, Mason, Ohio

Schoenborn, G. (2006) “Entering Emerging Markets: Motorola’s
Blueprint for Going Global” (2** edition), Springer, Berlin

Seidel, J. & U. Kelle (1995) “Different Functions of Coding in the
Analysis of Textual Data”. In Computer-Aided Qualitative Data
Analysis: Theory, Methods and Practice, (Ed.) U. Kelle, Sage Pub-
lications, London, pp. 113-128

Silverman, D. (1993) “Interpreting Qualitative Data: Methods for An-
alysing Talks, Text and Interaction”, Sage Publications, London

211



212

Simon, J.D. (1984) “A Theoretical Perspective on Political Risk”,
Journal of International Business Studies, Vol. 15, No. 3, pp. 123-
143

Stake, R.E. (1978) “The case study method of social inquiry”, Edu-
cational Researcher, Vol. 7, No. 2, pp. 5-8

Stake, R.E. (1994) “Case studies”. In Handbook of Qualitative Re-
search, (Eds.) N.K. Denzin & Y.S. Lincoln, Sage Publications,
Thousand Oaks, CA, pp. 236-247

Stake, R.E. (1998) “Case studies”. In Strategies of Qualitative In-
quiry, (Eds.) N.K. Denzin & Y.S. Lincoln, Sage Publications,
Thousand Oaks, CA, pp. 86-109

Stopford, J. & L.T. Wells (1972) “Managing the Multinational Enter-
prise”, Basic Books, New York

Strandskov, ]. (1986) “Toward a New Approach of Studying the In-
ternationalization Process of Firms”, Institute of International
Economics and Management, Copenhagen Business School,
Working paper, No. 4

Strauss, A.L. (1987) “Qualitative Analysis for Social Scientists”,
Cambridge University Press, Cambridge, MA

Strauss, A.L. & J. Corbin (1994) “Grounded theory methodology:
an overview”. In Handbook of Qualitative Research, (Eds.) N.K.
Denzin & Y.S. Lincoln, Sage Publications, Thousand Oaks, CA,
pp- 273- 285

Sykes, W. (1991) “Taking stock: issues from the literature on va-
lidity and reliability in qualitative research”, Journal of the Mar-
ket Research Society, Vol. 33, No. 1, pp. 3-12

Tahir, M.R. (2003) “Foreign Direct Investment Behaviour - An Analy-
sis of the Determinants and Motivations of Finnish Direct Manu-
facturing Investment in Asian Countries”, University of Vaasa
(Dissertation)

Tallman, S.B. (1991) “Strategic Management Models and Re-
source-Based Strategies among MNEs in Host Market”, Strate-
gic Management Journal, Vol. 12, pp. 69-82

Taylor, S.J & R. Bogdan (1984) “Introduction to Qualitative Research
Methods: The Search for Meanings” (2" edition), John Wiley &
Sons, New York

Teece, D.J. (1981) “The multinational enterprise: market failure
and market power consideration”, Sloan Management Review,
Vol. 22, No. 3, pp. 3-17



Thapisa, A.P.N. (2000) “The impact of globalisation on Africa”,
Library Management, Vol. 21, No. 4, pp. 170-177

Thomas, A. (2002) “Employment equity in South Africa: lessons
from the global school”, International Journal of Manpower, Vol.
23, No. 3, pp. 237-255

Thomas, M.J. & L. Araujo (1985) “Theories of Export Behaviour:
A Critical Analysis”, European Journal of Marketing, Vol. 19, No.
2, pp. 42-52

Tomasson, R.F., F.J. Crosby & S.D. Herzberger (1996) “Affirmative
actions: The Pros and Cons of Policy and Practice”, American Uni-
versity Press, USA

Torrisi, C. (1985) “The determinants of direct foreign investment
in a small LDC”, Journal of Economic Development, Vol. 10, No.
2, pp- 29-45

Tsoukas, H. (1989) “The Validity of Idiographic Research Expla-
nations”, Academy of Management Review, Vol. 14, No. 4, pp.
551-561

Turnbull, P.W. (1987) “A challenge to the stages theory of the in-
ternationalization process”. In Managing Export Entry and Ex-
pansion, (Eds.) P.J. Rosson & S.D. Reid, Praeger, New York, pp.
21-40

Térnroos, J-A. (2002) “Internationalisation of the firm - a theoreti-
cal review with implications for business network research”,
Proceedings of the 18" IMP Conference, Dijon, France

Toérnroos, J-A. (2003) “Internationalisation of the Raisio Group
- An Event Network Approach”. In Our path abroad - Explor-
ing post war internationalization of Finnish corporations, (Eds.) P.
Mannio, E. Vaara & P. Yla-Anttila, Taloustieto Oy, Helsinki, pp.
87-104

Térnroos, J-A. & J. Nieminen (Eds.) (1999) “Business Entry in East-
ern Europe - A Network and Learning Approach with Case Studies”,
Kikimora Publications, Saarijarvi

United Nations Conference on Trade and Development
(UNCTAD) (1999a) “Foreign Direct Investment and Challenge of
Development”, United Nations, New York & Geneva

United Nations Conference on Trade and Development
(UNCTAD) (1999b) “Foreign Direct Investment in Africa: Per-
formance and Potential”, United Nations, New York & Geneva

213



214

United Nations Conference on Trade and Development
(UNCTAD) (2001) “World Investment Report”, United Nations,
New York & Geneva

United Nations Conference on Trade and Development
(UNCTAD) (2004) “World Investment Report”, United Nations,
New York & Geneva

United Nations Conference on Trade and Development
(UNCTAD) (2005) “World Investment Report”, United Nations,
New York & Geneva

United Nations Conference on Trade and Development
(UNCTAD) (2006) “Economic Development in Africa”, United
Nations, New York & Geneva

United Nations Development Programme (UNDP) (2004) “Hu-
man Development Report”, United Nations, New York & Ge-
neva

Van de Ven, A.H. (1992) “Suggestion for studying strategy proc-
ess: a research note”, Strategic Marketing Journal, Vol. 13, pp.
169-188

Van de Ven, A.H. & M.S. Poole (1995) “Explaining development
and change in organisations”, Academy of Management Review,
Vol. 20, No. 3, pp. 510-540

Van Jaarsveld, I.L. (2000) “Affirmative actions: A Comparison be-
tween South Africa and the United States”, Managerial Law,
Vol. 42, No. 6, pp. 1-48

VARIOUS (1990) “Regional Surveys of the World. Africa. South of the
Sahara 1990” (19™ edition), Europa Publications, London

Vernon, R. (1966) “International investment and international
trade in the product cycle”, Quarterly Journal of Economics, Vol.
80, pp. 190-207

Vincze, Z. (2004) “A Grounded Theory Approach to Foreign-Market
Expansion in Newly Emerging Markets. Two Finnish Companies in
the Visegrid Countries”, Turku School of Economics and Busi-
ness Administration (Dissertation)

Visagie, ].C. (1999) “The influence of Affirmative actions on SMME
culture in South Africa”, Participation and Empowerment: an In-
ternational Journal, Vol. 7, No. 6, pp. 148-162



Wallace, C.D. (1990) “Foreign Direct Investment in the Third
World: U.S. Corporations and Government Policy”, In Foreign
Direct Investment in the 1990s: A New Climate in the Third World,
(Eds.) C.D. Wallace, Martinus Nijhoff, Boston, pp. 148- 202

Welch, L.S. & R. Luostarinen (1988) “Internationalization: Evolu-
tion of a Concept”, Journal of General Management, Vol. 14, No.
2, pp. 34-55

Welch, C. & Wilkinson, I. (2004) “The political embeddedness of
international business networks”, International Marketing Re-
view, Vol. 21, No. 2, pp. 216-231

Wells, L. (1977) “Negotiating with Third World Governments”,
Harvard Business Review, Vol. 55, No. 1, pp. 72-80

Wenerfelt, B. (1984) “A resource-based view of the firm”, Strategic
Management Journal, Vol. 5, No. 2, pp. 171-180

Whetten, D.A. (1989) “What Constitutes a Theoretical Contribu-
tion?” Academy of Management Review, Vol. 14, No. 4, pp. 490-
495

Williamson, O.E. (1981) “The Economics of Organization: The
Transaction Cost Approach”, The American Journal of Sociology,
Vol. 87, No. 3, pp. 548-577

World Bank (2000) “Regional Brief: Sub-Saharan Africa”, World
Bank, Washington DC (Available at www.worldbank.org)

World Bank (2002) “African Development Indicators 2002: Making
Monterrey Work for Africa”, World Bank, Washington DC

World Bank (2003) “World Development Report”, World Bank,
Washington DC

Yin, R.K. (1981) “The case study crisis: some answers”, Adminis-
trative Science Quarterly, Vol. 26, No. 1, pp. 58-65

Yin, RK. (1984) “Case Study Research: Design and Methods”, Sage
Publications, Beverly Hills, CA

Yin, R.K. (1989) “Case study Research: Design and Methods” (2" edi-
tion), Sage Publications, Newbury Park, CA

Yin, R.K. (1993) “Applications of Case Study Research”, Applied So-
cial Research Methods Series, Vol. 34, Sage Publications, New-
bury Park, CA

Yin, R.K. (1994) “Case Study Research: Design and Methods” (3™ edi-
tion), Sage Publications, Newbury Park, CA

215



216

Yip, G.S. (1989) “Global Strategy... In a World of Nations?”, Sloan
Management Review, Vol. 31, No. 1, pp. 29-41

Yip, G.S., P.M. Loewe & M.Y. Yoshino (1988) “How to take your
company to the global market”, Columbia Journal of World Busi-
ness, Vol. 23, No. 4, pp. 37-38

Young, S. (1989) “International Market Entry and Development Strat-
egies and Management”, Prentice Hall, Englewood Cliffs, NJ

Zou, H.S. & S.T. Cavusgil (1996) “Global strategy: a review and
an integrated conceptual framework”, European Journal of Mar-
keting, Vol. 30, No. 1, pp. 52-69

Internet References

http:// www.roamingafrica.com (visited on the 09.04.2008)
http://www finpro.fi

http://www.metodix.com/showres.dll/en/enindex
(visited on the 22.02.2007)

http:/www.worldbank.org



217

APPENDIX 1: Interview Guide Year 2002

PERSONAL DATA
Interviewee:

Current position:

Years in the company:
Previous positions:

Field of expertise (education):

COULD YOU PLEASE START BY A PRESENTATION OF YOURSELF
AND BY A BRIEF PRESENTATION OF THIS COMPANY?

WHEN DID YOUR COMPANY START INTERNATIONALISATION
TO THE REPUBLIC OF SOUTH AFRICA?

COULD YOU PLEASE DESCRIBE HOW IT STARTED?

COULD YOU PLEASE DESCRIBE THE MAIN STEPS INVOLVED IN
YOUR COMPANY’ S INTERNATIONALISATION PROCESS TO THE
REPUBLIC OF SOUTH AFRICA?

IN YOUR OPINION, WHAT WERE THE KEY TRIGGERING SIG-
NALS OR EVENTS THAT PRECEDED YOUR DECISION TO ENTER?
(Through a FDI)

COULD YOU PLEASE DESCRIBE THE MAIN MOTIVES FOR YOUR
COMPANY TO INTERNATIONALISE TO THE REPUBLIC OF SOUTH
AFRICA?

WHICH MODE OF OPERATION DID YOUR COMPANY USE IN THE
BEGINNING OF ITS EXPANSION TO THE RSA?

WHAT WERE THE REASONS BEHIND THAT CHOICE?

DID THE OPERATION MODE CHANGE SINCE YOU STARTED OP-
ERATING IN THE REPUBLIC OF SOUTH AFRICA?

HOW HAVE THESE CHANGES OCCURRED AND WHO INITIATED
THESE CHANGES?

WHAT ARE THE MAIN REASONS BEHIND THESE CHANGES IN
THE MODE OF OPERATION?
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COULD YOU PLEASE DESCRIBE THE MAIN EVENTS THAT LED
TO THESE CHANGES IN MODE OF OPERATION?

COULD YOU DESCRIBE WHO WERE THE KEY ACTORS IN YOUR
COMPANY'S EXPANSION PROCESS TO THE REPUBLIC OF SOUTH
AFRICA?

WHICH ROLE DID THESE RESPECTIVE ACTORS PLAY IN THAT
INTERNATIONALISATION PROCESS FROM ITS INITIATION TO
THE PRESENT (2002)

ACCORDING TO YOU, WHAT ARE THE MAIN SOCIO- POLITICAL
CHANGES INTRODUCED IN SOUTH AFRICA SINCE YOU START-
ED YOUR OPERATIONS THERE

HOW HAVE THESE CHANGES AFFECTED YOUR COMPANY’ S IN-
TERNATIONALISATION TO THE REPUBLIC OF SOUTH AFRICA?

HOW HAVE THESE CHANGES AFFECTED THE DEVELOPMENT
OF BUSINESS OPERATIONS IN SOUTH AFRICA?

COULD YOU PLEASE DESCRIBE THE MAIN INSTITUTIONAL OR
LEGAL CHANGES INTRODUCED IN SOUTH AFRICA SINCE YOU
STARTED OPERATING ON THE SOUTH AFRICAN MARKET?

HOW HAVE THESE CHANGES AFFECTED YOUR COMPANY’'S DE-
CISION TO INVEST IN THE REPUBLIC OF SOUTH AFRICA?

HOW HAVE THESE CHANGES AFFECTED THE DEVELOPMENT
OF YOUR OPERATIONS IN THE REPUBLIC OF SOUTH AFRICA?

COULD YOU DESCRIBE THE SOUTH AFRICAN BUSINESS ENVI-
RONMENT SINCE YOU STARTED OPERATION IN SOUTH AFRI-
CA?



WHAT HAS BEEN THE MAIN ECONOMIC CHANGES INTRO-
DUCED SINCE YOU STARTED THERE? (WHICH COULD HAVE AF-
FECTED THE DEVELOPMENT OF YOUR BUSINESS THERE)

How has the decision-making changed?

Has the price system changed and how?

Has the role of national currency changed and if yes how?

Could you please describe any change in the business ownership pat-
terns in the republic of South Africa that could have had any impact on
your operations there?

Have there been any changes in infrastructure, which could affect your
decisions, and operations in the Republic of South Africa?

HOW HAVE THESE ECONOMIC CHANGES AFFECTED YOUR DE-
CISIONS TO INVEST IN REPUBLIC OF SOUTH AFRICA AND THE
SUBSEQUENT OPERATIONS THERE?

COULD YOU DESCRIBE HOW YOUR MARKETS IN SOUTH AFRICA
HAVE DEVELOPED

HOW HAVE YOUR MARKETS IN THE RSA BEEN DEVELOPING?
FOR EXAMPLE CONCERNING:

Supply

Demand

Level of competition

Market structure

COULD YOU DESCRIBE THE SOUTH AFRICA FOREIGN TRADE
REGIME

IN YOUR OPINION WHAT WERE THE FACTORS THAT WERE
HLODING FOREIGN FIRMS TO EXPAND THEIR OPERATIONS TO
THE REPUBLIC OF SOUTH AFRICA PRIOR TO YOUR OPERATIONS
THERE?

HOW IS THE SITUATION NOW (2002) WHEN IT COMES TO FOR-
EIGN TRADE?

COULD YOU PLEASE DISCUSS THE FOLLOWING ELEMENTS
Entry barriers to enter South Africa

Authorization to invest directly in South Africa

Laws and regulations, which could affect foreign investments?
Customs and capital movement?
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COULD YOU PLEASE DESCRIBE HOW YOUR ORGANISATION IN
SOUTH AFRICA HAS EVOLVED WITH TIME?

WHAT ARE THE REASONS BEHIND THAT DEVELOPMENT?

COULD YOU DESCRIBE YOUR MAIN BUSINESS PARTNERS (RELA-
TIONSHIPS) IN SOUTH AFRICA?

HOW AND WHY DID THESE RELATIONSHIPS EVOLVE AS THEY
DID?

HAVE THE CHANGES IN THE REPUBLIC OF SOUTH AFRICA HAD
ANY EFFECT ON THESE KEY NETWORKS ACTORS?

COULD YOU ALSO DESCRIBE AND COMMENT THE EFFECTS OF
THE CHANGES THAT HAVE TAKEN PLACE IN SOUTH AFRICA
ON THE FOLLOWING ELEMENTS

Decision-making

Developing relationships with key actors

Size of deliveries

Location of customers

Quality relationship

WHICH ROLE DID THE FINNISH GOVERNMENT PLAY IN YOUR
COMPANY’ S EXPANSION PROCESS TO THE REPUBLIC OF SOUTH
AFRICA AND IN ITS SUBSEQUENT OPERATIONS?

WHICH ROLE HAS THE SOUTH AFRICAN GOVERNMENT PLAYED
IN YOUR COMPANY’ S INTERNATIONALISATION TO THE REPUB-
LIC OF SOUTH AFRICA IN

ITS SUBSEQUENT OPERATIONS?

ARE THERE OTHER NON- GOVERNMENTAL BODIES WHICH
HAVE PLAYED A DECISIVE ROLE IN YOUR COMPANY’'S INTER-
NATIONALISATION TO THE REPUBLIC OF SOUTH AFRICA AND
ITS SUBSEQUENT OPERATIONS?

COULD YOU DESCRIBE HOW AND WHICH ROLE THESE NON-
GOVERNMENTAL ORGANISATIONS HAVE PLAYED?

COULD YOU PLEASE DESCRIBE THE INVESTMENT OPPORTUNI-
TIES YOUR COMPANY HAS IN SOUTH AFRICA AND THE MAIN
REASONS FOR THAT?



WHAT ARE THE MAIN CHALLENGES FOR YOUR COMPANY IN
THE SOUTH AFRICAN MARKET?

HOW DOES YOUR COMPANY OVERCOME THESE CHALLENGES
IN THE REPUBLIC OF SOUTH AFRICA?

COULD YOU PLEASE DESCRIBE THE FUTURE INVESTMENTS
PROSPECTS OF YOUR COMPANY IN THE REPUBLIC OF SOUTH
AFRICA?

COULD YOU ALSO DISCUSS THE FUTURE PROSPECTS OF OTHER
FINNISH COMPANIES IN GENERAL?

ARE THERE OTHER ISSUES RELATED TO YOUR COMPANY'S IN-
TERNATIONALISATION TO THE REPUBLIC OF SOUTH AFRICA
(OR SOUTHERN AFRICA) YOU WOULD LIKE TO ADD?

OTHER ISSUES RELATED TO THE DEVELOPMENT OF OPERA-
TIONS IN SOUTH AFRICA WE HAVE NOT COVERED SO FAR YOU
WOULD LIKE TO COMMENT
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APPENDIX 2: Interview Guide Year 2004

Background

Could you please present yourself?

I would like to know who you are your position and background in the
company.

How many years have you been in this company?

What has been your occupation and position before you joined this
company?

Which positions have you occupied in this company?

Could you describe your activities in this company since you started?
How does your normal week look like?

COMPANY- Corporation

Could you please present your company shortly?
Industries, Products,

Size, annual turnover, number of employees in the RSA
Location of business operations and why

MODE OF OPERATION

Could you please discuss your mode of operation since you started?

If there have been changes in the mode of operation why was it s0?

If there were no changes in mode of operation, why was it s0?

How has your investment grown since last time we met?

Are there any significant changes in your business operations that have
taken place in the RSA?

BUSINESS ENVIRONMENT

Could you describe for me the business environments you are operat-
ing in?

What is driving the business environment you are operating in?

Socio- political environment

Socio cultural

Institutional environment

How do the institutional structures (BBBEE and affirmative actions) af-
fect your business operations?

MARKET STRUCTURE

Could you describe and discuss the market structure your company is
facing in the RSA?

In terms of customers

In terms of competitors

In term of suppliers
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In terms of contractors
In terms of institutions

BUSINESS NETWORKS

Could you please tell about the kind of networks your company is in-
volved in?

How do these networks look like?

Key actors

Role of each actor in the network

How do these networks develop?

Which structure does the network have?

How the power structure in the network does looks like?
Intensity of each network

Which direction and the outcome

What are the main activities in the network?

Which position do the actors occupy?

Conflicts in these networks

How was conflict resolved

Positive events, which have shaped these networks

SOCIAL AND INSTITUTIONAL NETWORKS AND THEIR EXIST-
ENCE

A part from business networks your company is involved in, are there
other networks?

If yes, could you please discuss these kinds of networks?

If your company is not involved in other networks than its business
networks, why is it so?

Social networking

Networking with government

Activities in these nets

How do they contribute to the expansion process?

The key processes taking place in these networks

How do you maintain your key relationships?

With customers

With contractors

With government

With others

RELATIONSHIP AND LEARNING

What are the key elements in your business relationships?
How does your business network look like?

How does learning take place?

Which role does learning play in the FME?
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Personal networking and their role

What are the factors that affect that learning process in these relation-
ships?

Role of trust

Role of co-operation

TRAINING

Could you please discuss training issue and the learning process?
Who participate in the training?

Which role does every partner have in the training process?

How often do you train and who is trained?

The content of the training

The place of the training

Technology transfer

PROJECT AND SALE CASES

Could you please describe the business projects you are involved in?
Who are the key actors in these projects?

Which role do they play in your business?

What are the inputs of each actor?

What are the difficulties of being involved in such projects (sales cas-
es?)

EVENTS

Are there critical events that have shaped the expansion process of your
company?

Which events?

When did these events take place?

What was involved?

What was the intensity of the events?

How the issue was resolved

What was the consequence and outcome of the events?

Other expected events that could shape the expansion process?

ROLE OF THE ENTITY IN THE RSA- INTEGRATION
Which role does this specific unit play in the whole group?
Knowledge

Resources and capabilities

Strategic role

Key inputs in other group members

Other markets in Africa

Other markets outside Africa
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PROBLEMS IN OPERATING IN THE RSA
Could you please discuss the main problems you face in operating in
the RSA?

How do you overcome these problems?
Market problems

Societal problems

Institutional problems

Macro economic

Financial

Human resources

Risk factors

Political problems

Global problems

Other

KEY STRATEGIES IN EXPANSION PROCESS

Which strategies have your company used to succeed in the RSA
Strategies

How were they applied?

What were the key results?

What were the problems?

How did the strategy change?

What was the cause for change in your strategies?

What were the consequences of these changes?

(What are planned strategies for the future?)

KEY SUCCESS FACTORS

Could you please discuss about the key success factor in operating in
the RSA

Role of the product

Adaptation

Other factors you would like to mention

FUTURE PROSPECTS

Could you please describe the future prospect of your business opera-
tions in the RSA?

Market structure

Market potential in the RSA

Market potential in other African countries

Adaptation

Relationship

Regional

Other Finnish Corporations
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FUTURE CHALLENGES

Could you please tell about the future challenges of your company op-
erating in the RSA?

How does the future look like?

What are the main expected problems in the near future?

What are the expected problems in the long- run?

Are there other challenges you would like to discuss and tell about?
Are there individual challenges you would like to tell about?

Thank you for your time!



227



228




The foreign market expansion process has gained popularity
among researchers. Yet, little is known about business expan-
sion and operational strategies in new emerging markets. For
instance, studies of how foreign corporations expand their
businesses and how they cope with changing business envi-
ronment on the African continent are still rare.

This research emphasises the environmental and politi-
cal conditions affecting the actions of MNCs in new emerg-
ing markets. For this purpose, the study elaborates on key
elements that make the REMNET model of foreign market
expansion by showing how a collection of internal and exter-
nal drivers as well as networking and critical events come to-
gether to form the basis for internationalization to emergent
markets.

The empirical research was undertaken in two waves:
during 2002/2003 in both Finland and South Africa and
then again in 2004 in South Africa. Using an abductive re-
search approach, an empirical qualitative data was collected
from seven Finnish corporations and qualitative content anal-
ysis was used for data reduction and analysis.

The study found company characteristics, company
hard resources, human resources, political resources, network-
ing activities to play a decisive role in the expansion process.
In addition, the study found evidences for a reduction in re-
lationship distance between key actors over time in strive to
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