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Chapter One

Firms become international in scope for a variety of reasons: a desire for contin-
ued growth, an unsolicited foreign order, domestic market saturation, the potential
to exploit a new technological advantage, and so forth. The dominant reason, how-
ever, relates to performance. There is clear evidence that among the largest multi-
national enterprises (MNEs), a strong correlation exists between improved
performance and degree of internationalization (see Exhibit 1.1). Geographic
scope is positively associated with firm profitability, even when controlling for the
competing effect of the possession of proprietary assets. There is intrinsic value in
internationalization itself.

Internationalization is the process by which firms increase their awareness of
the influence of international activities on their future, and establish and conduct
transactions with firms from other countries. International transactions can influ-
ence a firm’s future in both direct and indirect ways. Business decisions made in
one country, regarding such things as foreign investments and partnership arrange-
ments, can have significant impact on a firm in a different country—and vice
versa. The impact of such decisions may not be immediately and directly evident.
The development of an awareness and appreciation for the role of foreign compe-
tition becomes an integral—and sometimes overlooked—part of the internation-
alization process.

Internationalization has both inward-looking and outward-looking dimensions.
The outward-looking perspective incorporates an awareness of the nature of com-
petition in foreign markets, and includes the following modes of activities:

a. Exporting.

b. Acting as licensor to a foreign company.

This chapter was prepared by Paul W. Beamish.



EXHIBIT 1.1

MNE Performance
and Degree of
Internationalization*
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High

MNE Performance

Low

T T T T

I
0-20 20-40 40-60 60-80  80-100%

Degree of internationalization
(sales generated by foreign affiliates)

Profit to sales
Profit to assets = = - —

* Data are based on the 100 largest U.S. MNEs and the 100 largest European MNEs.

c. Establishing joint ventures outside the home country with foreign companies.
d. Establishing or acquiring wholly owned businesses outside the home country.

These outward-oriented elements are similar to those in the stages model of inter-
national expansion. The stages model is an outward-looking perspective developed to
reflect the commonly observed pattern of increased commitment to international
business. In the stages model,' a firm might progress from (a) indirect/ad hoc ex-
porting—perhaps from unsolicited export orders—to (b) active exporting and/or li-
censing to (c) active exporting, licensing, and joint equity investment in foreign
manufacture to (d) full-scale multinational marketing and production.

These are, of course, broad-based stages. In practice, there are many more sub-
categories. Within exporting, for example, firms may start with order-filling only.
Soon after, however, they may be confronted with questions of whether to use ex-
porting middlemen who take ownership (distributors) or those who are commis-
sioned agents; and whether to export directly (either through the firm’s own sales
force, an export department, or a foreign sales company) or indirectly (through bro-
kers or export agents). From a service sector perspective, comparable issues exist,
such as whether to use management contracts or to develop in-house capability.

Similarly, if an investment is to be made, there are questions regarding scale of
investment (sales office, warchouse, packaging and assembly, or full-scale pro-
duction), level of ownership (wholly, majority equity, equal, minority equity), and
type of partner. As Exhibit 1.2 illustrates, there are numerous variations on the
types of foreign direct investment possible.
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EXHIBIT 1.2 The Foreign Direct Investment of MNEs
Choosing the Scale of Investment, Type of Partner, and Ownership Arrangement

/Sales office /
/ Warehousing
Scale of
investment Packaging
and
assembly

Full-scale
production

Private Local
local government
partner partner

MNE
partner

Wholly owned
(no partner)

Local public
as partner

Type of
partners

Majority
owned

Ownership
arrangement

Equal

ownership

Minority
owned

Another way of considering the various forms of foreign investment (and there
are over 300,000 subsidiaries around the world) is illustrated in Exhibit 1.3. Each
of these four forms has merit, although generally greenfield and joint venture tend
to be superior performers versus acquisitions (because here there is a tendency to
pay too much and/or to have integration problems.)

The sequential approach in the stages model is intuitively appealing in that it
suggests that as firms develop experience and confidence with international busi-

EXHIBIT 1.3

Forms of Foreign Investment

Partially Wholly
Owned Owned
Existing Capital o
Business Participation Acquisition
New Joint .
Business Venture Greenfield
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ness, they will be willing to increase the scale of their investment and commitment
in some sort of predictable fashion. The stages model also implies that over time,
the firm’s international operations will evolve toward modes such as wholly owned
subsidiaries that promise greater risk (due to the required scale of investment) with
the offsetting ability to exert greater control.

Not all firms follow such a path. Some start and stay with a particular mode or
some skip stages, while others even change modes to a direction opposite to that
suggested by the stages model. So while the stages model provides a useful way to
organize our discussion, it is by no means reflective of, or appropriate for, all
firms’ approaches to international business. It is a descriptive model. It reflects
what firms often do, not what they must or ought to do.

We also observe the formation of firms that, by necessity or design, are inter-
national at, or soon after, inception. These so-called “born globals” can take many
forms, depending on the number of countries involved and the number of value
chain activities that must be coordinated. (See Exhibit 1.4). Firms that are inter-
national from inception are often led by entrepreneurs who are able to overcome
not just the liabilities of newness and size, but the liability of being foreign. Many
firms do not originate with both international business competency and confi-
dence. These firms, which are often SMEs (small and medium sized enterprises),
thus have added challenges as they engage in the internationalization process from
an entrepreneurial base.

Internationalization affects firms in equally important ways from an inward
perspective, which incorporates an awareness of the impact of global competitors
on the ability of domestically oriented firms to compete. The related modes of ac-
tivity include:

a. Importing/sourcing.
b. Acting as licensee from a foreign company.
c. Establishing joint ventures (JVs) inside the home country with foreign companies.

d. Managing as the wholly owned subsidiary of a foreign firm.

Few Activities Coordinated | EXHIB:T 1.4
across Countries New International Market Makers Types o .
(Primarily Logistics) International New
Export/Import Start-up Multinational Trader Ventures
Coordination of Value Chain ijii
Activites

Many Activities
Coordinated
across Countries

iii | iv

Geographically Global
Focused Start-up Start-up
Few Many

Number of Countries Involved

Source: B. M. Oviatt and P. McDougall, “Toward a Theory of International New V. * Journal of International
Business Studies. Vol. 25, No. 1, 1994, p. 59.
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All of these modes and influences are relevant to the internationalization
process and all are often overlooked. There are numerous reasons for considering
importing rather than purchasing domestically, for considering foreign licensors
or joint venture partners rather than strictly local ones, or if selling an entire busi-
ness, considering foreign purchasers as an alternative to becoming the subsidiary
of'a domestic firm. Drawing upon resources and alternatives that are present else-
where can help the firm see new opportunities, improve its bargaining power with
local firms, make more informed decisions, and compete better at home.

Many firms have an appreciation for the nature and degree of competition in
one or more foreign markets. Yet often they will not aggressively seek out markets
that differ in language, geographic proximity, cultural similarity, and so forth.
Some have suggested that for certain products, the world is a single market. The
so-called Triad market (Japan, North America, and western Europe) is made up of
over 630 million buyers with similar tastes.? This view raises a number of issues
to be explored in later chapters. Which products/services would fall into this cat-

EXHIBIT 1.5 Some Variables Influencing the Location of Value Added Activities by MNEs in the 1970s
and 1990s
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egory? How would a firm know that it may have a globally competitive product/
service? If it did, how could it take the product/service effectively to numerous dis-
tant markets? To complicate this even further, we must consider how the answers
to these and other questions change over time. For example, many of the reasons
for making a foreign investment decades ago are different today (see Exhibit 1.5).
The nonstatic nature of the environment is simultaneously one of the greatest at-
tractions and frustrations for the international manager.

In terms of the new entrant to international business, how do managers make
the decision to get involved internationally using any mode? Individual managers
and groups of managers often possess distinct attitudes toward international
business. These can range from being home-country oriented (ethnocentric),® to
host-country oriented (polycentric), to world oriented (geocentric). There are two
major risks associated with an ethnocentric, or home-country, focus. The first of
these is a lack of awareness and appreciation for opportunities that exist external
to the domestic market. The counterpoint to these potential opportunities is the

EXHIBIT 1.5 (concluded)

Source: John H. Dunning. “Location and the Multinational Enterprise: A Neglected Factor?” Journal of International B: iness Studies, Vol. 29,No. 1, p. 53,1998.
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potential threat of foreign competition in the home market. Numerous businesses
have been hurt as a result of the naive view that if a product or service is NIH (not-
mvented-here), it won’t be effective.

Relevant to all of the various perspectives and modes of involvement is the
firm’s need for methods of coming to grips with various international cultures.
Firms do not typically have the resources available to develop a detailed under-
standing of numerous cultures. Yet to compete internationally, some degree of un-
derstanding is required. But how much? And which cultures does it make more
sense to try to learn about?

There are still business people who persist in believing that international com-
petition cannot affect them because they are too small, or because they are solely
focused on the local market. Foreign competition affects every sector of every
economy. Education is an important consideration at each stage of the interna-
tionalization process.

In the balance of this chapter, some of the issues we will deal with in the sub-
sequent chapters and cases will be briefly considered.

THE GLOBAL BUSINESS ENVIRONMENT

A key element of the internationalization process concerns where an organization
chooses to do business outside its country. Many firms conduct an incomplete
analysis of potential markets. This is due, in part, to a lack of awareness regarding
global demographics.

Many criteria are available for assessing market compatibility. Chapter 2 pro-
vides some introductory material on population, gross national product, country
growth rates, and so forth. Basic statistics on countries are included. This mate-
rial is particularly useful when the firm is looking at opportunities on a world-
wide (see Cameron case), regional, national (see Samsung China case) or even city
(scc Global Branding of Stella Artois case) basis.

THE WORLD OF INTERNATIONAL TRADE

Chapter 3 presents an overview of the international trade environment, with par-
ticular emphasis on the need to appreciate the role of foreign competition in both
the home market and foreign markets. A great deal of emphasis is placed on de-
mystifying the nature of international business, in part through an overview of the
trade framework. '

The trade framework considers social, technological, economic, and political
(STEP) environments, which make any country more or less attractive for inter-
national investment and trade. As part of this analysis, the distinctions between
comparative and competitive advantage, theories of international trade, and the na-
ture of exchange rates are reviewed.



Chapter 1 The Internationalization Process 9

MANAGING EXPORT OPERATIONS

Exporting can often be the basis for all or part of an entire course on international
marketing. This is so because the export decision process is complex, requiring
resolution of a number of fundamental questions. Firms of any size are faced with
the same questions of where to expand (at home or abroad); if exporting, to
which markets; the best way to enter these markets (i.e., what distribution ar-
rangement, method of pricing, level of promotion, whether to adapt the product,
and so forth); and the ongoing management of their foreign export operations.
These questions are considered in detail in Chapter 4.

GLOBAL SOURCING STRATEGY

The decision to import a good or service must be made in the context of whether
it would be better to purchase locally or to produce the product oneself. A firm
with a home-country orientation may not even consider the possibility of import-
ing. Not surprising, larger firms tend to have an advantage over smaller ones be-
cause they possess more resources with which to assess the importing alternative.

An excellent set of production and sourcing decisions that firms confront
would include:*

1. From where should the firm supply the target market?
2. To what extent should the firm itself undertake production (degree of integration)?
3. To the extent that it does not, what and where should it buy from others?

4. To the extent that a firm opts to do at least some manufacturing, how should it
acquire facilities?

. Should the firm produce in one plant or many, related or autonomous?
. What sort of production equipment (technology) should it use?

. What site is best?

o N N L

. Where should research and development be located?

Importing should be a significant area of investigation, yet even purchasing
texts frequently devote only limited space to international considerations. Of all
the parts in the internationalization process, either from an outward or inward
perspective, importing may well be the most underresearched. Although there has
been recent progress” much work remains. Chapter 5 deals with global sourcing
strategy. It emphasizes logistical management of the interface of R&D, manufac-
turing, and marketing activities on a global basis.



