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1 Introduction

The international dimension has become one of the most important
aspects of management today. Although trade between nations has
been a fact for several hundred years and multinational corporations
(MNGC:s) have been an important feature of the business community
since before the turn of the century, interest in international business
has probably never been greater than now.

The Western countries are today inextricably tied to each other
through international trade, MNCs and international competition.
Competing internationally, or with international firms on one’s home
market is a necessity. In a small open economy like Sweden, interna-
tional competition, on the home market as well as abroad, is at the
forefront of the agenda for governments, industry leaders and trade
unions.

Domestic and foreign spheres are no longer separate. Old ways of
competing internationally have become obsolete. New concepts and
players have entered the scene. A growing similarity between coun-
tries, fluid capital markets, falling tariff barriers, technological devel-
opment and new global competitors have triggered these dramatic
shifts in the international arena and have renewed interest in interna-
tional business.

The international dimension has always been of importance to
Sweden and to Swedish companies. Many Swedish firms have
exploited their know-how abroad since the turn of the century.
Gradually, in some cases over more than a hundred years, companies
like Sandvik, Ericsson, Alfa-Laval and AGA have expanded their
operations outside Sweden. We know a great deal about how the
internationalization of these companies started and how it developed
later. We have learnt much from the efforts of these pioneers to build
an international network of distribution and production.

However, we also know that the environment, the problems and the
competition which today face de novo entrants in the international
arena are different from those experienced by our pioneers at the start
of the century. It seems relevant to raise the question whether tradi-




tional models of internationalization — developed from the experience
of the pioneers — are applicable to the internationalization processes
of today.

The present study addresses the question to what extent traditional
models of internationalization apply today. Furthermore, the study
seeks to identify what new forces and factors today determine the
internationalization process.

1:1 Background and Purpose

A researcher’s work is in many respects affected by coincidence.
During 1984, a research project was launched with the aim of studying
strategic implications of channel selection when entering foreign
markets (Vahlne and Nordstrom, 1984). The ambition was to develop
a model that could facilitate the choice of channel. The choice of topic
was determined by the opportunity to work closely with a division of
Pharmacia, a Swedish pharmaceutical company. At that time, the
management at Pharmacia had decided to enter a new product market
involving equipment for bloodbanks. The objective was to make
Pharmacia one of the leading suppliers of equipment to this market.

Choice of market channel was one of the problems that the Pharmacia
management had to tackle. As a part of the problem-solving process,
it was decided to discuss the channel problem, develop a model valid
for industrial markets and use Pharmacia’s situation as an example of
how the model works in practice.

In the work with Pharmacia, it soon became obvious that the world-
wide bloodbanking industry was fairly concentrated; at that time it
was dominated by a U.S. company, Baxter Travenol Laboratories,
with a 40-70% market share on most Western markets. It became
clear that the industry leader, with its strong market position, would
not allow Pharmacia to build a beachhead in any one of the major
Western markets. Baxter jealously watched every movement in its
markets and was known for striking back forcefully wherever its posi-
tion was threatened.

Pharmacia, given its objective of establishing itself as a leading
supplier in the bloodbanking industry, was left with two principal
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options. On the one hand, the company could launch its products and
establish distribution channels more or less simultaneously on several
major markets, i.e. strike head-on at Baxter Travenol Laboratories.
This very costly and risky alternative would undermine Baxter’s abil-
ity to defend itself by means of cross-subsidization (Hamel and
Prahalad, 1985) and thereby also its capacity to generate funds for a
counter-attack. On the other hand, Pharmacia could choose to enter
marginal markets or regions of limited value to Baxter. By building
positions in these markets, it could gradually move towards a more
global coverage. This would imply entering fairly distant markets,
geographically as well as culturally, at an early stage of the interna-
tionalization process.

The fact that many established or mature firms seem to be dominated
by one or a few highly internationalized leaders, suggested that the
problems faced by Pharmacia were probably not unique. Several de
novo entrants in the international arena could be expected to face
similar situations — a new product or process, a small home market,
no international distribution or service network and huge industry
leaders dominating most Western industrialized markets.

At this time, there had also been a discussion in the academic world as
well as in the business community of whether the internationalization
process of Swedish manufacturing firms had gone through a meta-
morphosis. The traditional growth pattern had been a slow process,
beginning with local representatives in culturally close markets such
as Denmark, Norway and West Germany. If these initial steps abroad
had proven successful, involvement would have gradually deepened
while more distant markets were penetrated. During the 70’s and 80’s,
a number of more recent internationalizations had, at least at a first
glance, little in common with this traditional pattern.

Casual observations indicated that companies seemed to leapfrog
stages in the traditional pattern. In spite of very limited experience in
doing business abroad, firms established themselves in markets
outside Europe. They also seemed to be inclined to internationalize
through acquisitions and cooperative ventures, rather than greenfield
investments and wholly owned subsidiaries. Furthermore, firms
seemed to establish sales as well as production subsidiaries at an early
stage of the internationalization process, sometimes immediately
through an acquisition. The pace of the internationalization process




seemed to have changed from the traditional gradual process towards
a more rapid and direct one.

The picture was, however, not clear. The spectacular internationaliza-
tion processes reported in the business press did not seem to be the
rule. Many firms still seemed to behave in accordance with the tradi-
tional pattern, i.e. initially entering culturally close markets and then
gradually increasing their commitment on each market as well as their
foreign operations as a whole (cf Johanson & Mattsson, 1984).

What kind of forces then give rise to these more rapid international-
ization processes? Why were all firms not affected by these forces?
The work with Pharmacia and later theoretical assessments of the
impact of international/non-international competition on company
strategies for expanding abroad (Johanson and Mattson, 1984;
Nordstrom and Vahlne, 1985), indicated that the degree and type of
international competition might be one strong explanatory factor
behind the new patterns in the internationalization process.

These new patterns tended to be particularly frequent in industries of
highly internationalized or ’global” competition. However, the
theoretical and empirial underpinnings of these observations had to
be further strengthened and broadened before any firm conclusions
could be drawn about new patterns in the internationalization process
of Swedish companies.

The established model for the internationalization process of Swedish
manufacturing firms, proposed by Hornell, Vahlne and Wiedersheim-
Paul (1973), Johanson and Wiedersheim-Paul (1974) and Johanson
and Vahlne (1977), views the process as one of organizational learning
and focuses on ’experience’ as the sole explanatory factor. Neither
environmental factors, such as those relating to competition, nor any
company characteristics other than ”experience” were considered in
the model. Still, this single-variable model was proven to have good
explanatory power. Historically, the growth pattern of Swedish multi-
national corporations has generally been well in line with this model.

Obviously, other factors also affected the internationalization process
as they have before. However, the explanatory factors that are the
most powerful could be expected to vary over time, as well as
over stages in the firm’s internationalization process (cf Johanson &
Mattsson, 1984). The established model could be defended as a gener-
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ally good device for explaining and describing the process for firms
that expanded abroad during a particular time period and at a certain
stage in their internationalization. For other periods in time, and
other stages in the process, the relative importance of various explan-
atory variables could be expected to differ. This might be due partially
to changes in the competitive environment at home and abroad
(Nordstrom and Vahlne, 1985), but probably also to other internal as
well as external changes. In order to identify the relevant variables or
groups of variables that should be added to the traditional model in
order to better explain contemporary internationalization processes, a
broad theoretical and empirical approach is needed.

Against this background, the purpose and ambition of the present
study is threefold:

Firstly,  to theoretically address the question of what forces and
factors have changed the process of internationalization
from that predicted by traditional models.

Secondly, to develop hypotheses concerning any new patterns in the
process of internationalization by Swedish manufacturing
firms and to generate hypotheses about the key explanat-
ory factors behind these patterns, in addition to those iden-
tified by previous schools of thought.

Thirdly, to test as many as possible of these hypotheses on a large
empirical material.

1:2 The Approach and Scope of the Study

The research object in this study is the process, or evolution, through
which Swedish manufacturing companies have reached their present
international positions, and of course the process that firms entering
international markets today are likely to go through. For the purposes
of the study, present international positions and networks are only
interesting as the outcomes of this evolutionary process. More specif-
ically, we are interested in describing the process of increased foreign
involvement in three measurable dimensions — the sequence of
foreign markets entered, the establishment process within a market
and the establishment mode of subsidiaries. Since these particular




dimensions have wholly or partly been the focus of earlier research
(cf Vahlne and Wiedersheim-Paul, 1973; Johanson and Wiedersheim-
Paul, 1974; Johanson and Vahlne, 1977, etc), certain comparisons
over time can be made.

Basically this research project follows the established positivist tradi-
tion in science of firstly generating hypotheses and secondly testing
these hypotheses empirically. Existing theories and knowledge
provide a framework for casual observations of interesting phenom-
ena, and thus permit the formulation of interesting and unambigous
hypotheses. In a second step these hypotheses are tested on a larger
body of material under circumstances as strictly controlled as poss-
ible.

Consequently, the first part of this study focuses on hypothesis
generation. A theoretical framework is presented, and two recent and
fairly spectacular processes of internationalization by Swedish firms
are analyzed. The empbhasis is on the internationalization process of a
single firm in light of events within as well as outside the company.
The objective is to understand which factors lead to establishment in
a certain market, at a specific point in time, using a specific mode of
entry.

The internationalization process is primarily viewed as a form of
growth. How, where and when this growth is realized, however, is
affected by numerous factors ranging from the size of the home
market and firm-specific advantages to competitive considerations
and trade barriers. The aim has been to collect historical data about
every stage or step in each company’s internationalization process so
as to increase our understanding of these determinants.

The frame of reference of the study has been influenced by the indus-
trial organization school of thought. Accordingly, to understand the
strategic behavior of a firm, it is essential to relate that behaviour to
the environment. Although “environment” is a very broad concept,
encompassing everything from social to economic forces, its central
aspect, and the one emphasized in the industrial organization tradi-
tion, is the immediate environment constituting the firm’s industry.

Although the industry sets the general rules of the game, incumbent

firms will interpret and be affected by these rules in different ways
depending on their firm-specific experience, size, corporate culture,
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set of advantages, etc. Therefore, the empirical analysis will also take
into account intra-firm factors relevant for understanding the process
of internationalization.

In the second part of this study, the hypotheses generated will be
tested on a larger body of empirical material. In a joint project
involving The Industrial Institute for Economic and Social Research
(Industriens Utredningsinstitut) and the author, a major study of all
Swedish manufacturing companies with more than 50 employees and
at least one foreign subsidiary has been undertaken. Data has been
collected about the firms and certain key dimensions of their respect-
ive industries, in order to permit testing of as many as possible of the
hypotheses developed.

1:3 The Intended Contribution of this Study and
Its Relationship to Earlier Studies

The ambition of this study is to contribute to our knowledge about
the firm’s internationalization process in general — and that of Swedish
companies in particular — through updating the established model of
this process in Swedish enterprises (cf Vahlne and Wiedersheim-Paul,
1973; Johanson and Wiedersheim-Paul, 1974; Johanson and Vahlne,
1977 etc.). It will be shown, theoretically as well as empirically, that
the experience/knowledge-based model — often referred to as the
”Uppsala model” - developed by Vahlne, Wiedersheim-Paul,
Hornell and Johanson (op cit) in the 70’s, for various reasons may
have lost some of its explanatory power as well as descriptive validity.
Although the model has become one of the most widely adopted
concepts in the field (Reid and Rosson, 1987), it can be asserted that
today it needs to be complemented and revised.

The main argument in this study is that it is necessary to add further
dimensions — particularly the influence of industry structure — to the
explanatory base (i.e. knowledge and experience of doing business
abroad) of the “Uppsala-model”, in order to provide satisfactory
explanations of patterns in the contemporary internationalization
process of Swedish firms. Although a set of factors and processes
within the firm (cf Bjorkman, 1989, for an excellent overview) play a
part in shaping the internationalization process, the more structural
driving forces and explanations of patterns in the process must be
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determined in relation to the opportunities provided by the environ-
ment ~ particularly the industry structure.

It will be shown that the ”Uppsala-model” in its original form is
particularly powerful under certain industry conditions (Nordstrém
and Vahlne, 1985). However, over time these particular conditions
have been eroded by fundamental environmental changes. And in
effect, further explanatory variables are needed in order to under-
stand more fully today’s internationalization processes.

The study draws initially on those parts of existing theory which
historically have seemed to provide the best explanation of the inter-
nationalization process of firms. The emphasis is on the knowledge-
based models that during the 70’s and 80’s have been the most widely
adopted for this purpose.

The explanatory power of these theories is in this first step critically
discussed in light of their underlying assumptions so as to determine
the contemporary applicability and relevance of the established
models.

A second step towards a new perspective involves established models
based on a behaviouristic approach, complemented with theories
emanating from the area of industrial organization. The emphasis in
this case is on ideas stemming largely from contributions by
researchers like Bain (1956) and Porter (1980, 1981). The latter joined
industrial-organization theory with that of the strategic behavior of
firms, emphasizing the significance of industry-specific factors. The
essence of these theories is that firms must be related to their relevant
environment, i.e. the industry, if their strategies and behavior are to
be understood.

The influence of environmental factors — such as those related to
certain dimensions of industry structure — on the extent, form and
patterns of international investments was admittedly touched upon by
several writers in the area of Foreign Direct Investment theory as
early as the 60’s (cf Knickerbocker, 1969; Vernon, 1966). Although
these theorists were primarily interested in issues other than the inter-
nationalization process of the firm, several of these works provide
support as well as inspiration for the new perspective proposed in this
study. The journey towards this new perspective will consequently
begin with some highlights of what can be learnt from FDI-theory.
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1:4 Structure of the Study

A theoretical backdrop to a more specific hypothesis formulation is
provided in chapter 2. Here, the major theories of MNCs and foreign
direct investments (FDIs) are first presented and discussed. It will be
shown that many questions regarding the development process prior
to the multinational stage remain unanswered, but that some of these
works provide valuable input for identifying the factors that might be
of importance for understanding the process of internationalization.

Traditional models of the internationalization process are presented
and critically discussed in light of their underlying assumptions. The
argument here is that major environmental changes subsequent to the
formulation of these models have affected their explanatory power.
Chapter 2 concludes with some thoughts about why the perspective
should be widened to include both industry and firm characteristics,
if we are to formulate firm and testable hypotheses about the critical
determinants of the internationalization process. Chapter 3 presents
two case studies in which the internationalization processes of two
Swedish manufacturing firms, Inter Innovation and Datatronic, are
examined. The firms and their internationalization are briefly
described in relation to critical determinants in the environment as
well as within the firms. Chapter 3 also includes comments and
analyses of the case illustations.

Chapter 4 summarizes the main arguments and findings from the
theoretical discussion in chapter 2 and the empirical material in chap-
ter 3. The chapter concludes with a model and a set of hypotheses on
possible critical determinants of patterns in a firm’s internationaliza-
tion process.

The great majority of these hypotheses are tested on a larger body of
empirical material. Chapter 5 presents an overview of the survey that
provided the necessary data for these tests. The population studied,
the data-gathering method and the operationalization of the variables
in the model are presented in detail and commented on. After the
background provided in chapter 5, the actual analyses of the data are
conducted in chapter 6.

The study as a whole is summarized and concluded in chapter 7. This
chapter also proposes some future avenues of research in the area of
the internationalization process of the firm.







2 The Theoretical Framework — Putting
the Internationalization Process of the
Firm Into Perspective

2:1 The Multinational Corporation and Foreign
Direct Investment (FDI)

Neoclassical trade theory failed to explain the existence of MNCs (cf
Lundgren, 1975). Explanations solely in terms of differences in rates
of return between countries could explain portfolio investments, but
not the movement of capital across borders along with ownership
control, i.e. foreign direct investments (FDI). It was not until Hymer
(1960) presented his work on foreign direct investments and multina-
tional enterprises that a satisfying explanation was at hand.

Hymer relaxed the basic assumptions of neoclassical theory and
showed that FDI, and hence the existence of MNCs, could be
explained by the theory of industrial organization. Markets were no
longer assumed to be perfect and information was no longer assumed
to flow freely and at no cost.

Hymer postulated that compared to foreign firms local firms in any
country must possess superior information about economic and other
matters within the country. Given the superior information of indi-
genous firms, it was deduced that foreign firms operating within a
country must have some advantage to compensate for this ’inform-
ation handicap”.

”Firms are by no means equal in their ability to operate in
an industry. Certain firms have considerable advantages in
particular activities. The possession of these advantages may
cause them to have extensive international operations of one
type or another. The firm will in some cases license its
advantages to a local firm; in other cases it will itself operate
the foreign enterprise”

(Hymer, 1960, p. 44).
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Along the lines expressed by Hymer, Kindleberger (1969) provides a
second major contribution. He puts Hymer’s work into a new
perspective, approaching the question of FDI from the standpoint of
neoclassical economics. Kindleberger asserts that in a world of perfect
competition FDI could not exist and international trade is the only
possible form of foreign involvement. It could then be deduced that
departures from perfect competition were the underlying rationale for
FDI. Hymer underlined one of these deviations when he postulated
that local firms had better information about the economic environ-
ment in their country than did foreign competitors. Kindleberger
suggested that four different types of imperfections could explain the
existence of FDI: namely, imperfections in goods markets, imperfec-
tions in factor markets, scale economies and government-imposed
disruptions.

However, the possession of ownership-specific advantages or firm-
specific advantages could not alone explain why firms engage in
foreign production. They could exploit such advantages by, for
example, licensing to a foreign producer or through exports. Why did
firms locate sales or manufacturing subsidiaries abroad? Firm-specific
advantages are a necessary but not sufficient condition for FDI.

Several theories emerged, approaching this problem from different
angles. One of these was the theory of internalization, with its roots
as far back as in the work of Coase (1937). Imperfect markets, which
made it costly to undertake certain types of transactions, were also
the basis of this theory. One effect of these imperfections may be that
companies reject the market and organize and control transactions
within the firm itself. The seminal work in this line of thought is
Buckley’s & Casson’s (1976). They claim that imperfections in
markets related to knowledge, such as process technology, patents
and human capital, force the profit-maximizing firm to internalize
certain activities. Government regulations like tariff barriers and
taxation are often examples of rationales for internalization. For
example through transfer pricing, which is organized and controlled
in-house, the firm can minimize tax payments. According to Buckley
and Casson, MNCs are created when the internalization process
crosses national boundaries. Buckley and Casson based their work on
Williamson’s (1975) argument and extended it to MNCs — the same
factors that explained the emergence of national firms were respons-
ible for the rise of multinational organizations.
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Several theorists (cf Dunning, 1979; Rugman, 1980; Teece, 1981)
have expanded on those ideas. The appropriability theory, best
represented in the work of Magee (1976), has a number of similarities
to the internalization theory, although its theoretical foundations are
in the industrial-organization approach to FDI and the neoclassical
ideas on private appropriability of returns from investments in
information. The essence of this theory is that the advantages of
MNC:s derive from their ability to appropriate investments in know-
how. The MNCs’ ability to internalize know-how is the most import-
ant factor in facilitating appropriability.

The theory of internalization/appropriability added some further
insights to the works of Hymer-Kindleberger. It was not the posses-
sion of an unique advantage per se that gave a firm its advantage. It
was the fact that it internalized that asset rather than sold it, for
example in the form of a license, that sustained the unique advantage.

The theory of internalization added to our understanding of MNCs
and FDI and could explain the preference for FDI over licensing.
However, questions remained. Neither the Hymer-Kindleberger line
of thinking nor the theory of internalization could explain why firms
did not exploit their advantages through exporting to foreign coun-
tries rather than through FDI. Why should firms take the risk and
trouble of organising operations abroad?

The diversification theory (Lessard, 1979) approaches this problem
from the standpoint of imperfections in financial markets. Lessard
asserts that imperfections in financial markets create incentives for
MNCG:s to internationalize. The essence of this theory is that MNCs
can gain advantages derived from equity-market arbitrage, i.e. risk
reduction through international diversification. Apart from the fact
that it has been difficult to underpin this theory empirically, i.e. to
demonstrate that MNCs’ shares are good substitutes for international
portfolio investments, it has never been shown why this advantage of
equity-market arbitrage is unique to MNCs.

It should be clear by now that FDI is the result of several factors. No
single theory has been able to encompass all the explanations
proposed. Several authors (e.g. Baumann, 1975; Dunning, 1977)
recognized the need for an eclectic approach encompassing a number
of theories, all of which have something to contribute. Subsequently,
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Dunning (1979) presented an eclectic theory of the MNE. Calvet
(1981) explains the eclectic approach:

... an eclectic approach implies that location theory, indus-
trial organization theory and property rights theory all add
something to an explanation of why firms decide to transact
with foreign countries. To these must be added a hierarchies
vs. markets theory, to account for the choice of mode of
transacting”’.

(Calvet, 1981, p. 55)

The eclectic approach introduces locational factors relating to the host
country to fully explain why a firm would take the trouble and accept
the risk of organizing operations abroad. Under imperfect market
conditions, firms have an incentive to internationalize certain activ-
ities. Ownership-specific advantages enable them to compete with
local firms in foreign countries. The preference for direct investments
over licensing and export is explained by the internalization/appropri-
ability approach and location-specific advantages.

These works and theories all have something in common: they take
the multinational stage for granted and assume perfect rationality,
leaving many questions unanswered regarding the development
process by which companies become multinational.

Another line of thought focusing on explaining the FDI flows (rather
than the institution making the investment) identified some aspects of
this process.

2:2 Direction of FDI Flows

According to neoclassical theory, capital would flow from regions
with lower rates of return, i.e. where capital is abundant, to regions
with higher rates of return, i.e. where capital is scarce, until there was
an equalization of the price of capital between regions. However,
explanations of the direction and patterns of direct investment solely
in terms of differences in rates of return were inconsistent with empir-
ical evidence. Statistics showed direct investments simultaneously
flowing both in and out of the same countries.
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In the case of the industrialized countries, simultaneous flows were
the rule rather than the exception. Some researchers turned to the
work of Burenstam Linder (1961), which stressed the implication of
differences and similarities between countries for international trade.
According to Burenstam Linder:

”Potential trade in manufactures is most intensive among
countries with similar demand structures, i.e. countries with
about the same per capita income levels.”

(Burenstam Linder, 1961, p. 107)

This theory explained some aspects of international trade well. But,
as the theories of the MNC have shown, direct investments are not a
direct substitute for trade. A further explanation was needed.

The theory of the product cycle (Vernon, 1966) provided a more thor-
ough understanding of the flow of direct investments. This theory,
like Burenstam Linder’s, proposes that ease of communication and
similar demand structures are of importance for understanding inter-
action in the form of trade or FDI between nations. Furthermore, the
dynamic element of the interaction between firm-specific advantages,
changing as the product moves through its life cycle, and location-
specific advantages is taken into account.

The model divides the life of a product into three stages, progressing
from the ’new product” to the mature product” and ultimately to
the “standardized commodity”. The product-cycle theory relates
these stages to the locational decision and to the choice between
exports and production abroad.

Fundamental to this theory as well as Burenstam Linder’s, is the idea
that entrepreneurs are inclined to innovate products in accordance
with the demand structure of their immediate environment, i.e. their
home market. High incomes and high unit labour costs, for example,
create incentives to develop new products that are labour-saving or
satisfy high-income wants.

In the first stage of a product’s life, there is usually uncertainty regard-
ing the ultimate specifications of the product, and feedback from the
buyers is valuable. Furthermore, price elasticity of demand is low
because of product differentiation. The monopoly advantages of the
innovating firm imply less importance for cost differences between
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locations. Production is most probably situated in the home country
and foreign markets are served through exports.

The second stage is that of a mature and established product. Compet-
itors have entered the scene. Proximity to the home market ceases to
be the most important factor in determining where to locate
production. The relative production costs of alternative locatings now
become more significant. If the home market was a high-cost location,
production may now be moved abroad.

In the third stage of the product cycle, the product has become a
standardized commodity. Priority at this stage is given to low-cost
location of production. Market knowledge and information flows are
of less importance. Competition is primarily in price. Production may
at this stage be transferred to countries, often less developed ones,
with low labour costs. The flow of exports is now from the production
sites in countries with low labour costs to the innovating-initiating
country.

The product-cycle theory provided a framework within which the
postwar expansion of U.S. direct investments in Europe and LDCs
could be explained. Although Vernon (1966) considered direct
investments from the viewpoint of the U.S., the model has been able
to explain some European as well as Japanese FDI in manufacturing
industries (Hood and Young, 1979). European as well as Japanese
manufacturers have in certain industries or areas fulfilled the
prerequisite of the model: to be the principal innovators.

Although the process proposed by Vernon might still have some
applicability for firms expanding abroad for the first time and for
MNCs associated with manufacturing end products (Hood and
Young, 1979), its explanatory value has decreased over time. Estab-
lished MNCs optimize the location of their activities from a global
perspective. Location decisions are taken in view of their overall
worldwide network of activities rather than the cost structures of one
or a few single markets. Vernon (1979) recognized this critique and
developed what he called ’The Product Cycle in a New International
Environment”. Here, the oligopolistic behavior and information-
gathering capacity of highly internationalized MNCs are recognized.
Innovations are still assumed to be developed in accordance with
domestic demand structures, but the emphasis on the U.S. as the prin-
cipal source of new products is reduced.
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The first and third stages in this revised version resemble the original
one. It is still assumed that there are initially strong economic incent-
ives to locate production in the country where the product was origin-
ally developed. Similarly, it is assumed that location is strongly influe-
nced by cost differentials between countries at the third stage. In stage
two, however, it is assumed that the location decision is based upon
the action-reaction patterns of other competing MNCs.

In it's second version, the product-cycle model has close links with
the ideas developed by Knickerbocker (1973) and Graham (1974).
Knickerbocker observed a ’follow-the-leader” type of behavior
among U.S. corporations locating activities abroad. Through a series
of.statlstical analyses, he manages to establish that this is an effect of
oligopolistic competition within certain industries. In his own words:

7As a geperal rule, U.S. parent firms, especially the few
!eaders In each industry, countered one another’s
Investments more actively in industries of high seller concen-
tration than in industries of low seller concentration”

(Knickerbocker, 1973, p. 3)

Graham (1974) conducted a similar type of study of European multi-
nationals investing in the United States. He argues that in oligopolistic
industries, European MNCs counter-invade the U.S. market to main-
tain equilibrium. A “’mutual hostage position” is created, enabling the
actors to strike back within each other’s home market.

Several empirical studies (for an excellent overview, see Hood and
Young, 1979) have been undertaken to test the product-cycle models
or certain dimensions thereof. However, we will not discuss these
contributions any further here.

In summary, most theories of the MNC take multinationality for
granted, and many of them follow line of a static analysis. The theor-
ies of the determinants of foreign direct investments bring in dynamic
elements. The original version of the product-cycle model analyses
dealt with the question of where innovations are most probable and
the relationship between the stages of the product cycle and location
factors. It was developed against the backround of the post-war flow
of U.S. FDIs to Europe and LDCs, and it provides an understanding
of why and when FDI is preferred to exports. The second version of

17




the product-cycle models, as well as the works of Knickerbocker and
Graham, introduce the complicating factor of oligopolistic competi-
tion. From these studies, it can be concluded that the direction of the
flow of FDI is affected by the action-reaction pattern of competitors
within an oligopolistic industry.

The theories presented here provide an understanding of the MNC
and the pattern of FDI in a macro perspective. However, they can also
help to explain the internationalization process of a single firm.

The type of ownership-specific advantage seems to affect how firms
serve foreign markets. Market imperfections related to knowledge
force the firm to establish its own operations abroad rather than
export, license or use local representatives. They could therefore help
us to understand a single firm’s choice of market channel when going
abroad.

The product-cycle theory and the eclectic theory emphasize the
importance of location-specific advantages, for example in the form of
abundance of skilled labour or low-cost production. These advantages
could of course also be relevant to a single firm’s choice of market, or
changes in patterns over time.

The findings of Knickerbocker (op cit) and Graham (op cit) suggest
still another area of interest at the level of understanding and explain-
ing a single firm’s process of internationalization: oligopolistic
behavior and the action-reaction pattern of competitors within indus-
tries can be expected to affect, for example, choice of market and
timing of entry.

Nevertheless, we are left with a number of questions regarding the
internationalization process. The principal contribution of the theor-
ies presented here is in helping to explain the pattern of FDIs in a
macro-perspective, eventhough certain ideas could also be applied at
the firm level. For a more in-depth understanding we need another
perspective, where the unit of analysis is the firm and the focus is on
its increasing involvement in international operations over time.
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2:3 The Internationalization Process of the Firm

We will now focus more closely on the firm — more specifically, the
development process within the firm prior to the multinational stage.

2:3:1 Traditional Models

A shift in attention towards studying the various steps involved in the
process of investing abroad came with the work of Aharoni (1966).
This work sought to analyze the way in which U.S. manufacturing
firms made their foreign investments, particularly in less developed
countries. The foreign-direct-investment decision process was studied
in a sample of 38 U.S. firms from a behavioristic perspective. It was
found that investments abroad were rarely based on sophisticated and
well structured decision-making processes. In most cases opportun-
istic behavior, coincidence and opportunities were the triggering
factors:

Our company is generally not interested in foreign invest-
ment .......

In this case I fought hard to make them decide to do it. I
wanted to live in that country. I know many people there;
my wife’s family lives there ... My wife does not like the
United States and I would not mind living in the country. I
think it’s good for the company too. Why, with all my
connections there, I could really do a good job.

(Aharoni, 1966, p. 60)

Aharoni’s work paved the way for further studies of the firm’s interna-
tionalization process. Although Aharoni focused very much on
decision-making rather than internationalization, his findings served
as a source of inspiration for future research.

During the 1970’s, a number of Swedish researchers at the University
of Uppsala (Hornell, Vahlne and Wiedersheim-Paul, 1973; Johanson
and Wiedersheim-Paul, 1974; Johanson and Vahlne, 1977) focused
their interest on the internationalization process. Studying the inter-
nationalization of Swedish manufacturing firms, they developed a
model of the firm’s choice of market and form of entry when going
abroad. Their work was influenced by Aharoni’s seminal study but
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also by the literature on the theory of the firm (Coase, 1937) and
behaviorism a la Cyert and March (1963).

An underlying assumption of their work — that also owes much to
Penrose (1963) — was that a firm’s internationalization, whether
through exports or FDI, is a consequence of its growth (Carlson,
1975). When the home market is saturated and the number of profit-
able opportunities has decreased to the point where the firm can no
longer grow on the home market, a search for new activities begins.
Since new alternatives generally seem more uncertain than old, famil-
iar ones, it is assumed that this search will be directed towards altern-
atives as similar as possible to existing operations. If horizontal or
vertical expansion is ruled out as being too uncertain or not profitable,
geographic expansion is often an alternative.

A second underlying assumption was that uncertainty about the
outcome of an action increases with distance. Firms are assumed to
have better knowledge about their immediate environments. Hence,
they seek alternatives with as low degree of “foreigness’ as possible.

Operations abroad imply crossing national borders. This creates addi-
tional uncertainty, giving rise to what has been termed the frontier-
problem” (Carlson, 1975). Lack of knowledge regarding local busi-
ness conditions, customers, bureaucratic procedures, foreign
exchange-rate fluctuations, tariff and non-tariff barriers as well as
how to get information all add to the perceived uncertainty and thus
to the degree of “foreignness”. A business operation within the
borders of the home country at a given geographical distance from the
unit making the operation would also create uncertainty. But if the
same operation is to be undertaken at the same geographical distance
in a foreign country, the uncertainty is greater. The Uppsala
researchers assumed that frontier uncertainty is connected with “’psy-
chic distance”. The larger the difference between the home country
and the host country in terms of level of development, level and
content of education, language, etc., the higher the level of uncer-
tainty.

With these basic assumptions in mind, the Uppsala researchers inter-
preted the patterns in the internationalization process they had
observed in Swedish manufacturing firms. They had noted, first of all,
that companies appeared to begin their operations abroad in fairly
nearby markets and only gradually penetrated more far-flung
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markets. Second, it appeared that companies entered new markets
through exports. It was very rare that companies entered new markets
with sales organisations or manufacturing subsidiaries of their own.
Wholly-owned or majority-owned operations were established only
after several years of exports to the same market.

The researchers’ basic question was whether this pattern could be an
effect of perceived uncertainty. Did firms without experience of doing
business abroad first go to markets (given a market potential) with
environments similar to the home market in an effort to minimize
uncertainty? Did they then gradually, as their knowledge about doing
business abroad increased and the level of uncertainty decreased,
consider markets with more different environments? Was it also true
that companies entered markets using low-commitment forms like
exports and then gradually (if the initial efforts proved successful)
increased their commitment, for example by establishing wholly
owned sales or manufacturing subsidiaries? The apparent answer to
these questions eventually turned out to be yes.

A first step towards hypothesis-testing was taken by Vahlne and
Wiedersheim-Paul (1973). With the aid of a multiple regression
analysis, they tried to identify factors that influenced the psychic
distance between Sweden and other countries. Psychic distance was
defined as the sum of factors preventing the flow of information to
and from a country. It was found that the psychic distance between
Sweden and a given foreign market was influenced by the following
principal factors: level of development, difference in level of develop-
ment (between the home country and the foreign country), level of
education, difference in education, business language, cultural differ-
ence, everyday language and the extent of existing links between the
home country and the foreign market (Carlson, 1975).

In a second step, Hornell, Vahlne and Wiedersheim-Paul (1973)
made a ranking list of countries (table 2:1) according to their psychic
distance from Sweden. The ranking list was utilized to study the estab-
lishment pattern of foreign sales subsidiaries of Swedish
manufacturing firms. It was found that firms seemed to have a strong
propensity to make their initial establishments in countries with a low
psychic distance from Sweden, i.e. Denmark, Norway, Finland and
West Germany, and only gradually tended to penetrate more distant
markets. Furthermore, it was found that the establishment pattern
varied over time as well as among industries. The time difference
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Table 2:1 Psychic Distance from Sweden to 15 Foreign Countries

Denmark 1
Norway 2
Finland 3
West Germany 4
Great Britain 5
Netherlands 6
Belgium 7
United States 8
Switzerland 9
Canada 10
Austria 11
France 12
Italy 13
Spain 14
Portugal 15

Source: Hornell, Vahlne and Wiedersheim-Paul, 1973

between two consecutive establishments seemed to decrease over
time, but also with the number of consecutive establishments. Heavy
manufacturing industries seemed, on the average, more prone to
establish in more distant markets (in terms of psychic distance) while,
for example, the textile industry seemed to prefer more nearby
markets (Hornell, Vahlne and Wiedersheim-Paul, 1973). Two poss-
ible explanations for the difference in establishment patterns were put
forward by the authors. First, certain industries may have character-
istics that limit them to certain nearby markets. Second, the age of
an industry may be a factor; some industries may already have begun
establishing subsidiaries abroad at the turn of the century, while
others have started much later. There seemed to be no major differ-
ence between industries in terms of the average time between two
consecutive establishments, although larger firms seemed more
inclined to establish in distant markets than smaller ones.

In the same study, a first empirical test of the ”establishment chain”
(see excerpt after next paragraph) hypotheses is made in a case
prepared on the Swedish pharmaceutical company Pharmacia.
Although not statistically representative, the results provided some
clear indications. At the time of the study, Pharmacia had organiza-
tions of its own on nine markets. Eight of these showed a similar
development pattern: Pharmacia had established relations with an
agent and within a few years established sales subsidiaries. Two of
these sales subsidiaries later increased their commitment by starting
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to manufacture. In the ninth country, a sales subsidiary was opened
almost immediately; the decisive factor here was that one of the
decision makers was educated in the country and was well acquainted
with it.

These results were further substantiated by a study of the internation-
alization process of four Swedish manufacturing firms (Johanson &
Wiedersheim-Paul, 1974 and 1975; see also Johanson & Vahlne,
1977). The conclusions clearly pointed toward the existence of an “es-
tablishment chain’’:

’The establishment chain — no regular export, independent
representative (agent), sales subsidiary, manufacturing —
seems to be a correct description of the order of develop-
ment operations of the firms in individual countries. Of sixty-
three sales subsidiaries, fifty-six were preceded by agents
and this pattern is the same for all the firms. With regard to
the manufacturing establishments there is a difference
between Sandvik and Atlas Copco on the one hand, where
twenty-two out of twenty-seven establishments were
preceded by sales subsidiaries, and Facit and Volvo on the
other, where five out of seven occurred without the firm
having any sales subsidiaries in the country. However, in no
case has a firm started production in a country without
having sold in the country via an agency or a sales subsidiary
before.”

(Johanson and Wiedersheim-Paul, 1975 p. 321)

Gradual internationalization did not seem to be an exclusively
Swedish phenomenon. Several studies (cf Vaupel, 1970; Bilkey, 1978;
Bilkey and Tesar, 1977; Davidson, 1976; Cavesgil, 1980 and 1984) of
U.S.-based firms’ choice of market as well as development of the
establishment chain confirm the findings of the Uppsala researchers.
Similar results have also been reported for West-German (Dichtl et
al, 1984), Japanese (Yoshihara, 1978; Johanson and Nonaka, 1983),
Turkish (Karafakioglu, 1986), Australian (Barrett, 1986), Hawaiian,
(Hook Jr and Czinkota, 1988) as well as third-world (Ford et al, 1987)
firms. The support for the model is obviously solid:

23




’The pattern of investments seems to substantiate the evolu-
tionary theory of foreign investments.”

(Yoshihara, 1978, p. 372)

The Uppsala researchers, however, did not claim that the evolution-
ary theory could explain each firm’s choice of market or each estab-
lishment chain of a firm within a market. Individual firms might
behave differently as a result of firm, industry, location or situation-
specific factors or characteristics. But the evolutionary process of
internationalization is claimed to be the most typical (Johanson and
Wiedersheim-Paul, 1974).

2:3:2 Critique of the Traditional Models

Lately, several authors have claimed for various reasons that the
evolutionary theory of the internationalization process proposed by
the Uppsala researchers has lost some of its explanatory power. The
critique has been supported by the fact that the internationalization
process of de novo entrants in certain industries has recently become
more spectacular. Firms have lately seemed prone to leap-frog stages
in the establishment chain, entering markets distant” in terms of
psychic distance at an early stage, and the pace of the internationaliza-
tion process generally seems to have speeded up.

Hedlund & Kverneland (1984), studying the strategies of Swedish
manufacturing firms for entering Japan, claim that Swedish firms
seem to have preferred a ’shorter route” strategy there. Around half
of the 18 firms investigated went directly from a sales agent to a
manufacturing subsidiary, omitting the intermediate step of a sales
subsidiary. Although they assert that psychic distance still has some
explanatory power, changes in the environment are claimed to have
forced firms to adopt more rapid and direct modes of entry:

”The average psychic distance between the countries and
Sweden in the Johanson and Vahlne study is lower than
between Sweden and Japan. The explanation for the differ-
ence in result thus has to be found in changes in the environ-
ment and within the companies which have taken place in the
time period covered by the two studies. The Johanson and
Vahlne study looked at market growth strategies from the




first stage of internationalization of the companies up to
around 1970. Our study looks at market growth strategies in
the 1970’s.”

(Hedlund & Kverneland, 1984, p. 70)

The study focuses on one distant market only, and studies the entry
strategies of 18 Swedish firms, all of them with long experience of
doing business abroad. Since their experience was accumulated from
several markets, it is plausible to assume that their perceived uncer-
tainty when entering a new market had decreased. This is consistent
with the thoughts of the Uppsala researchers. Firms experienced in
doing business abroad can be expected to depart from the gradual
learning-by-doing behavior predicted by the model. Since Hedlund &
Kverneland (op cit) study entry patterns in a market that was entered
rather late in the internationalization process, and do not consider the
accumulated experience or the internationalization process preceding
the entry of the Japanese market, it is difficult to tell whether the short
entry routes observed are due to accumulated experience, special
circumstances in the Japanese market or something else. The study is,
however, an empirical indication that the traditional model may have
lost some of its explanatory power.

Others have criticized the model from a more theoretical point of
view. Nordstrom & Vahlne (1985) claim that the Uppsala school is
not valid in situations of highly internationalized firms and industries.
In these cases, competitive forces and factors override psychic
distance as the principal explanatory factor for the firm’s process of
internationalization. This argument is quite consistent with Johanson
& Mattsson (1984).

”We believe that the internationalization model is less valid
in situations where both the market and the firm are highly
internationalized.”

(Johanson & Mattsson, 1984, p. 27)

Referring to network theory, Johanson and Mattsson assert that
competitive forces and factors in highly internationalized industries
create a “heterogeneous pattern of entry opportunities” which
compels the firm to choose markets and entry strategies that may be
very different from those predicted by the traditional model.
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The importance and effect of competitive factors are further under-
scored by Solvell (1987). In international oligopolies, the options of
the actors are severely limited. The action pattern of a specific firm
very much depends on the action-reaction pattern of the other incum-
bents in the industry.

”In oligopolistic industries the choice of country (and
timing) is thus more restricted. In the extreme case, the
explanation as to why firms choose not to enter certain
national industries is associated with tacit collusions, or so
called territorial exclusions.”

(Solvell, 1987, p. 59)

Some of the criticism of the Uppsala model has emphasized the fact
that the internationalization of competitors has created international
oligopolies in certain industries. The action of one firm is interrelated
with the action-reaction pattern of its competitors. Hence, under-
standing competitive conditions is essential for understanding the
actions of a single firm. The criticism implies that the international
growth of firms studied by the Uppsala researchers occured under less
oligopolistic conditions. While plausible, this implication has not yet
been substantiated empirically.

Neither oligopolistic competition in general nor international oligopo-
listic competition in particular are phenomena of the 70’s or the 80’s.
Why then has the traditional model come under criticism?

Reid (1983) argues that the model is far too deterministic and general.
Modes of international growth are context-specific and must be
explained by heterogeneous resource patterns and market opportun-
ities — a plausible argument; however Reid presents no alternative.

But what has happened to gradual ’learning-by-doing” behavior?
Have managers developed an ability and a willingness to act under
greater uncertainty than their colleagues twenty, thirty or forty years
ago? Probably not.

The Uppsala researchers assumed that knowledge decreased and
perceived uncertainty increased in proportion to psychic distance.
The concept of psychic distance implies an assumption of a heterogen-
eous world, i.e. a world that consists of countries that are perceived
to be different.
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Given a world of zero psychic distance — i.e. a neoclassical world —
between any two nations, it is apparent that there is no need for a
gradual learning-by-doing process, neither in the choice of markets
nor in the establishment chain. Firms will immediately enter poten-
tially profitable markets with the optimal type of establishment, given
the restrictions and influence of firm-specific resources and the envi-
ronment of the firm.

This highlights two important forces undermining the very foundation
of the Uppsala school of thought: on the one hand forces driving us
towards a less heterogeneous world; on the other, forces or devices
facilitating the flow of information (cf Vernon, 1979; Levitt, 1983).
We have reason to believe that both forces are propelling us at an ever
increasing pace in the direction of ’the world of homogeneity’” or "’the
world of costless and free flowing information™.

When firms penetrate very distant markets or several markets simul-
taneously at an early stage of the internationalization process, it is not
so much because the decision-makers of today dare to take greater
risks than their colleagues in the 30’s and 40’s. Rather, they are better
informed and their world is less heterogeneous than in the past. They
can afford the luxury of leap-frogging stages in the traditional learn-
ing-by-doing-model. Although it has been indicated by several
authors that access to information (Vernon, 1979; Hedlund and
Kverneland, 1984), competitive considerations (Nordstrom and
Vahlne, 1985; Solvell, 1987) and the degree internationalization in
industries and firms (Johanson and Mattsson, 1984) might have
changed the pattern of internationalization, we still lack a system of
hypotheses and a body of solid empirical studies. How has the process
of internationalization changed? Which are the most important factors
behind these changes? Which are the most important explanatory
factors behind today’s internationalization processes?

2:3:2:1 Decreased Importance of Psychic Distance as an
Explanatory Factor

Although we are far from a perfectly homogeneous world, we are
probably also quite far from the world faced by Swedish engineering
firms in the past. Sandvik, Atlas Copco, Facit and Volvo, studied by
Johanson and Wiedersheim-Paul (1974), began their internationaliza-
tion in 1865, 1904, 1929 and 1928, respectively. In many respects we
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are also far from the world depicted in the books, publications and
reports published between 1966 and 1968 that served as the source of
the empirical material ranking foreign countries according to psychic
distance from Sweden (Vahlne and Wiedersheim-Paul, 1973).

At least three major tendencies are undermining the assumptions of
the Uppsala research, thus limiting the contemporary explanatory
power of the models.

First, several authors (cf Vernon, 1979; Porter, 1980, 1984, 1986;
Levitt; 1983; Ohmae, 1985) claim that the world generally over time
has moved towards homogenization, especially within the business
community. Levitt (op cit) is one of the strongest advocates of this
view. According to Levitt, technology is the underlying force that is
driving the world toward convergence. Technology has ’proletariani-
zed’ communications, transport and travel. In the most isolated and
backward areas, people are able to see, hear and experience develop-
ments, products, trends and news originating from the most distant
places. Levitt also argues that differences in cultural preferences,
national tastes, standards and business institutions are vestiges of the
past. As consequence, global markets for standardized consumer
products are emerging, this in itself driving the world in the direction
of commonality.

It is of course difficult to separate cause and effect in a discussion of
these forces. Political, technological, as well as economic and psycho-
social forces, are at work in complex interaction. However, it is evid-
ent, for example, that the formation of common markets in Europe,
the Middle East, Asia and South America, accompanied by a general
ambition to deregulate world trade (GATT) has contributed to the
process of homogenization. The common markets are, of course, a
regional phenomenon but still a major step from ethnocentrism
towards geocentrism.

Second, firms today also have quicker and easier access to knowledge
about doing business abroad. It is no longer necessary to build up
knowledge in-house in a slow and gradual trial-and-error process.
Several factors contribute to this. For example, universities, business
schools and management training centers all over the world are
putting more and more emphasis on international business. Their
graduates are thus acquainted with the basic problems in this area.
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Probably even more important, the absolute number of people with
experience of doing business abroad has increased. Hence, it has
become easier to hire people with the experience and knowledge
needed, rather than develop it in house. This is not a new phenom-
enon, but the number of people with experience of doing business
abroad has increased over time as an effect of continuous growth in
world trade and FDI.

A similar way of reducing uncertainty is offered by international
consulting firms. The consulting industry has experienced tremendous
growth during the last twenty years. It is possible to buy knowledge
about legal and financial standards from international accounting
firms and investment banks. Local and international consulting firms
offer information about competitors, market potential, distribution
systems, local buying standards, possible entry modes, etc. There is
thus a well-developed market for knowledge about foreign markets.

The spectacular development of information technologies, both in
terms of absolute performance and diminishing price/performance
ratios, has made it easier for a firm to become acquainted with foreign
markets.

Third, the emergence of firms that manage a few or several of their
activities as if the world was a single borderless and homogeneous
entity is also a driving force toward a global commonality. The mere
existence of international trade reduces barriers between countries
and cultures and evens out differences between countries and regions.
In this respect, the process of bringing countries closer to each other
is as old as international trade. The emergence of multinational enter-
prises at the end of the 19th century helped to accelerate the process,
as well as confirming similarities in demand structures between coun-
tries

One of the first writers to discuss the phenomenon of firms acting as if
the world was one large homogeneous market was Perlmutter (1969).
Studying the headquarters orientation of foreign subsidiaries in
MNC:s, he found a geocentric attitude emerging among the managers
interviewed. The firm’s subsidiaries were viewed neither as satellites
nor as independent units but as parts of a whole focusing on world-
wide objectives.
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Several writers (cf Porter 1980, 1986; Hamel and Prahalad, 1985;
Kogut, 1984; Solvell, 1984; Simmonds, 1985) have discussed the
emergence and content of what have been called “’global strategies”.
Although the definitions of this concept are far from precise and
operational, most writers seem to agree that a global strategy aims to
achieve Perlmutter’s geocentric ideal (Simmonds op cit). Global strat-
egies focus on worldwide as well as local objectives, and each part of
the firm makes a unique contribution with its unique competence.
International activities are no longer handled like a portfolio, but
integrated on a worldwide basis to utilize synergies between opera-
tions in different countries. The world is viewed as an entity, rather
than as a collection of independent markets.

The organizational structure of contemporary MNCs confirms the
emergence of worldwide strategies. Firms organize their activities by
worldwide product lines (cf Stopford and Wells, 1972; Bartlett, 1984)
or in matrix organizations in which the geographic dimension is subor-
dinated to the product dimension. Organizational structures and
administrative processes are created to allow firms to establish and
maintain effective control of worldwide integrated operations.

However, it should be clear that no firm handles all its activities as
if the world was one single market. Adaptations to local conditions,
especially in downstream activities, are always necessary. There are
no purely global firms or industries. The term global is too imprecise
anyway, since it does not allow us to differentiate between firms integ-
rating just one or a few activities on a worldwide basis and those integ-
rating many or most of their activities.

It should be equally clear that the choice of what and how many activ-
ities to integrate worldwide is industry- and firm-specific. Certain
industries have homogeneous demand structures worldwide, while
others are more heterogeneous. Levitt’s (op cit) arguments are not
equally true for all industries, even if the long-term trend may be in
the direction of homogenization.

In spite of these reservations, it is reasonable to conclude that the
assumptions of the Uppsala model of internationalization can be
questioned. The world is becoming generally more homogeneous,
reducing uncertainty about foreign market characteristics and hence
the need for knowledge development. Second, even if the world is still
far from homogeneous, there are more ways of acquiring information.
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Third, the homogenization process and the opportunities to acquire
information are affected by the fact that firms in certain industries act
as if the world was a single large market. The homogenization process
is accelerating, and it is becoming increasingly easy to acquire requis-
ite knowledge and information.

To a certain extent, the existence of firms with global or geocentric
attitudes, strategies and structures confirms and accentuates a move-
ment away from the assumptions of the traditional models. Foreign
markets may not be as foreign as they used to. To the extent that they
still are foreign, the opportunities for acquiring information and redu-
cing uncertainty have improved greatly.

Apart from the forces which reduce actual and perceived psychic
distance and uncertainty about foreign markets, we also have reason
to question the ranking of nations according to psychic distance from
Sweden as originally developed by Hornell, Vahlne and
Wiedersheim-Paul (1973). The ranking (Table 2:1) was to a large
extent based on the authors’ subjective opinion.

”The ranking is naturally subjective and can therefore be
expected to have limited validity and reliability.”

(Hornell, Vahlne and Wiedersheim-Paul, 1973, p. 204)

This is, of course, a problem in itself. But even if the validity and reli-
ability were good, there are reasons to question the ranking. Changes
in trade patterns and in the amount of cultural and political interaction
between countries, formation of new political and economic unions or
changes in existing ones may over time affect the perceived psychic
distance. For example, several of the countries in table 2:1 (Spain,
Portugal, Great Britain) have joined the European Common Market
since the ranking was made.

Without further empirical studies, it is impossible to tell how the rank-
ing has changed more precisely. The present divergence from the
Uppsala model may, on the one hand, be an effect of an absolute and
general decrease in psychic distance; on the other hand, it may reflect
changes in relative psychic distance.



2:4 The Internationalization Process of the Firm
in a Global Business Community — Key Issues

- It could be argued that there are countervailing forces that are work-
ing against the virtually implosive reduction of psychic distance
suggested in 2:3. Nationalistic forces opposing economic and adminis-
trative integration are a fact in several countries and regions.
Language and culture will continue to obstruct interaction between
countries for yet some time. Furthermore, it could be argued that only
in certain segments of society have global tribes’ actually evolved,
i.e. the world really ”imploded” in terms of psychic distance and
people and organizations interact globally with a limited sense of any
national borders.

These arguments may all be true. Still, there should be no doubt that
the business community is more internationalized than ever. Whether
this is a cause or an effect of the homogenization process, the
increased information flow and the emergence of geocentric multina-
tionals could be further discussed at length. Similarly, it could be
discussed to what extent these phenomena are general in their effects
on society. However, what matters from the point of view of under-
standing and interpreting the actions of business firms is how they —
the actors — perceive the world. The emergence of global strategies,
global product divisions, global products, global marketing programs
etc., confirms that several firms in various industries perceive different
nationmarkets to be similar or close enough in some dimensions to
develop worldwide standardized approaches to various issues and
matters. It is this similarity, this closeness as perceived by the actors,
which forms the background for the present study of internationaliza-
tion process of the firm.

The dependent variable, i.e. the internationalization process, is in
itself a complex phenomenon. The growth of firms outside their home
country involves, or potentially affects, almost every one of their func-
ttonal aspects. In certain cases the fact that the firm starts to do busi-
ness abroad is the result of an explicit strategic decision; in other cases
it is more due to coincidence. But no matter how the process was initi-
ated and later evolves, the actual growth and development of foreign
activities over time is the outcome of complicated interaction between
the firm and its environment.




In studying this process ex post facto to find interesting patterns, it
should be clear that the analyses by definition will be partial. Certain
manifest aspects of the process like number of subsidiaries, establish-
ment year, acquisition ratio etc. could be analyzed and discussed in
relation to some explanatory variables. These aspects, though, are
only the manifest and measurable dimensions of a complex growth
process. Any pattern in the manifest variables is merely a proxy or an
indicator of the actual process.

The most frequently studied patterns or indicators have been the
sequence of foreign markets entered, the establishment process
within a particular market and the establishment mode of
subsidiaries. What emerged was a picture of a generally slow and
gradual underlying growth process (cf Hornell, Vahlne and Wieders-
heim-Paul, 1973).

The major environmental changes discussed in the previous section
have altered conditions for firms in general and for firms going abroad
in particular. The internationalization process is no longer limited by
psychic distance and lack of information to the same extent as before.
Therefore the key determinants of the process can be expected to be
different from what traditional models have predicted. Given the
characteristics of the firm, basic considerations about market poten-
tial and competition, for example, would a priori seem to be factors
of great importance in a less heterogenous world.

2:5 The Internationalization Process of the Firm
in a New Perspective

The Uppsala researchers (and many others) studied and interpreted
the process of internationalization from a point of view influenced by

a behavioral theory of the firm and organizational learning a la Cyert
& March (1963).

Depending on the perspective chosen and the frame of reference
used, the observer will be able to see and interpret the study object
differently. This study will add thoughts from first and foremost indus-
trial organization (I0) theory to the model framework developed by
the Uppsala researchers.
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Since the 10 perspective to some extent is reflected throughout this
study from the structure of the case studies to the very conclusions, a
brief background and presentation of this frame of reference is appro-
priate at this stage. The results of the Uppsala research will also be
interpreted against this frame of reference, in section 2:5:2, in order
to establish some of the basic differences and similarities between the
two perspectives.

2:5:1 Strategic Management and Industrial Organization

Edward S Mason (cf Mason, 1939) attempted, during the 1930s, to
identify groups of variables relevant for understanding the basic
mechanisms of an economy. Mason’s model can be illustrated schem-
atically as in fig 2:1. The model was basically intented for use in study-
ing the welfare aspects of imperfections within an economy.

Fundamentally, the model assumed that a number of basic supply and
demand conditions constitute a framework for the structure of differ-
ent industries. Six dimensions of industry structure were defined:
concentration ratio, product differentiation, entry barriers, cost struc-
ture, vertical integration and ’conglomerateness™.

The Industry structure, in turn, provided a framework for the conduct
of firms within industries. Finally, the aggregated conduct of firms
within an economy determined the performance of the economy in
terms of full employment production, allocative efficiency, etc.

As the model indicates, there is interaction between the different
groups of variables. Firm conduct, for example in research and
development, may result in technological breakthroughs affecting
market structure as well as basic supply and demand conditions. By
their conduct, firms (or perhaps only one or a few of them) may
fundamentally alter both the structure of the market and the basic
conditions.

Originally developed for understanding welfare aspects of diver-
gences from perfect competition, the industrial organization research
provided a base for studying and describing the interplay between
market structure and firm conduct. In the seminal work by Bain
(1956), relationships between certain structural traits of industries and
their performance in terms of average profitability were empirically
established.
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Figure 2:1
A MODEL OF INDUSTRIAL ORGANIZATION ANALYSIS

Basic Conditions

Supply Demand
® Raw materials ® Price elasticity
® Technology ® Substitutes
@ Unionization ©® Rate of growth
@ Product durability @ Cyclical and seasonal character
@ Value/weight @ Purchase method
® Business attitudes ©® Marketing type
@ Public policies

N

Market Structure

@ Number of sellers and buyers
©® Product differentiation

@ Barriers to entry

@ Cost structures

@ Vertical integration

©® Conglomerateness

l

Conduct

@ Pricing behavior

@ Product strategy and advertising
® Research and innovation

@ Plant investment

@ Legal tactics

{

Performance

@ Production and allocative efficiency
® Progress

® Full employment

@ Equity

Source: Scherer, 1980.

The contributions by Mason and Bain, often referred to as the Bain/
Mason paradigm, later on became an important source of inspiration
for researchers in the area of strategic management. It offered a
model for systematically analyzing the structure and profitability of
industries. Michael E Porter (1981) later became one of the strongest
proponents of cross-fertilization of the industrial organization line of
thought with the area of strategic management. Porter argues that a
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firm’s performance in the marketplace is critically dependent on the
characteristics of the industry environment in which it competes. In
formulating a strategy, firms must therefore take that environment
into account:

”The essence of formulating competitive strategy is relating
a company to its environment. Although the relevant envi-
ronment is very broad, encompassing social as well as
economic forces, the key aspect of the firm’s environment is
the industry or industries in which it competes.”

(Porter, 1980, p. 3)

Since the industrial organization paradigm was originally developed
by economists, and with the aim of understanding entire economies,
conduct and performance (see figure 2:1) were defined in the
economist’s sense. Later, writers in the area of strategic management
have redefined these terms and view conduct as the strategy (Porter,
1981) of the firm and performance as the pI‘Oflt or profit potentlal of
the firm. Strategy thus encompasses decision variables such as price,
advertising, capacity, quality, etc.

However, strategy and conduct are not argued to be fully determined
by the structure of the industry. Rather the structure of the industry
imposes limits on the strategic possibilities of ﬁrms within it. The strat-
egy actually followed by a particular firm w111 be affected by firm-
specific factors as well as entrepreneurial activities.

A major weakness of the traditional industrial organization paradigm
is its neglect of the international dimension (§6lvell, 1987). The para-
digm implicitly assumes that industries are eongruent with national
markets. Historically, this may have been a good approximation of
real conditions. However, with the massive growth of international
trade, as well as foreign direct investment, during the past thirty years,
it is often no longer relevant to refer to local industry structures. In
certain industries, national structures have merged into larger interna-
tional ones (Solvell, 1987). These constitute the relevant environment
and the background for understanding the strategy of industry incum-
bents. Here of course the dimensions of industry structure and the
strategies of firms must be interpreted in an international context.




2:5:2 The Uppsala model from an Industrial Organization
Perspective

The Industrial Organization (IO) paradigm — as interpreted by
researchers in strategic management — in essence tells us that strategy
and performance is critically dependent on industry structure.
Consequently, we should also be able to understand the strategy of
firms in light of the prevailing structure.

We will here define strategy ex post, without considering whether
strategy was intended or not. The internationalization process of a
firm, in terms of sequence of foreign markets entered, establishment
processes within foreign markets and establishment mode of
subsidiaries will be studied as a pattern in a stream of actions”
(Mintzberg, 1976).

Given these definitions, it is possible to interpret the Uppsala model
in an IO-frame of reference and also to suggest why we have to take
industry structure into account to fully understand a firm’s interna-
tionalization process. 4

The Uppsala model has proven especially successful in explaining the
process of internationalization of older MNCs which entered the
international arena early in this century. The assumption of a hetero-
geneous world may have been a good approximation of actual condi-
tions at that time. In IO-terms, the industries were nationally struc-
tured and each nation represented one industry with its own structural
traits.

In a world with these traits, the Uppsala model can be expected to
have a high explanatory value. The basic conditions of industry struc-
ture differed between countries, or at least were perceived to differ.
Uncertainty concerning conditions on foreign markets was high.
Moreover, information technology, consultants etc. offered very
limited opportunities to reduce uncertainty by increasing the
knowledge available. It could, for these reasons be asserted that it was
actually due to the structural traits of the industries of the firms
studied the Uppsala researchers model could be assigned such a very
high explanatory value taking into account only one explanatory
factor, i.e. experience of doing business abroad.
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3 The Internationalization Process at
Inter Innovation and Datatronic

It was theoretically discussed in chapter two that a set of fundamental
socio-economic forces might be the driving forces toward new
patterns observed in the process of internationalization by business
firms. The actual mechanism at the firm level was also discussed in
theoretical terms. However, the lack of any empirical research on
more recent internationalization processes makes the latter discussion
somewhat nonspecific. To establish a clearer view of the key mechan-
isms in contemporary internationalization processes, the growth and
development processes of two rather young Swedish international
firms — Inter Innovation AB and Datatronic AB - are described and
analyzed in greater detail below.

The empirical material in the case studies was collected by the author
in cooperation with two research teams, Kerstin Andersson &
Annette Berkhahn and Helena Tovas & Camilla Otto, at the
Stockholm School of Economics. Their studies were conducted during
the academic year 1986/87 and were also used and analyzed by these
teams in their own theses (Otto and Tovéas, 1987; Andersson and
Berkhahn, 1987).

3:1 Methodological Reflexions on the Case
Studies

Several authors (Valdelin, 1974; Hagg and Hedlund, 1978;
Spangberg, 1982; Normann, 1975) have argued that case studies are
the most appropriate research method when a thorough theoretical
framework is lacking. Case studies allow the researcher to gain an in-
depth and contextual understanding of the study object, a prerequis-
ite for the formulation of interesting and testable hypotheses.

Although there are several theories on the internationalization

processes of firms, there is no unified theoretical framework. Most
analyses and models have been partial in terms of either the explanat-
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ory variables or the explained variables. Of course this is not very
surprising, given that the seminal work in this area was published as
late as 1966 by Yair Aharoni.

With the state and limitations of existing theory in mind, it was
decided to attempt a somewhat broader approach in this study, in
terms of both explained and explanatory variables. In order to
develop a model, and to unravel some of the complexity in contem-
porary internationalization processes, an overall empirical impression
of the process is needed as a complement to the theory. The case
method permits the research to observe the study object closely and
to relate and crossrelate different aspects to each other; it thus offers
the best possibilities for gaining such an overall impression.

As with any other non-randomized process, each and every step of the
internationalization process has its own rationale and background. It
should be possible to link the growth and development of interna-
tional operations to certain decisions taken, the overall strategy, firm
specific advantages, the industry structure at home and abroad, the
customers location and needs, key actors within the firm etc. Intensive
studies of a few study objects should permit the researcher to identify
some of the rationales and background factors explaining contempor-
ary patterns in the internationalization process.

3:1:1 Choice of Study Object

It was decided to conduct in-depth studies of firms which at a first
glance seemed to deviate from the predictions of the traditional
models. Hence, the first and most important criterion in selecting
cases was deviation from the process outlined by the “Uppsala
School” (see section 2:3:1). The second criterion was that the
companies studied had begun their internationalization process
during the 1970’s. This was considered to be of importance for two
reasons. First, a fairly late start would hopefully ensure that informa-
tion about the internationalization process and critical determinants
thereof was still available. It was considered important to be able to
follow the whole process, from its very start up to the situation of
today. Second, we wanted to keep the ’Zeitgeist” in terms protec-
tionism, communications, fashion in organization design, etc.
constant and therefore focused on the same period: the 1970’s and
1980’s. A third criterion or restriction for the choice of companies was
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that they were not affiliated with a larger corporate group. This was
to ensure that the companies’ managers could not draw on the
knowledge or capability of such a group. Fourth, a one-industry
criterion enabled us to focus on how industry-specific factors affected
the process. A final criterion applied was that the internationalization
process must have reached the stage where it was relevant to start
looking for patterns. Firms with only one or a few establishments
abroad, or distributing their products mainly through local
representatives were not interesting for our purposes. The potential
study objects were required to have at least 4—5 major sales or
manufacturing subsidiaries abroad, either wholly or jointly-owned.

Finally, it was decided to study two firms rather than one. The thought
was that the similarities and differences between the two processes
would serve as a further source of inspiration for the construction of
hypotheses.

3:1:2 Data-gathering

The data-gathering procedure followed an overall standardized guide
(Appendix 1), based on the model in section 4:1. However, the guide
was deliberately not very detailed and precise. If our a priori concep-
tions turned out to be wrong, an overly precise guide could lead us in
the wrong direction. During the research process the guide was
continuously adjusted and developed to fit the specific circumstances
of the firms under study.

As mentioned above, the empirical material was collected by the
author in cooperation with two research teams. The procedure has
been the same for both of the cases and can be summarized as follows:

— Initial meeting with student team. The research project is
described. The student team receives a standardized data-gathering
guide (see Appendix 1).

— Gathering of data from external sources: newspapers, industry
publications, statistics, etc, by the student team.

— Introduction and initial interview with the president of the firm.
Author together with student team.
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— Gathering of internal written material of interest: consultants
reports, annual reports, market studies, etc.

— Interviews with the management of the firm about the how, where,
when and why of the internationalization process.

— Interviews with competitors and customers in an effort to verify
data received from the company, and possibly to add some further
insights.

— Follow-up interviews on the telephone.

Apart from those major steps, there were numerous meetings
between the student team and the author. The teams held between 6
and 8 interviews with each firm. The interviews were always
conducted by two persons, each of them taking notes independently.
On the average, the interviews took 1—3 hours. The first and second
drafts of the cases were sent to the respective firms for approval and
release.

3:1:3 Validity, Reliability and Potential for Generalization

It could be argued that validity, reliability and potential for general-
ization are non-issues in a study which aims to generate testable
hypotheses. When the hypotheses are subsequently tested, non-valid
and non-reliable hypotheses will automatically be rejected. Further-
more, it is not possible to generalize the results per se of case studies
(Valdelin, 1974). Together with existing theoretical models the results
of case studies merely provide a foundation for the generation of
hypotheses. We may only generalize the hypotheses or theories that
are accepted after having been tested on a larger sample.

However, if we apply efficiency criteria to the research process, we
may argue that it is waste of scarce research resources to disregard the
problems of reliability and validity even in an exploratory study. In
an extreme case a researcher could end up rejecting all hypotheses
generated, on grounds of limited reliability and/or validity.

We have therefore tried to ensure the reliability of this study through:

— Interviewing several persons at each firm studied.
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— As far as possible, checking the results of the interviews with
external sources such as competitors, customers and written
external material.

— Trying to meet with the persons interviewed in places or at hours
where or when they could be undisturbed during the interview.

— Using a data-gathering guide.
— Two persons independently taking notes during the interviews.

Reliability is a prerequisite for validity. We have also tried to improve
the internal validity of the case studies through:

— Developing a theory-based data-gathering guide in advance. The
guide has been of help in focusing the interviews and in the collec-
tion of relevant data in general.

External validity refers to the possibility of generalizing results and is
hence of less interest in an exploratory study of this kind.

3:2 Organization of the Case studies

The two case studies are purely descriptive and are structured in
accordance with the model in figure 3:1. The first part focuses on
introducing the firm, its products and the its characteristics in various
functional dimensions. The second part paint a broader picture and
highlights key characteristics of the industry and its buyers. The
dynamics of the industry are discussed and the main competitors are
briefly introduced. With this background, the steps of the internation-
alization process are presented in the third part. The different steps
taken are presented on a year-by-year basis starting with the very first
foreign establishment.

The analysis of the two cases is conducted in a separate section imme-
diately after the each case description. The development over time of
the three dimensions — sequence of foreign markets entered, estab-
lishment processes within foreign markets and establishment mode of
subsidiaries — is analyzed and discussed in light of the development of
the firms and their industries.
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3:3 Inter Innovation AB

Development and History

Inter Innovation was a Swedish high-technology company in the
banking automation equipment industry. The business concept of the
firm was to supply the market with systems for bank-note and document
handling. The concept originally arose from the realization that there
was a growing need within the banking industry for an efficient and
secure method of managing and controlling the flow of bank notes in
retail banking.

The firm was founded 1973 as a development company. Intensive
R&D activities followed until 1977. In that year, Inter Innovation
succeeded in licensing some of its products to Data-Saab — a Swedish
computer manufacturer.

The first generation of Inter Innovation’s principal future product was
introduced in 1978. A teller-operated automatic cash-note dispenser,
called ”The Cash Adapter”, opened up a totally new and untried
market in the banking automation equipment industry. The need for
a device of this type had existed for some time. A British subsidiary
of a bank-note printing company, DeLaRue Systems, had been trying
to develop and sell a similar product for some years. However,
DeLaRue’s cash adapter did not perform satisfactorily and was not
very successful on the market.

At the time of the introduction of the Cash Adapter, there were no
competitors. Inter Innovation was the first company to supply a
device of this type.

In cooperation with the Swedish computer manufacturer Data-Saab,
Inter Innovation received an order for Cash Adapters from American
Citibank in 1979. The Cash Adapters were part of a system for bank-
ing automation to be delivered by Data-Saab. The order received by
Inter Innovation was for ten times the company’s existing sales.

The order from Citibank was an important reference object for Inter
Innovation. Orders from the British National Westminster Bank and
Barclays Bank, and the Spanish Banco de Santander were soon to
follow. In 1980, the first foreign sales subsidiary was established in the
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United Kingdom. It was followed by sales subsidiaries in the United
States, the Federal Republic of Germany, Spain and France. Simul-
taneously, distributors and agents were engaged in numerous coun-
tries all over the world.

By 1987, after 13 years of business, Inter Innovation was established
as an international company with sales of SEK 390 million in 1986, a
net profit of SEK 75 million, and a return on equity of 34%. By 1987,
the company was considered to be the technological leader in the
industry. The worldwide market share of the main product, the Teller
Assist Cash Dispenser was estimated to be 70%.

In 1985, Inter Innovation had also started to build a position as a
supplier of cash dispensers to manufacturers of customer-operated
automatic teller machines. The Swedish Bankomat system, among
others, employed Inter Innovation’s technology.

Despite a high degree of equity financing, with a debt-equity ratio of
only 1.64 in 1986, the company went public early in 1987. This was
done in order to generate capital for further expansion on new
markets. In 1987 the founder, Leif Lundblad, and his family were still
the largest shareholder with 65 per cent of the voting rights.

Products

The products were computer-controlled, electro-mechanical bank
note dispensers. The most vital element of the product was known as
the Intelligent Bank Note Cassette. This was a module found in both
the teller- and customer-operated dispensers. The module, or
cassette, communicated with the bank’s central computer and
provided it with information about the amount and values of the bank
notes it contained.

Both the teller- and the customer-operated dispensers permitted
considerable gains in efficiency and security in the handling of bank
notes.

The dispensing technology of Inter Innovations products — the Multi

Denomination Dispense Mechanism - differed from that of compet-
ing manufacturers in its higher speed and its ability to handle bills of
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low quality. By 1987, no other manufacturer could supply products of
such high reliability with the ability to handle bills of low quality.

In summary, the products that Inter Innovation supplied by 1987
were:

— The Intelligent Bank Note Cassette

— The Teller Assist Cash Dispenser

— The Self Service Cash Dispenser

All products were sold on an OEM!-basis to suppliers of banking
automation equipment systems, as well as directly to end-users, i.e.
banks. In 1986, approximately 65% of sales were directly to end-users
and the rest to system suppliers.

Production

After the large Citibank order had been received in 1979, Inter
Innovation acquired its own production facilities. It was considered
important to control production inhouse in order to create customer
confidence. By 1987, Inter Innovation operated four wholly owned
production subsidiaries located in Sweden.

The fact that the products consisted of modules allowed economies of
scale in production and output flexibility. Production of the uniform
Intelligent Bank Note Cassettes, the most important technical part of
all products, was determined by forecast. The final assembly of cash
dispensers was a question of putting the cassette into customer-
adapted safes and was done entirely to order.

Research and Development

Inter Innovation was a development-intensive company. Annual
research and development expenditures were 10-12% of sales.

Customers were offered the opportunity to participate in cooperative

development projects, intended to create market-adapted products.
OEM-customers were especially active in these projects. The

!'Original Equipment Manufacturer
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management of Inter Innovation considered cooperative ventures
with customers to be of the utmost importance for creating new
markets.

R&D was conducted entirely in Sweden, some by Inter Innovation’s
own development company, Protelma, and some by company divi-
sions. In 1986, a minority share in the consulting company AB Frontec
was acquired to further strengthen Inter Innovation’s development
capacity in computer software.

By 1987, Research and Development was viewed as one of the most
important activities of the firm. Technological superiority was
considered a necessity for future growth. It was the opinion of
management that the pace of demand growth in this industry was not
set by the customer. The need for the function was at hand, but the
commercial opportunities were thought to be created by development
and supply of unique products.

Organization
By 1986, Inter Innovation employed 640 persons in total. Its organiza-

tion consisted of seven Swedish operating units (including the parent-
company) and five foreign sales subsidiaries.

Figure 3:2 The Organization of Inter Innovation

Parent Company
Inter Innovation AB

| —_
I [ —— 7

[ Division Bank | L Division OEM J R&D ] Frontec AB

Inter Marketing AB Inter I.B. Systems AB  Protelma Elektronik AB

Inter Ltd Inter Industri-
elektronik AB
Inter GmbH
Inter Precisionsplat AB
Inter Inc
. | Inter Svetsprodukter AB
Rautomat S.A.

The organization was divisionalized (figure 3:2). Division Bank
handled sales to end-users and organized the activities of the Swedish
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marketing company Inter Marketing AB, the foreign sales
subsidiaries and the foreign distributors and agents. The OEM-
Division handled OEM-customer and organized the four producing
subsidiaries.

Buyers

Inter Innovation’s products were sold to two large groups of
customers: end-users, i.e. banks, and OEM-customers, i.e. banking-
automation-equipment companies.

The latter group placed stringent requirements on the products in
terms of technology and quality since Inter Innovation’s products
were used as components in their own banking automation systems.
The largest OEM-customers in 1987 were Olivetti, Siemens, Unisys,
IBM and Kienzle. IBM had previously produced their own cash
dispensers in-house but had dropped them as the quality was not good
enough. After extensive tests of Inter Innovation’s Teller Assist Cash
Dispenser, IBM acquired a non-exclusive five-year worldwide right to
produce this machine.

Licensing agreements and long-term contracts with these larger firms
made Inter Innovation’s products compatible with most banking auto-
mation systems. Furthermore, these contracts secured the mainten-
ance of a certain level of production and served as important objects
of reference for penetrating the end-user market.

OEM-customers were handled centrally by the OEM-division of Inter
Innovation AB in Sweden. The other group of customers consisted
of the so called end-users, i.e. banks. Among them were both large
international commercial and savings banks as well as small national
banks. End-users were quality-conscious and required -efficient
service and maintenance. Product quality and reliability were
considered more important than costs. To be able to provide
customers with the necessary service and support, Inter Innovation
established their own sales subsidiary on a market as soon as the
market potential and other circumstances allowed. Local
representation also created customer confidence, something that was
considered to be of the utmost importance in selling to the banking
industry.
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End-users were found all over the world, although the potential of
different nations varied. The large markets were found in the industri-
alized countries, or countries with strong financial centers. Exceptions
were the Swedish and Japanese markets. The Japanese market was
completely isolated and served only by indigenous firms. In the case
of Sweden, it seemed as if banks were extremely conservative in their
purchasing behavior and unwilling to abandon their original systems
suppliers. Furthermore, in Sweden, as in the other Scandinavian
countries, relatively small amounts of cash were handled over the
counter. Consequently, Inter Innovation had no real home market;
only one per cent of its cash dispenser sales came from Sweden.

The dual sales philosophy, with sales to both OEM-customers and
end-users, had several advantages. Apart from the high technological
requirements posed by OEM customers, which provided information
of value for product development, OEM customers also performed
large-volume quality tests that gave Inter Innovation important cred-
ibility in their efforts to penetrate the end-user market.

The dual sales philosophy was, however, also a potential source of
conflict. A conflict could arise if both a system supplier, who was an
OEM-customer, and Inter Innovation itself had the opportunity of
selling to the same end-user. In such cases Inter Innovation kept a low
profile and awaited the development of the market, letting market
forces determine whether the order whould go to the system supplier
or directly to Inter Innovation. The policy was to try as much as poss-
ible to avoid offending an OEM-customer.

Marketing and Distribution

Inter Innovation’s five foreign subsidiaries played a large part in the
company’s marketing activities. Aggressive marketing directed at
end-users was considered essential. Products had to be customer-
adapted, depending on the size, quality and values of banknotes in
various countries. Furthermore, customers had different require-
ments concerning product design, software and security. Location
close to the end-users also facilitated essential after-sales service. It
was the goal of Inter Innovation to provide service worldwide within
two to four hours.
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Distributors or local representatives were used in markets where Inter
Innovation for some reason - often small market potential or presence
of an important OEM-customer - had elected not to establish its own
sales subsidiaries. Distributors were considered to be a second-best
solution. By 1986, Inter Innovation still had independent distributors
in five countries. It was the policy of Inter Innovation first to establish
a relationship with an end-user and then to find a distributor or local
representative that could guarantee future service and further market
penetration. Experience had shown that establishing relationships
with distributors without installed reference objects was a waste of
resources.

The primary target-groups for Inter Innovation’s marketing were
banks known to be eager to apply new technology, and banks with
banking automation equipment systems which already included prod-
ucts like the company’s. The latter group were of course already
acquainted with the products and often wanted a second supplier to
improve their bargaining power in relation to systems suppliers.

Another important marketing activity was participation in interna-
tional exhibitions of banking automation equipment. These exhibi-
tions generated contacts with OEM-customers as well as end-users
and were considered to be of special interest for a comparatively small
company like Inter Innovation.

Industry Characteristics

Broadly defined, Inter Innovation was in the banking automation
equipment industry. A more narrow definition, though, would be that
Inter Innovation was a member of the cash dispensing equipment
industry, a subindustry of the banking automation equipment indus-
try.

The banking automation equipment industry was an international
oligopoly, in which the major actors were IBM, Siemens, Olivetti,
Philips, Nixdorf, Ericsson, NCR and Diebold. All of those were
multibillion dollar firms that supplied entire systems for bank automa-
tion including computer hardware, software, document and bank note
handling and dispensing equipment. Some, like Nixdorf and Diebold,
were specialized in banking automation, but most of the actors had
their core activities in other areas such as communications or
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computers. This was a truly international industry in which the actors
were represented on most Western markets, in direct competition
with each other.

The industry was characterized by a basically homogeneous customer
need. Banks all over the world were very similar in terms of functions
and operations. The systems solutions offered by the industry incum-
bents differed only to a limited extent, mainly in terms of marginal
facilities and functions.

The industry was protected by substantial entry barriers in terms of
technology and capital costs, but above all in terms of image and trust.
Customers faced substantial switching costs if they wanted to
exchange a banking automation system or product of one brand for
another: whole organizations sometimes had to be altered, personnel
retrained and new routines developed. Banks were therefore only
interested in cooperating with well-known and stable suppliers, with
a record of well functioning installations.

By 1987, the only serious threat of potential entry into the banking
automation industry came from Japan. On their home market,
Japanese computer equipment manufacturers had been in the bank-
ing automation business for a long time. The Japanese market had
historically provided enough volume and opportunities for growth,
but there were now indications that these companies were interested
in penetrating the Western markets as well. For example their pres-
ence at international fairs and exhibitions had become increasingly
visible. However, the technology of the Japanese firms was still rudi-
mentary.; their dispensing mechanisms were unable to handle the
lower quality notes common in the Western world.

As a supplier of cash dispensing products, Inter Innovation was not
really in the banking automation industry, since cash dispensing prod-
ucts were only a minor part of the banking automation system. It
would be more appropriate to say that Inter Innovation belonged to
the cash dispensing equipment industry, which was both a supplier to
and a competitor of the banking automation industry.

Except for Nixdorf, NCR and Diebold, system suppliers bought their
cash dispensing units from independent firms on an OEM-basis.
There were two major independent firms in the cash dispensing prod-
ucts industry, which together were estimated to have a 70% of the
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world market outside Japan: DeLaRue Systems of England and Inter
Innovation of Sweden.

DeLaRue Systems, a subsidiary of a British bank note printing
company, was established in the beginning of the 19th century. This
firm was the pioneer of ”’through-the-wall” cash dispensers in the 60’s.
DeLaRue Systems had about the same sales and profile as Inter
Innovation, although their product line differed. For DeLaRue, cash
dispensing products represented only 25 per cent of sales, which also
included document sorting and handling machines and bank note
accepting machines. Cash dispensing products were sold both on an
OEM-basis and directly to end-users. De La Rue had started as an
OEM-supplier but had entered the end-user market for cash
dispensers on a large scale in the mid-80’s. Their OEM-connections
delayed entry into the end-user market since OEM customers
considered this as a competitive move.

By 1987, De La Rue Systems had sales and service subsidiaries in five
countries; France (established 1973), Spain (1974), USA (1980),
Germany (1982) and Portugal (1984). Together with England these
were also the largest markets in terms of sales.

It was an advantage for DeLaRue, as well as for Inter innovation, to
be an OEM supplier when penetrating the end-user market. It proved
the quality of the products and guaranteed 100% compatibility.
Furthermore, many banks were afraid of being completely in the
hands of the systems suppliers and often wanted a second supplier to
improve their bargaining power. It was no secret in the industry that
OEM suppliers of dispensing products more or less saw the system
suppliers as creating their market.

By 1987, Inter Innovation’s modularized technology was still unique
and able to handle bank notes of low quality more safely and
efficiently than that of their competitors, including in-house produ-
cers Nixdorf, Diebold and NCR.

The Internationalization Process at Inter Innovation

1980

® The first foreign country in which Inter Innovation established a
sales subsidiary was the United Kingdom. The market was entered
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through a “’greenfield” operation. Orders from two British banks,
National Westminster and Barclays Bank, had been received, and
Inter Innovation wanted to establish close customer contacts and
provide rapid customer service in order to win the confidence of
other potential customers. Furthermore, Britain was a market
familiar with the concept of teller operated cash dispensing
machines and was therefore relatively well prepared for the prod-
ucts of Inter Innovation. A few years earlier De La Rue Systems
had developed a similar product and begun marketing it on the
British home market. However, its functioning and quality were
not satisfactory. These circumstances created an entry opportunity
for Inter Innovation. Finally, an important factor was that the
OEM customers of Inter Innovation at that time, Olivetti and
Data-Saab, were not interested in the British market.

1981

® The United States was the next foreign market in which Inter
Innovation established a subsidiary. The large Citibank order,
received in cooperation with Data-Saab, made it necessary to have
a local service organization providing. Furthermore, it was thought
that a subsidiary would create confidence in the company both with
Citibank and other potential customers. OEM-customers were not
disturbed by this entry into the U.S. market, which was made
through a greenfield operation.

® A representative was sent to the Federal Republic of Germany with
the mission of scanning the market for opportunities and service as
a link between Inter Innovation and the OEM-customer Nixdorf.

® Independent distributors in South Africa and the Middle East were
engaged after requests from the would-be distributors themselves.
However, these relationships proved unprofitable and were
terminated in 1983. This experience convinced Inter Innovation
that the best policy was to establish distributor relationships only in
markets where reference objects had been installed. Distributors
did not seem to be helpful in opening new markets.

1982

® The company acquired a Spanish distributor of banking automa-
tion equipment. As large orders had been received from Spanish
banks, after-sales service had to be provided.
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The main reason for entering the market was the remarkably good
market potential. Spain had a comparatively large number of retail
bank offices and a tradition of banking automation. Banks were
still labour intensive and offered considerable potential for improv-
ing efficiency. Furthermore, the oligopolistic structure of the bank-
ing industry made banks prone to imitate each other. An order
from one of the larger banks was often followed by orders from the
main competitors.

Cash dispensing products had not been sold at all on the Spanish
market before the entry of Inter Innovation.

® A U.S. distributor was acquired by the U.S. subsidiary.

® A relationship with a French distributor was established, and refer-
ence products were installed. The market potential was large
enough to warrant establishing a local sales subsidiary, but local
competition from the French company Bull-Transac and the buying
behavior of French banks (”’We only buy French products!”) led to
the decision to enter the market through a distributor.

1983

® Distributor relationships were established in the Netherlands,
Turkey and Belgium. However, the Turkish distributor relation-
ship was terminated in early 1984; it had again proven unprofitable
to use a distributor for opening a new market.

1985

® A German distributor of banking automation products was
acquired and transformed into a sales subsidiary. Inter
Innovation’s OEM-customers, Olivetti and IBM, had recently
entered the market with their banking automation systems, thus
creating a market for compatible equipment.

® Distributor relationships were established in Norway, Portugal and
Austria.

1986

® The French distributor was acquired. An opening in this attractive
market arose when Inter Innovation’s OEM-customer Olivetti
merged with the French system supplier Bull-Transac. Direct sales
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to end-users were now possible; the argument ”on n’achéte que
francgais!” was no longer applicable.

As IBM had managed to gain a foothold on the French market at
about the same time, prospects improved even further.

1987

® Negotiations were initiated for the purpose of acquiring the U.S.
system supplier Le Febure!. Three times as large as Inter
Innovation in terms of sales, Le Febure was a distributor as well as
an OEM-customer of Inter Innovation. An acquisition of Le
Febure would provide access to an efficient and establisheqd
marketing and service apparatus in the U.S.

Comments on Inter Innovation’s Internationalization process.

® Germany was a market of interest to Inter Innovation at an early
stage and its products were first sold there on license to Nixdorf.
The company had decided not to enter the market with its own
distribution until the license agreement was terminated, and this
occurred in 1985. That same year, Olivetti and IBM entered the
market, and Inter Innovation immediately entered the market with
its own operation. @

® Despite a large end-user market potential, the Italian market had
not been penetrated by 1987. Inter Innovation did not want to risk
offending one of its important OEM-customers: Olivetti.

® By 1987, further extension of international operations had been
planned, mainly by acquiring local distributors in markets acquain-
ted with the products through system suppliers that were OEM-
customers of Inter Innovation.

3:4 Characteristics of Inter Innovation’s
Internationalization Process

The first major export order was received only six years after the
foundation of the company. Through domestic cooperation with

! The negotiations were not completed as of March 30, 1987.
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Data-SAAB, Inter-Innovation’s unique cash adapters became a part
of the banking automation system supplied to Citibank by Data-
SAAB in 1979. The order was substantial both in terms of size and
value and as a reference object. The main reason for establishing a
subsidiary in the U.S. as early as 1981 was to provide necessary service
for installed equipment. In effect the U.S. subsidiary was at least
initially a service subsidiary rather than a sales subsidiary.

There were similar reasons for the establishment in the United
Kingdom in 1980. The large order from Citibank, and the cooperation
with the system supplier Data-SAAB, made Inter Innovation’s
unique technology known within the banking community. Within less
than a year after the first order, two British banks placed major orders
with Inter Innovation. The subsidiary in United Kingdom also had
basically a service function at the start.

Obviously, the service aspect was very important in Inter Innovation’s
industry. The customers bought continuous functioning rather than a
cash adapter per se. Given this factor, the neccessity of 100% compat-
ibility with other installed automation equipment, and a need to refine
the function and technology of a young firm’s products, the establish-
ment of the company’s own representation seems logical. By the very
nature of the product, it was neccessary to firmly control distribution
and service in order to reinforce and ensure competitive advantages.
This is also reflected in the establishment of subsidiaries in Spain
(1982), Germany (1985) and to some extent in France (1986) as well.

Inter Innovation’s process of establishment on foreign markets (see
fig 3:3) is more direct than traditional models would predict. In four
cases out of five, the firm started subsidiaries without any previous
relationship with agents or importers. The decision to enter France via
a local representative rather than establish a wholly owned subsidiary
reflected some circumstances particular to that markets local competi-
tion and a strong buyer preference for indigenous firms.

Inter Innovation’s establishment process reveals an interesting
pattern. Relations are initially established with end-users on a world-
wide basis. Through the company’s cooperation with system
suppliers, and through reference installations, Inter Innovations
products became known throughout the international banking
community. As soon as the installed volume reaches a certain level, a
subsidiary is established to provide service, and also to facilitate
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further penetration of the market. Agents or importers are only used
on smaller markets where the installed volume and/or the potential
volume are too small for the company to be present itself. However,
agents after the negative experience in South Africa and the Middle
East in the early 80’s, or importers are not used for opening new
markets.

The sequence of markets entered is of course interrelated with the
establishment process on these markets. As shown above in the case
of France, local characteristics could affect both the initial entry form
and the development over time of the establishment process on a
particular market. Inter Innovation’s establishment sequence (includ-
ing both subsidiaries and agents/importers) seems to reflect the grow-
ing awareness and acceptance of the company’s products in the inter-
national banking community, together with the location of compet-
itors and OEM-buyers. Installed volume and market potential, local
direct competition from other dispensing equipment manufacturers
and the presence or non-presence of OEM-buyers appears to have
been the key determinants of which markets to enter with a wholly
owned subsidiary and when. For example, the establishment of a
wholly owned subsidiary in France was postponed in the face of strong
local competition, despite installed reference products and a promis-
ing market. Similarly, the establishment of a subsidiary in West-
Germany was delayed until 1985 because of the presence of an import-
ant OEM-buyer. For the same reason, Italy had not been entered at
all by 1986.

In essence it would appear that except where altered because of local
competition and the presence of OEM-buyers, the establishment
sequence largely followed the pattern by which knowledge and
acceptance of the company’s products were disseminated throughout
the community of buyers. Slower dissemination would most probably
have been reflected in fewer establishments per unit of time.
Similarly, a more regionalized or local dissemination would have been
reflected in a somewhat more regionalized establishment sequence.
Obviously, the high degree of internationalization among the OEM-
buyers and in the banking community contributed to the rapid spread
of Inter Innovation’s concept.

The frequent use of acquisitions as mode of establishing wholly owned

operations can also be understood in light of these circumstances.
Acquiring local distributors of banking automation equipment, rather
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Figure 3.3 The Etablishment Profile of Inter Innovation Using the Physic Distance Ranking
of Hornell, Vahlne and Wiedersheim-Paul (1973).

1980 81 82 83 84 1985 86 87 88

1 K| | I F ] ¢ ] 1
1 T T T 1 T 1 N
Denmark L
Norway
-T
Finland

West Germany
Great Britain
Netherlands
Belgium

USA -1
Switzerland T-
Canada
Austria
France
Italy

Spain
Portugal
Japan
Brazil
Southafrica
Argentina

Australia

% Agent/Importer
. Wholly owned subsidiary; green-field establishment

[] Wholly owned subsidiary; acquired

59




than establishing subsidiaries on a greenfield basis, is a way to speed
up the establishment process. Apart from the physical facilities,
access to an established distribution and service network save valu-
able time and management resources when the growth and growth
potential are substantial on several markets. This argument is particu-
larly valid when acquiring a former agent as in France in 1986.

It is interesting to note that the first two foreign subsidiaries estab-
lished were greenfield operations, whereas subsequent ones were
acquisitions. By the end of 1984, it was the opinion of management
that further international expansion would generally follow the latter
route.

Neither in terms of the establishment sequence, nor in terms of the
establishment process on foreign markets, does Inter Innovation’s
internationalization fit the traditional models. A rapid penetration of
foreign markets is reflected in every dimension of the process. It has
been pushed by a powerful and unique product concept, and pulled
by a highly internationalized customer community with homogenous
needs in both in the OEM and end-user segments. Within the limits
set by Inter Innovation’s resource base, competitors’ establishments
and OEM-customers’ home markets, foreign operations have
expanded to cover a substantial area (see fig 3:3) in only six years. To
some extent, the internationalization process of Inter Innovation both
reflects and supports the view that psychic distance is rapidly dimin-
ishing in the international business community.

3:5 Datatronic AB

Development and History
Datatronic was a Swedish company in the electronics industry. By
1987 the firm was active in several areas: personal computers!,

consumer electronics, parabolic antennas, industrial electronics and
hand-held computers.

'Sometimes called microcomputers.
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The largest single business area by far, and the one we will concen-
trate on in this study was personal computers. Personal computers,
related software and computer peripherals accounted for approxim-
ately 75 per cent of total sales and almost 100 per cent of international
activities. The business concept was to supply high quality products
under a well known brand name at market-leading prices.

Datatronic started out as a producer of microcomputers in 1968, when
it was founded by Torsten Frey and Hans Sundén. In 1975, the
company received the agency for the German Diehl computer and
was later purchased by Diehl Svenska AB. However, the business was
not very successful, and in 1977 Diehl wanted to leave the Swedish
market. In this situation, a consultant named Mats Gabrielsson was
hired.

In 1978, Mats Gabrielsson and two of the employees bought the
company for one Swedish krona, and Diehl now became Datatronic
again. Six months after the takeover, and with only seven employees,
Datatronic managed to obtain the exclusive rights for Commodore
Computers on the Swedish market. The Commodore hardware was
supplemented with software developed by Datatronic, and sales
increased sustantially.

In 1981, Datatronic acquired Handic AB, a company over three times
larger in terms of sales. Handic consisted of three divisions: sports,
consumer electronics, and sound equipment, and had its own sales
subsidiaries in Denmark, Germany, Holland and U.S.A. Since the
main reason for the acquisition was to gain access to Handic’s well-
developed Swedish distribution net, all of the foreign subsidiaries
except the Dutch one were sold. A divestment of the Dutch operation
was considered too expensive, and a joint venture (50/50) with
Commodore was formed instead. This was Datatronic’s second
foreign operation. The first was in 1980, when a joint venture (50/50)
between Datatronic and Commodore was establishment in Norway.
Like the Swedish operation the joint ventures distributed the
Commodore hardware and the Datatronic software.

Up ... and down for the Software

Growth continued. In 1982, Datatronic acquired Ekman Import, a
Swedish distributor of electronic equipment. Again, the reason was to
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gain access to a well developed distributor network. That same year,
an OEM-agreement was made with Commodore. Under
Commodore’s name, the Datatronic software was to be distributed
worldwide. The OEM-agreement with Commodore was a confirma-
tion of Datatronic’s software capabilities.

By 1983, Datatronic’s sales had reached SEK 230 million and the
number of employees was 145.

The success of the first generations of software led to further develop-
ment of the software product line. During 1983, software compatible
with IBM’s operative system MS-DOS was developed. This was a
major breakthrough, for the Datatronic software was no longer inex-
tricably tied to the Commodore hardware. It was decided to launch
the new software products internationally. To support this venture,
sales subsidiaries were established in West Germany, the United
Kingdom and the U.S. in 1983.

However, the attempt to launch the IBM Compatible software failed.
In 1984, Datatronic lost SEK 25 million; about half of the loss was on
the U.S. market. This outcome was attributed to a six-month delay in
the market introduction, combined with the lack of an established
brand name. Buyers in the computer industry were unwilling to turn
to a new and unfamiliar supplier, and Datatronic was almost unknown
outside Sweden. Particularly the larger and most interesting buyers,
preferred solid and well known suppliers who could be expected to
remain in the industry over the long term.

The losses forced Datatronic to dismiss employees in Sweden, as well
as abroad and to make their operations less capital intensive.

The Come-back

In April 1984, Mats Gabrielsson of Datatronic by coincidence met
Mr. Chuck Peddle, the founder of the U.S. microcomputer company
Victor Technologies. Victor, which at that time had sales 10 times
Datatronic’s, was having severe financial problems and was on the
edge of bankruptcy. When Mr. Peddle suggested that Datatronic
acquire Victor, Gabrielsson agreed.
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The transaction took place in February, 1985, when Datatronic
acquired 90% of the shares of Victor Technologies for US $ 25
million. The price paid by Datatronic was less than the value of Victor
Technologies’ assets.

To finance the acquisition, Datatronic went public with a share issue
of SEK 258 million. For the first time since its foundation, Datatronic
now had external shareholders. However, the company was still
controlled by Mats Gabrielsson with 61% of the voting rights.

The arrangement with Commodore was terminated in April, 1985,
and Datatronic concentrated on the reconstruction of Victor
Technologies.

Through the acquisition of Victor, Datatronic gained access to an
established and well known brand name. Victor had also built up an
international distribution network and had been especially successful
in Europe. By the time of the acquisition, Victor had distributors in
most Western European markets and its own sales subsidiaries in
Germany and France. The French operation had been especially
successful, and Victor was ranked as one of the top four suppliers of
personal computers in France.

In addition to Victor’s market-related assets Datatronic gained access
to its product range of hardware. Datatronic foresaw that its own soft-
ware knowledge and the Victor hardware experience could be a
powerful combination on the market.

At a cost of SEK 70 million, Victor was reconstructed during 1985.
Fixed costs were drastically reduced by closing down Victor’s U.S.
production facilities. Production of hardware was entrusted to
suppliers in Japan, Singapore and Taiwan. Since hardware technology
was becoming increasingly standardized, there were no competitive
advantages to in-house production.

At the same time, major investments were made in Victor’s marketing
organization. The subsidiaries in Germany and France, which had
been technologically and product-oriented, were reorganized and
given more of a market orientation. During 1985, five new sales
subsidiaries were started in the U.K., Holland, Belgium, Austria and
Switzerland under the name of Victor Technologies.
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By 1986, Datatronic — through Victor Technologies — was established
as one of Europe’s top four suppliers of personal computers. Corpor-
ate sales had doubled compared to 1985, reaching an all time high of
SEK 823 million. Victor’s distribution in Europe was further
strengthened. The responsibility for the European subsidiaries was
transferred from Victor U.S. to Datatronic AB in Sweden, and the
customer base was broadened by gaining a foothold in the public
sector. Sales trends pointed upwards on all European markets except
the U.K. The company’s best performances were in France and
Sweden.

However, the U.S. market presented problems. A slump in personal
computers of course hurt a company like Victor, which specialized in
that particular product. It was decided to penetrate the U.S. market
passively, i.e. not to invest further in strengthening the marketing
organization, and to focus on building a stronghold in Europe.

Further acquisitions

In 1986, Datatronic made yet another major acquisition. Micronic,
one of the world’s three largest manufacturers of hand-held
computers was acquired. Micronic had subsidiaries in Belgium,
Denmark, France, Spain, the U.K., the U.S. and Germany. Like
Victor, Micronic had financial problems but also a strong well estab-
lished marketing organization, especially in Europe. The acquisition
was considered to be of great strategic importance. Apart from enter-
ing another product area, Datatronic foresaw a major synergy effect
with Victor’s international distribution network. Furthermore,
Micronic’s large corporate customers were also considered of import-
ance for Victor Technologies.

Products and Product Development

The Datatronic products in the business area of microcomputers were
personal computers compatible with the industry standard, i.e. the
MS-DOS operative systems. It was a "’no-frills”” type of product range
that included personal computers and software for technical and
administrative applications.




Datatronic only used approved technology? in their computers.
Hence, product development was very much a process of closely
watching the technological development of the industry leader, IBM,
and gradually adjusting and upgrading the product range accordingly.
By 1987, the technology for personal computer hardware was stand-
ardized and offered little scope for product-differentiation.

Product development was centralized in Stockholm and led by Mr.
Gabrielsson. Every other month, subsidiary managers met in
Stockholm to discuss the latest ideas and necessary adjustments to the
product range.

On the average, Datatronic spent 4% of annual sales on product
development, a comparatively low figure. The average for the indus-
try was estimated at 8%.

The acquisition of Micronic added a new product family to the
Datatronics product range: hand-held computers. Hand-held
computers made it possible to collect, process and distribute data
practically anywhere. Inventory and goods handling were the largest
areas of application. It was the ambition of the Datatronic manage-
ment to supply computer system solutions involving hand-held
computers and personal computers to certain customer groups.
However, by 1987, Micronic had still not been completely fitted into
the Datatronic organization.

Production

Production was allocated to subcontractors in Japan, Singapore,
Taiwan and the U.S., since a part of Datatronic’s strategy was to
minimize fixed costs. The use of approved technology made it possible
to choose the lowest-cost location for a certain series of hardware.
Apart from the advantages of low costs, it was argued that these coun-
tries also had the traditions and know-how for supplying computer
hardware.

2Industry terminology for standard technology and solutions of proven quality that had been
in use for some years and were available on the market, often at comparatively low prices.
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Figure 3:4 The Organization of Datatronic AB
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