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1. Research motivation

Internationalization as an empirical phenomenonadiaristic to firms emerged in waves in
the major industrialized countries depending on khistorical circumstances. Motives
differed according to the period and country ofgoriof the internationalizing firm.
Investments of the West-European firms in the ehthe nineteenth and early twentieth
century was frequently driven by the search for raaterials and colonies or ex-colonies
were the main locations for such investment (FrahR@4). Large industrial companies
from the United States like Ford, General Motor&eneral Electric in contrast established
European production subsidiaries in order to expdoiperior productive efficiencies in
locations close to the final markets (Wilkins 1979,74). Similarly Japanese investments
abroad in the post-World War 1l period were driveyp the strategic goal of market
development for low cost mass products (Kojima 19¥8awa 1979).

All this kind of international activity required aanced organisational and
managerial competencies which were available edrli¢he twentieth century only in the
largest firms. In Scandinavian countries that itdalksed later then Triad countries firms
that were more modest in size and resources fotlaaifferent path of development. They
internationalised in incremental mode consisterth Wwnowledge acquisition and learning
about foreign markets and international operatitwhé&nson and Vahlne 19%.7Companies
from other West-European countries with small ddinesarkets invested abroad in order
to compensate for their small domestic market (kwah976, Agmon and Kindleberger
1977). Firms from the periphery like Third Worldurdry firms invested in countries with
similar economic development based on their teduichl expertise gained as a
consequence of inward investments on their teyitball 1983, Wells 1983).

The international expansion of South-East Asian mames started in the
eighties and by this time there are companies dbohteved global market position. The
internationalizaton of these companies was fat#itby the resource-leverdgearried out
as contract manufacturers of developed multinatiooampanies (Mathews 2002).
International activities of companies from the femCOMECON markets were dominated
by the imposed counter trade between the membimsstaome firms performed activities
in real market terms as well, both in developed @angeriphery markets (Hamilton 1986,

! The incremental internationalisation will be dissed in subchapter 1.2.1.
2 For a detailed discussion of the concept of ressieverage see subchapter 1.1.4.
% Council for Mutual Economic Assistance among séstiaountries
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Svetlici¢ 1986, McMillan 1987, Inotai 1988) These companies went abroad to “escape
from the home country system” (Svéili and Rojec 2003). After the system change and
during the economic and social transformation camgsa from former state-socialist
countries of Central and Eastern Europe (CEE) Wit and/or have been forced to follow
different paths of development (Balaton 1994, Pand Heath 1996, Whitley and Czaban
1998, Peng 2000, 2003, Balaton 2005a, 2005b). N@ral companies from the region have
been acquired by foreign direct investors mostliginated in developed economies.
However there aréocally managed and controlled companibsit not only “endure” the
global economic processes but attempt to beconadyli@ctors of the regional economy.
These firms were able to consolidate their positioithe domestic market and to invest
abroad. Moreover, some firms succeeded to carryamobitious strategies to become
regional players. In general, these companiesestdrteir internationalizaton process with
scarce resources and inadequate knowledge to e atn international company. Larger,
traditional companies with former international espnce have had to face difficulties as
well. After the dissolution of the COMECON mark#te former trading agreements broke
down and companies had to rebuild their internationarkets from scratch. | believe that
these specific conditions make the locally managedl controlled firms from Central and
Eastern Europe (CEE) an interesting research subjec

Internationalizaton as a research question has dtetbe core of the international
business literature. Following the development ahdnge processes in economy and
society research on firm internationalization haket different directions. Most of this
research has been focused onchatent of internationalizationeferring to “specific and
identified points in time” (Jones and Coviello 2005286). These approaches targeted to
describe and explain the ownership-specific adym@#acompanies rely on when enter
foreign markets, the entry mode choice, the locatgelection (e.g. Hymer 1960,
Kindleberger 1969, Dunning 1980, Anderson and Gatig 1986) as well as the
transformation of the organization as a consequehaaternationalization, particularly its
structure (e.g. Stopford and Wells 1972, Bartled &hoshal 1988, 1989). Another stream
of research has focused on thechanism of internationalizatptrying to answer questions
like how companies acquire and develop knowledgmutaboreign markets and increase
their international involvement over a period ahd, in the literature generally referred as

process models (e.g. Johanson and Vahilne 1977,hvéeld Luostarinen 1988, Johanson

* For example Taurus, Videoton, Medimpex and Tungsseere such companies in Hungary.
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and Mattsson 1988). This research implicitly coessdtime, but seldom treats it as a
theoretical and conceptual issue (Andersson andsbtat 2004, Jones and Coviello 2005).
In recent studies researchers have argued thabrther, timing, duration, speed and
repetedness/uniqueness as temporal character{gintersson and Mattsson 2004), the
time-based patterns of internationalizaton (Jomes @oviello 2005) should be explicitly
considered. Research about the internationalizatohforeign direct investment activity of
companies from the formerly state-socialist coestirom CEE emerged in the end of the
90’s and after the millennium, simultaneously whk appearance of these companies in the
international arena (e.g. Svéili and Rojec 2003). Most of these studies focus emthin
characteristics of the internationalising firmse tbontent of the internationalizaton like
motivation (motives of de-internationalizaton adlyyéocation, owner-specific advantages,
and the influencing factors of the internationalraprocess.

The process of internationalizaton as a sequencevefts over time, the
temporal profile of internationalizaton was not getalysed. My dissertation aims to close
this gap in the literature by investigating the ismtce of events in the internationalizaton
process in an explorative manner. According to ¥arven and Poole a process explanation
may include “an account of how one event leadsitbiafluences subsequent events” (Van
de Ven and Poole 2005 pg. 1384). Following Van @a ¥nd Poole | propose to examine
the sequence and interdependence of events umdgfiyn internationalizaton over time,
identifying the “critical events” and “turning pdsi of the process (Van de Ven and Poole
2005).

From theoretical point of view the aim of my didaéon is to a give
comprehensive review of the internationalizatoer#iture that is not available in Hungarian
language and to analyse the sequence and intedkspen of events underlying firm
internationalizaton, as well as to describe how amypirical results can contribute to the
process approach of internationalizaton. Considehe explorative nature of this study my
aim is to suggest propositions for further emplrteating rather then testing hypothesises.

From practical point of view my aim is to preseeinbhmarks to firm leaders
that intend to expand in international markets &l as to policy makers and institutions
connected with the internationalising firms who arerested in real cases too not only in
general findings.

My dissertation is built on the following aims:

» Describing the dynamics of firm internationalizatialong time;

» Understanding the process of internationalization;

12
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* ldentifying the specifics of internationalizatior imdigenous companies

from Central and Eastern Europe.

| have started my research work with the reviewasting literature on internationalization
and foreign direct investment activity of multiratal companies in order to get a broad
picture about the content of this process and terstand the mechanism underlying the
existing models of internationalization. At the satime | have conducted empirical studies
at three Hungarian managed and controlled multnaticompanies In the following | am

going to present and discuss the literature aboutifternationalizaton.

® The product of these efforst include Incze 2088zé 2004a, Incze 2004b, Incze 2005, Incze 2006.
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2. Literature review of firm internationalizaton

2.1. Introduction

Firm internationalizaton constitutes the core regedopic of the area of international
business and it has been in the attention of relsees since nearly half a century. The area
is rooted in international economic#ntil the sixties’ research on the topic of imational
trade and foreign direct investment had concerdratenost exclusively on capital flows
between countries and comparative advantage ofteesinThis exclusiveness was ceased
by pioneering writings of Stephen Hymer (1960), s Kindleberger (1969), Edith
Penrose (1959) and Raymond Vernon (1966) that drewvattention toward the firm
crossing borders.

International business builds on a wide rage ofigimes which is reflected in
the diversity that characterizes both the thecmkiad empirical literature. One can identify
three main areas of international busifess

1. Macroeconomic-oriented cross border capital ffows
2. Existence of multinational companies and the irggomalizaton process of
firms
3. Management and organisation of multinational compahe organisational
dimensions of internationalizaton (which is alsofikdl as international
management)
My dissertation belongs to the second area. Theafanultinational companies and firm
internationalizaton models provide the theoretlmatkground. The theoretical literature of
foreign direct investment and international managetmis much more developed than the
literature about internationalizaton process. Tais be explained with the fact that process
studies examine the sequence of events over tiesuming a methodology with eclectic

design that is more difficult to carry dit

® Traditional international economics cover topiige linternational trade, trade policy, currencyculation,
foreign capital flows, balance of payment (Szei@35, p. 4 ).

" These areas are interrelated and many times pvenia another.

8 E.g. Kojima (1978), Dunning and Narula (1996).

° See for example the pioneering studies of Chan@dle62), Stopford and Wells (1972), Davidson and
Haspeslagh (1982), Martinez and Jarillo (1989),tlBarand Ghoshal (1988, 1989), Hamel and Prahalad
(1989), Prahalad and Hamel (1990), Doz and Prat{a@®8l7, 1991) covering topics like environment-stgy-
structure paradigm, global integration - local msgveness dilemma, management of headquarterasatysi
relationship.

19 A recent study of Van de Ven and Poole (2005) iless a detailed summary about process research
methodology.

14



Emma Incze Ph. D. Dissertation

In the course of literature review | was guidedtbg following question: how
the different theories and models explain firm ing&tionalizaton and what kind of aspects
are considered? Articles to be analysed were chésen several leading international
business journals like Journal of International iBess Studies, International Business
Review, Management International Review, IntermaloMarketing Review, Journal of
International Marketing. | searched also for keyagoand phrases in on-line databases like
EBSCO, ScienceDirect, ABI Inform and Google Schodfarthermore the reference list of
the articles found with the above methods was aedland further articles and books were
selected from them. Conference papers presenteédeoAnnual Conferences of Academy
of International Business and European Internati@usiness Academy were analysed as
well.

Literature about firm internationalizaton has deypeld over time parallel with
processes like market liberalization, technologdalelopment and globalisation. During
the literature review instead of following this chological evolution, | am going to analyse
the different approaches according to their maicu$d. Based on this principle | have
identified two main groups of approaches: one tkaplains the existence of the
multinational company and the other that descrilfies internationalizaton from
behavioural point of view. Considering that theusaf this study is on the process of
internationalizaton more stress is given to theosdcapproach. In addition to the review
and discussion of existing approaches developeédbas the analysis of firms from high
income countries, | am going to present and andlyseesearch on the internationalizaton
process and foreign direct investment activityioh$ from transformational countrigsn
order to underline the likely specifics derivingin the context. Important macroeconomic
approaches of foreign direct investment and muitnal companies like Investment
Development Path Theory (Dunning 1982, Dunning ldacula 1996), the Japanese Flying-
geese model (Kojima 1978, 2000, Ozawa 1979, 2@dd)nancial models of foreign direct
investment (Aliber 1970, Casson 1982, Rugman, 1@r@)not discussed due to the firm

level focus of this study.

1 Useful reviews of the literature on firm intermatalisation and multinational companies have been
conducted by Welch and Luostarinen 1988, Johanadnvahlne 1990, 1992, Melin 1992, Andersen 1993,
Coviello and McAulley 1999).

12 Research about the international activity of conips originated in formerly state-socialist couggrfrom
CEE and CIS is analysed in more detail due toithiédd scope of the present research.
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2.2. Why multinational companies exist? — models of foign direct investment

Before we get into the presentation of the thecgigdaining the existence of multinational
companies, we should start with the concept of rthétinational company and foreign
direct investment.

The concept of the multinational companyis almost half a century old.
Coining the concept in 1960 is said to be the nadrDavid Lilienthal, the former director
of Tennessee Valley Authority (U.S.) and of the Ato Energy Commission in the
U.S..(Fieldhouse 1986), while Hymer, the pioneértiee theoretical explanation of
multinational companies in the same year useddime international operations of national
companies. According to one of the most widespefthitions, a multinational company
is a firm that owns and controls goods and servioesore than one country (Dunning
1993). Buckley and Casson give a similar definiti@®85); according to them a
multinational company is the possessor of the vafugoods and services in more than one
country. Besides the concept of multinational comypathe idea of thdransnational
company introduced by Bartlett and Ghoshal (1989) came iexestence and became
popular in the end of the 80’s. This new concepérgyad because of the globalisation of
markets, process during which the multinational panies®, operating in globalised
industries, had to face the dilemma of global efficy and local responsiveness. According
to the authors the transnational companies chaisete simultaneously by global
integration and local responsiveness are more i@fticthan multinational companies
characterised only by local responsivenesgylobal companies* aspiring just for global
integration. In contrast to multinational, globatdatransnational companies, thern
global companied® emerged in the 90's do not have to face the saramagement
dilemma, because they consider from the beginrtiegwhole world as their market, and
they often achieve local responsiveness by lodavar& linkage. These types of companies
are presented more detailed in subsection 2.3.8.lifdrature distinguishes tlsnall and
medium sized multinational (SME MNC) or mini-multinational (e.g. Coviello and

McAuley 1999) as well. Different concepts are usedlefine MNCs with specific home

13 We can read more about the competition in globdlisdustries in Porter (1986).

4 The category of companies operating in more thaa @untry is expanded by the concepheferachy,
introduced in the literature by Hedlund (1986).

!> The concept of born global company was introdumgdRennie, a McKinsey collaborator, in 1993 (Rennie
1993).

16
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countries. The terremerging'® MNC in general is used to describe MNCs with home base
in emerging markets like China, India, Latin Amariand Turkey. The terratecomer
MNC have been used for MNCs from late-developing coemthat overcame their original
lack of resources through strategies of linkagesleverage (see Mathews 2002).

Besides the above definitions multinationality feen associated with different
indicators, such as the number of foreign subsaBarthe volume of foreign capital and
sales, the number of employees working abroad (UAZZ003).

Despite the efforts and achievements regardingcthgfication of different
concepts (ex. Bartlett and Ghoshal 1989, in HuagarAntal Mokos et. al. 1999), the
different terms are used inconsequently, both enitibernational and Hungarian literature.
In this dissertation the concept of multinational ompany is used as an umbrella
concept for companies operating in more than one catry.

Neither the conceptual delimitation, nor the measwant of foreign direct
investment is free of controversies. (e.g. Szerit885, Bellak 1998, Blaho 2002).
According to the OECD benchmark definitiboreign direct investment (FDI) is a cross
border investment made by an investor aiming tabdéish a long lasting interest in an
enterprise and exerting a degree of influence an ehterprise’s operations and where the
foreign investor holds an interest of at least £0 gent in equity capital (OECD 1996).
However it is to be considered, that the percentdiglee share and the degree of control are

not necessarily in correlation (Bellak 1998).

The models explaining the existence of multinaticc@mpanies have evolved
from the economic theories, therefore in the litena they are referred to as economic
models as well. The authors of these models wegried by Coase’s (1937), Williamson’s
(1975) and Penrose’s (1969) works. These modeissfon firm’s foreign direct investment
activity and they study why multinational compangesst. The focus on direct investment
can be explained by the fact that when and whezgetimodels emerged, the vertically and
horizontally integrated, relatively big companiegre representative. The theories were
developed for experienced companies, and in theecen their attention was the question
of why companies mobilize thegxisting resources and capabilities over their omaii

borders. Furthermore, economic models consider eomp as rational, goal driven entities.

% The term “emerging” has been used in the litemtardescribe a rapid pace of economic developraent,
government policies favouring economic liberaliaatand the adoption of free-market system (Arnold a
Quelch, 1998 quoted by Hoskisson et. al 2000).

17
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Over the past forty years, economic models sergeatieoretical background for
numerous studies and were tested empirically in ymdifferent context. They have
dominated research about firm internationalizatmeroa long period of time (for ex.
Anderson and Gatingnon 1986; Caves 1982; Henn&2;1Rugman 1981; Dunning 1988).
They were often used to explain the foreign marketry modes (e.g. Andersen and
Gatignon, 1986) and the location selection of fymeoperations. These explanations put
rational economic decision making forward, and lzased on criteria’s like costs, risk, and

control. They focus on the content rather thanhenprocess of decision-making.

18



Emma Incze Ph. D. Dissertation

2.2.1. The market power approach and the product cyclethgsis

The pioneer of the models explaining the existeatamultinational companies is the
market power approach of Hymer (Hymer 1960). Hymer pointed out that wpthat
moment theories explaining international capitalfl and international trade theories do
not adequately answered the question why compapesate outside national borders
(Cantwell 2000). Hymer’s theory directed attentfomm the national economy to the firm
(Hennart 2001). According to Hymer, the competitibrtween companies being in
monopolistic situation in different national markegenerates financial externalities
(descending prices) consequently companies merdriymup each in order to internalise
these externalities. Similarly, the elimination pétential competitors, in other words
maintaining monopolistic advantages, explains whyompany being in monopolistic
situation on a national market chooses greenfraldstment as a foreign market entry mode
form. According to Hymer, the basis of the monogiadi advantage may consist of a high
technology or low costs. In other words, the conyp&ias to possess some kind of
ownership-specific advantage in order to compens#e liability of foreignness
(Kindleberger 1969). Therefore the necessary cmmditof investing abroad is the
possession of a special value that ensures maoketrfor the company in case. This is the
so-called Hymer condition. According to Hymer, kiegp the ownership-specific
advantages inside the company results in marketeraration, where the market power is
centred in the hands of multinational companiesatTit why the literature calls Hymer’s
theory market power approach. The market powercaabr is often associated with the
industrial organisation literature, in which it aswidely accepted standpoint that a more
concentrated market structure is allied to a greatdlusion and a higher profit rate
(Cantwell 2000).

Although there is no doubt that in some cases mergad acquisitions or
greenfield investments are performed to limit cotitjpe, Hymer's explanation of the
existence of multinational companies based on moligijc advantages is fairly biased. On
one hand it fails to explain the presence of mattonal companies in higly competitive
industries like textiles and fast food (Hennart 2000On the other hand monopolistic
advantage can be achieved not only by internatimatbut also through other ways, like
establishing cartels or through tacit collusionsijHart 2001).

In the global economy of these days Hymer's bassumption that the

“foreignness” has significant costs — is not neagstrue. Mature multinational companies
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gradually developed the capability to adapt toltlwal markets, which also became a source
of their competitive advantatfe There is no doubt that owning specific advantagés
important for a foreign investor, but these advgesado not always explain the existence of
multinational companies. The foreign investment loarexplained not only by the existence
of specific advantages, but also by the need taisedhem (see for ex. Almeida 1996,
Dunning and Narula 1996, Shan and Song 1997). Enenpoint of view of emerging firms
affected by the economic disequilibrium this carabather significant issue.

The other milestone of the MNC theories is fireduct cycle hypothesis of
Vernon (Vernon 1966). Although the author’s focason companies, he actually explains
the causes of the international trade flows betwienUnites States and Europe. When
evaluating the model one cannot neglect the faait fernon’s model came into existence
during the economic boom after the Second World ,Wdren industrialising countries
opened their borders to foreign (mainly US) companirhe basic assumption of the model
is that a new product is firstly introduced to astablished market (like US) and as the
product matures on that market it is moved to a nevket. Accordingly, in the market
penetration phase, the company focuses on the diomesrket. In this phase the
motivation of product export is the achievemeneéadnomies of scale. In the growing phase
of the product life cycle, export activity beconmasre intensive. Moreover, the company
may establish production units in countries whiaeedemand for the product is still high. In
the maturity phase, when mature markets are saturamd the product as well as the
technology is standardised, companies relocater friduction to low cost markets.
Finally, in the phase of decline, companies focusumdeveloped markets where the
production technology is still unknown. In fact Ylen’s model builds on the competitive
advantage deriving from the technological developn{8zanyi 1997a). This development
is also sustained by the outsourcing activity fused in the 60’s and 70’s by established
companies from developed economies. These compeelesated the production of their
matured/established products to lower-cost Asiamtrtees (Mathews 2002).

It is obvious that Vernon’s theory supports incretaé development. However
the subject of his analysis is the firm, the depeient is attributed to the company, but to
the differences between countries. Developmenttaclaed to attributes like the evolution
of technological know-how, market demand and pradaoccosts in different countries. In

this sense Vernon’s model can be classified asaaeaonomic development model.

' The distinct type of multinational companies, thensnational company is that which achieves global
efficiency and local responsiveness simultaneo{Bdytlett and Ghoshal 1988).
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Despite its limits, the model is relevant even fgdhwe take into consideration
the differences that exists worldwide as regardhrtelogical development and production
costs. Since the development of the model, teclgab and economic processes have
greatly accelerated their development is less ptalle as it was in the time when the
model was built. This is why the model cannot hantlle impact of the technological
changes and the deregulations of markets. Progut#éscare continuously shortening, that
means Vernon’s model cannot be applied to prodwitts short product cycle (McKiernan
1992). Another deficiency of the model is that aitgh it analyses investment activities of
companies, it only takes external factors into aeration, and does not pay attention to
internal company issues, like motives of decisiaakears. In one of his latter publications,
Vernon himself admits that changed circumstancksasthe refinement of the model. He
also admitted that the model cannot be appliedotopanies developing a new product
when the firm already has international subsidg&afdernon 1979). Despite its limits, the
main merit of the product cycle hypothesis is tleelopmental approach of production

relocation.
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2.2.2. The transaction cost/internalization approach

Considering that the transaction cost approach rjaien1982, 1991, 2000, 2001) of
multinational companies and the internalizatiorotlggBuckley and Casson, 1976; Rugman
1980, 1981; Buckley 1988) are similar, in the faling these two approaches will be
treated as a whole.

The transaction cost/internalization approach heenkconsidered the dominant
theory of multinational companies. Moreover Rugn(®880) stated that it is the general
theory of multinational companies. The approachlarp the existence of multinational
companies with the fact that the internal orgamsatf economic activities (internal
markets) is more efficient than external markehgeetions (trade between distinct units).
According to the Hymer-approach multinational comipa emerge when companies
internalise the financial externalities of the nerkConsequently Hymer explains the
existence of multinational companies with strudturaarket imperfections. Besides
structural imperfections, markets are also charset@ by natural market imperfectidfs
(Dunning and Rugman 1985), which is a result oflibbaviour of transactional partners.
Transaction cost theory presumes bounded ratignalitd opportunistic behaviour of
transactional partners (Williamson 1975, 1985).nSextional partners do not always have
complete information about market prices and owtpEurther on they follow their own
interests in establishing trade relations, and ey take into consideration the possibility
of mislead and information withhold (Kieser 1998Yhen transaction costs — the natural
market imperfections— are high, the most effecsadution is the internalization of the
transaction, thus lowering possible costs. Tramgjaall these to international market
transactions, multinational companies emerge whey are more efficient than markets
and contracts. In Hennart’'s (2000, 2001) integdren structural market imperfections (e.g.
lower costs resulting from competition) lead toss<torder mergers, international cartels
and collusion, in other words to a zero-sum gamiajemransactional costs induced by
cognitive imperfections lead to contracts, spotket and multinational companies. This
latter case results is a positive sum game, in lwbith the producers and the customers
gain. The hierarchical administration of the inegdndencies between international
markets (Hennart 2001) is possible under two camtt (1) companies choose the less

expensive business locations regardless of typghedf activity and (2) they grow through

18 or cognitive (according to the author of this digation).
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internalising markets until the costs of furthelenmalization exceed the advantages that can
be reached through internalization (Buckley 19380ne can see that besides the
internalization of transactions, the costs of lmratre also important.

The transaction cost literature of MNCs has idesdifthe characteristics of
interdependencies that make their organisationinvitharkets more costly than within
MNCs. Interdependencies involving some types ofwkhow, some types of raw materials
and components, some types of marketing and disioib services and in some cases
financial capital, fit this category (Hennart 200k)has been proved that internalization is
characteristic primarily to vertically integrateddustries and to products in the case of
which quality management is extremely important Sgom 1984, Teece 1981, Hennart
2001). A classical example of this the backwardgmtion is the case of US banana
distributors who have integrated into banana ptera. The quality of bananas is affected
by rough handling at the cutting and shipping stdigye this only show up when bananas
reach the customer. Hence it is difficult to asmertwho is to blame for poor quality.
Knowledge- and communication-based industries @ eharacterised by internalization.
Managing interdependencies based on know-how ielgwate issue, because they are
mainly based on tacit knowledge that are diffidalttransfer even inside the hierarchy.
During managing the interdependencies, it is vargadrtant who has been the initiator of
the transaction. However, putting forward the idé&gendencies existing on the market |
agree with Hennart (2001), who argues that the einof who takes the initiative to
combine the assets is irrelevant to the major gquestf why multinational companies
exists. According to the author, multinational c@migs exist because the combination of
the assets is more efficiently done within an MNhant through spot markets or contracts.
According to the approach, the smaller the diffeeebetween the home country and the
international market, the lower the cost of intéiraion (Buckley and Casson 1976,
Buckley 1988, Caves 1982, Rugman 1981).

The transaction cost/internalization approach hesnbused to explain the
foreign market entry modes (Anderson and Gatindgk®86, Gatingnon and Anderson 1988,
Hennart 1982) and the emergence of internatiomategfic alliances as well (Kogut 1988,
Hennart 1988, Osborn and Baughn 1991).

19 Recent research (e.g. McDougall et. al. 1994) guothat in the case of certain entrepreneurial,ljnew
internationalized companies the cost of busineasgmhent was not decisive during international esjoem
and the statement that the internalization ofrivdBonal markets’ lasts until the cost of intersation
exceeds the accessible advantages also provedamhg. Nowadays internationalisation is not oalgatter
of choice, but it might be the only chance for $uml: Furthermore, the above mentioned authors datinat
entrepreneurial firms, often form strategic alliascregardless the risk of loosing their know-how.
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Transaction cost/internalization approach consildce be the basic theory of
multinational companies has suffered great criticess well. The main critics of the theory
are the authors themselves who refined their set&sras world economy developed (e.qg.
Buckley 1983, 1988, 1990, 1991). The main weakinédhe approach is its static nature.
Buckley himself admits that transaction and logatosts might change over time that can
result in changes in the foreign market entry mo@eskley 1991). Simultaneously with
the changes in economic interactions between diftercountries (globalisation) and
flexibility requirements, companies are more likédy choose contractual agreements as
foreign market entry mode than equity-based forettyrect investment. In vertically
integrated industries are more likely that compsuoietsource their human-capital intensive
production capacities and exert control only ovescpsses characterised by high value
added (like distribution, marketing, brand manageinéuckley and Casson 1998). This
indicates that ownership and control have lostintportance. These days, multinational
companies can be considered as coordinators oflgleiworks of business relationships
that include both hierarchical and contractual tieta’®. The changed role of MNCs
requires new abilities and management perspedtiges multinational companies.

In reply to Kindleberger's (1988) criticism, Buckl€1991) acknowledged that
the perceptions of firms’ decision-makers (whicldetermined for example by social and
cultural embeddedness and entrepreneurial behagfocwmpanies) also play a role in the
establishment of MNCs. As regards firm internatimaon, the emphasis on
entrepreneurial orientation have increased, thatchsts the emergence of a new theoretical
approach, namely international entrepreneurshipf th to be discussed in detail in
subsection 1.2.5.

Criticism has been formulated also by resourcedasav theorists (Wernerfelt,
1984; Barney, 1991; Grant, 1991; Prahalad and Hd®@0), who have been argued that
the main deficiency of the theory is that it igror@ms’ comparative advantages (e.qg.
Kogut and Zander 1993). According to their viewgemational expansion is not possible
without comparative advantages, and the most impbruestion is how companies can
extend these comparative advantages beyond th@nabborders. Their focus is oriented

towards firm capabilities, rather then market infipetions.

2 The changed role of an MNC was forecasted by &arind Ghoshal’s notion of transnational capapbilit
(Bartlett and Ghoshal 1988, 1989), that refers d¢@# which adopts the ,think locally and act glopaitiew.
According to this opinion, the multinational compas the global network of foreign subsidiaries.
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2.2.3. The eclectic paradigm

As a consequence of increasing complexity in thedi international activities Dunning
integrated the different elements of basic appresaixplaining international production
into one paradigm, namely theelectic paradigm (Dunning 1980, 19813 The eclectic
paradigm explains international production by owh@-specific advantages,
internalization advantages and location-specifigcaatages of the international company
over domestically oriented companies. The other enaithe eclectic theory, the OLI
paradigm, comes from the initials of the differadvvantages.

(1) The condition of ownership-specific advant&gés similar to the previously
discussed Hymer-condition, adding that Dunning'saatiages can be attributed not only to
structural market imperfections, but to transacilomperfections as well. For example
advantages attributed to the ownership of advameelihologies exist because of market
imperfections. The fact that multinational companteve lower transaction costs than
companies doing transactions on the market defrees transactional imperfections, which
Dunning named transactional advantages and comesideéhem ownership-specific
advantages.

(2) Internalization advantages arise from the thet multinational companies
have the opportunity to extend their ownership-gjgeadvantages inside the company in
contrast with companies who organize their trangast on the market. Market
imperfections are the reason for the transferraigi novel technology towards their foreign
subsidiaries instead of selling the right of usithgs technology to a local company.
Dunning argues that internalization advantage is toobe confused with the so-called
transactional advantage. Internalization advantayeéain why the hierarchy is preferred
during the transfer of ownership-specific advansadge contrast, transactional advantages
that is an ownership-specific phenomenon, refergsh® competitive advantage of the
multinational company over national companies (Dogn 1988). Despite the
differentiation, there are no significant differesc between ownership-specific and
internalization advantages. In his latter publmag, Dunning himself acknowledged that
the two specific advantages are overlapping (Dunt®o1, 2001).

(3) In the explanation of the international growfihcompanies, location-specific

advantages cannot be left out. Raw materials amdpoaents present only on specific

% The eclectic paradigm was treated in HungariaBisntes (1995) and Szanyi (1997).
22 \We can also call them monopolistic or competiideantages (Dunning 1988).
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foreign markets represent significant location-#ppecadvantages for multinational

companies that urge vertical integration acrossddéxs: Furthermore, cheap labour
accessible on foreign markets results also in atioe of production. Location-specific

advantages also explain the choice between diffénesiness locations (Buckley 2003).

To sum up, firms expand on international marketsedaon rational economic
decisions, and taking into consideration the owmprspecific internalization-specific and
location-specific advantages.

Dunning have argued that the composition and tligment of the three
specific-advantages depends on the industry, cpuatd firm (Dunning 2000). For
example, the transaction costs in the semiconduictdustry presumably differ from
transaction costs in the wood processing indudtng ownership-specific advantages of a
Korean company probably differ from those of a GChaa company. And finally, Toyota
and Honda will consider Thailand’s and Taiwan’'s eamative location advantages
differently.

Dunning himself stated that the eclectic paradigmnot a general theory:
“because of its universality, the eclectic paradigas limited explanatory power for the
special cases of international production, and arpl the behaviour of individual firms
even less” (Dunning 1988). The aim of the eclepticadigm was is fact the integration of
the relevant aspects of different theoretical apphes (Cantwell 2000).

The eclectic paradigm was also much criticised, @ana result of this criticism
its author continuously improved his paradigm (Dognl1988, 1991, 1993, 2000, 2001).
According to Buckley, the eclectic paradigm stilhsha few unresolved deficiencies
(Buckley 2003). For example, the relationship bemvéhe three specific advantages and
their evolution over time is not clarified. In Buek’'s interpretation the existence of
separate ownership-specific advantages is douldhd logically redundant because
internalization explains why multinational companiexist in the absence of such
advantages.

Besides developing a general paradigm of internatigroduction Dunning
posed four general motives of international expamsiAnalysing large and successful
companies he defined the resource-seeking, magk&trg), efficiency seeking and strategic
asset seeking motives (Dunning 1993). The contktitese motives have been presented in

Hungarian as well (e.g. Szanyi 1997a) thereforg #re not discussed in the present work.
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2.2.4. The knowledge-based view of the multinational conypa

The resource-based view of the firms (e.g. Weritef®84; Grant 1991, Barney 1991;
Prahalad and Hamel 1990) became a largely accaptdach that explains firm behaviour
in the 90’s (Conner 1991). Further developmentha$ approach towards the dynamic
capability approaci (Teece, Pisano and Shuen, 1997) emphasized thartampe of it.
Conform to this approach firms compete based o thsources and capabilities, rather
than based on their market position. Furthermdreonsiders the relationships between
companies as an opportunity to cooperate rathar #maact that leads to opportunism
(Kogut 1988, Hamel 1991).

The pioneers of the knowledge-based view of thetinatlonal company are
Prahalad and Hamel who have written their semiaglep about the core competencies of
firms (Prahalad and Hamel 1990). According to tlfiedings the companies that succeeded
in the global competition and achieved global legki@ position focused their activity on
their core competencies like technological or mtnke knowledge. Referring to firm
capabilities Bartlett and Ghoshal termed “transmati capability” the ability of firms to
realize simultaneously the local responsivenessgiotohl efficiency (Bartlett and Ghoshal,
1989). According to them the transnational capgbitian be achieved in the course of
functioning geographically dispersed foreign adfiéis. Although the resource-based
approach suggests a resource and capability dtineking, it accepts that the strategy of a
firm can be influenced by competition and markepartunities as well. It proposes that
firm resources and market opportunities shoulddrenbnized.

Applying the resource-based view for the case tdrivationalising firms, one
can say that the multinational companies combied fihternal resources and capabilities
with the resources and capabilities available enkernational market. Consequently firms
expand abroad in order to exploit and develop teaisting resources and capabilities
(knowledge) on international markets (Tallman 19dgut and Zander 1993, Trevino and
Grosse 2002). According to Kogut and Zander (1988)s “specialise in the creation and
internal transfer of knowledge” (p. 625) and theglain the international expansion of
firms with the transfer of existing knowledge (e€chnological knowledge) across borders.
Multinational companies are able to understand @dy out this transfer of knowledge

more effectively than other firms (Kogut és Zan@®83). In this approach the focus is on

% The dinamic capabilities refer to capabilitiest thet aside the further development of existing fiesources
and capabilities.
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the effectiveness of information and knowledge #owather than on the opportunistic
behaviour of the actors, or transaction costs. Atiag to this view the foreign entry mode
choice is based not on transaction costs but on effiectiveness of combination,
communication and coordinatitn(Kogut and Zander 1993, Conner and Prahalad 1996).
The more difficult to transfer the knowledge the rendikely the internal transfer of
knowledge.

Considering that the knowledge-based view of théinational company is still
an unexplored area, according to my present knaeldtl was less criticizéd Some
studies suggest the further development of thiz Yeeg. Mathews 2002, Hashai and Almor
2004). The knowledge-based view concentrates oqulkstion how companies can sustain
and develop their international competitiveness hwiheir existing resources and
capabilities. However it is not concerned abduiw companies can create their
international competitivenesgMathews 2002). It has been proved that companies
internationalise not only to exploit their existingsources and knowledge. The motivation
to acquire resources and capabilities that areavatable or has lower quality on the local
market, like natural resources and low cost pradoctonditions (Dunning 1993) or
technological developments (e.g. Cantwell 1989, étta 1996, Shan and Song 1997,
Kuemmerle 1999) or even the need to get in toudh tie global market and to reach
global competitive position (Mathews 2002) can aiggger the foreign expansion. Through
international expansion firms can obtain new resesiiand capabilities as well and not just
exploiting the existing ones. This behaviour chimared the South-East Asian firms
working in the semi-conductor industry, when thesgured financially weak firms in
Silicon Walley in order to get the developed tedbgmal knowledge (Mathews 2002). The
same behaviour was confirmed by Marinova and Maribg analysing the investment
behaviour of two companies from the emerging markétChina and Turkey (Marinova
and Marinov 2004). The branding strategy of theecasmpanies was to build a portfolio of
brands recognized in different markets by acquigampanies with strong brand names but
weak capital. The above discussed cases are exawiplesource leveragaitiated by the

company that needs the resources, rather thamarcestransfer performed by the firm who

24 Kogut and Zander called ,combinative capabilitiiat a firm exploits its current knowledge for exgiam
in new markets (Kogut and Zander 1992).

% The resource-based view of the firm has beerciatil for example by Leonard-Barton (1992) and Rrie
and Butler (2001).

28



Emma Incze Ph. D. Dissertation

owns the resources (Mathews 2062pccording to the resource-based view the ressurce
and capabilities that are the sources of competitfdvantage are non-imitable, non-
substitutable, non-transferable. In contrast theoueces that companies wish to leverage
from external sources are imitable, substitutalsid &ansferable (Mathews 2002). One
example could be the resources that can be acaghiredgh licensing.

The resource based view “does not refer explitdlyhe situations where some
of the firms’ capabilities are superior comparedthiose of its competitors, while other
capabilities are inferior” (Almor and Hashai 20@4,. 3). The Hungarian software producer
company, Graphisoft is a good example of this, beeahe company have had advanced
technological knowledge but lacked marketing knalgke The global success of this
company was achieved based on its capability tadooments own resources and capabilities

with those that can be acquired from external sesirc

The general conclusion that can be drawn from thevea review of the
approaches about multinational companies is thasethapproaches tend to emphasise
economic decision-making criteria’s such as cogigeted advantages, risk and control. For
the sake of simplicity they focus on the rationaltives of firm behaviour (Buckley and
Casson 1993). In contrast with the behaviouralrdei@ models they assume that foreign
market entry decisions occur at specific pointdime and they are not concerned with
issues such as change and learning. They are wrbeg they assume that large companies
are more likely to take decisions based on rationid@kria’s. Besides the economic
motivations the behavioural and social motives alis® important. With regard to the
present research the most important conclusiondaatbe drawn from the analysis and
moreover from the critics of MNC models is thateign expansion can be attributed not
only to the wish to invest the existing resourcad aapabilities but also to the need to
acquire them. Firms can invest abroad not onlgustain and develop their competitive
position but also to create this position.

% The concept of resource leverage explaines ,hawhist competitors in the worls stay abreast of new
developments, by ensuring that through alliancesvamious forms of joint ventures, they identifydasecure
access to the resources needed to keep diverstfy@ngproduct portfolio” (Mathews 2002 pg. 115hélsame
idea can be found in Prahalad and Hamel (1990) tatheucase of a Korean firm that realized resource
leverage and competence building through OEM (pnalgecquipment manufacturer) contract with companie
owning advanced technology.
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2.3. How companies internationalise? —models of internainalizaton process

Before discussing the models of internationalizatprocess some definitions of
internationalizaton are presented.

The most widely used definition of internationat@awas formulated by Welch
and Luostarinen according to which internationatimais “the process of increasing
involvement in international operations” (Welch angostarinen 1988, pg. 36). Conform
them internationalizaton is an unlinear sequemtiatess referring both to the outward and
inward patterns of internationalizaton. The inwartérnationalizaton refers for example to
product or technology import, inward licensing mrfchising. Moreover according to them
firms may withdraw their foreign operation if untawable conditions emerge (Welch and
Luostarinen, 1993). Inspired by Mintzberg (1987)lik€1992) defines internationalizaton
as a strategy process during which a firm changepdrspective and position. The most
broadly definition was given by Beamish (1990) wdhefines internationalizaton as "the
process by which firms both increase their awareéshe direct and indirect influence of
international transactions on their future, angleglsth and conduct transactions with other
countries."

The literature discusses the manifestation of maeonalizaton based on
operation method, markets, sales objects, orgamisdatstructure, personnel and timing.

The operation method or market entry mode is prigbti® most researched
dimension of internationalizaton. The literaturenpared and measured the different entry
modes based on several characteristics: the def@mtrol (e.g. Anderson and Gatignon,
1986), the level of risk and resource commitment @4. al. 1990), the level of fixed and
variable costs and return on investment (Buckley @asson, 1985), level of organisational
and market commitment (Johanson and Vahlne, 197ctWand Luostarinen, 1988) and
the locus of control (Young et. al. 1989). The camvonal entry mode types are export,
licensing and foreign direct investment (Young &t. 1989). Alternative types are the
international joint ventures (e.g. Kogut 1988), tractual and cooperative forms
(Contractor 1990, Hamel 1991). The foreign direatestors respectively can choose
between foreign greenfield investment (buildingnirthe scratch) and foreign acquisition
(Hennart and Park 1993, Barkema and Vermeulen )1998

2" The literature discusses a hybrid mode of entrg, dase of brownfield investments as well, thagneto
such an acquisition in case of that a massiveuesiring is recquired so that the new operatioemdses a
greefiled investment (Estrin et. al. 1997).
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The market targeted or investment location, thenttguor region within which
the investment occurs is another evidence of iatenalizaton behaviour. The location
choice has been discussed and measured in terrpsyohic®, cultural or geographic
distance (e.g. Carlson 1974, Johanson and WiederdPaul 1975, Davidson 1980, Culem
1988, Mudambi 1995).

The foreign sales objects such as goods, resoorcesrvices compose another
dimension of internationalizaton. As firms inteinaalise they may diversify an existing
product line or move into a new one. Further onythey offer services or advanced
technology or immaterial goods like know-how.

Timing of market entry as evidence of internaticmetbn can be considered
from several perspectives. The most common is ttembpetitor oriented” perspective
(Andersson and Mattsson 2004) in which the firstraraand the follower’s advantages and
disadvantages are put forward (Lieberman and Monggg 1988, 1998). Another
perspective is the sequence-based (will be disdussesubchapters 1.2.1. and 1.2.2.),
according to which the firms follow a predeterminigaing of different actions.

In a process perspective, the above discussed diamsnof internationalizaton
should be analysed along time, longitudinally, igvi a time-based pattern of
internationalizaton over time, rather than a fipgert pattern at a specific point of time
(Jones and Coviello 2002). Having defined inteoralizaton and its dimensions in the
following the models of internationalizaton process discussed.

The models of internationalizaton process are gtednn the behavioural theory
of the firm (Cyert and March 1963) and the thedryhe growth of the firm (Penrose 1959)
and they seek to explaimw companies internationalise. In contrast with thedeis of
multinational companies these approaches are bmlvaviand process oriented. They focus
on the process of decision making related to imstsonalizaton. These models view
internationalizaton as an incremental learning @ssc

The behavioural approach of internationalizaton vpag forward first by
Aharoni (1966), who examined the management detipimcesses involved in firms’
international expansion. In fact he analysed whacty did these managers do, and what
factors were consistently important in their demsi to expand abroad. He found that
international expansion decisions were frequenthdenout of coincidence or chance. The

international expansion of the companies was aniegrprocess: in the beginning of the

% The term psychic distance will be discussed irféflewing subchapter 1.2.1.
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expansion firms “tested the market” by exporting &oreign direct investment often started
with assembly or packaging operations, or in prodines in which the size of the capital
investment was low (Aharoni 1966, pg. 150-151).

The behavioural approach was taken up and elalbratest thoroughly in the
Scandinavian countries, especially in Sweden. Thestnprominent was a group of
researchers based at Uppsala University who degélte well known Uppsala model that

is going to be analysed in the next chapter.
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2.3.1. The Uppsala Model

The Uppsala model (Johanson and Vahlne 1977, 1986, 2009) or the
Internationalization Process Model has proven toveey influential in international
business literature. The authors have examinednitremental character of the Swedish
firm’s internationalizaton and likened it to a pess of increasing resource commitment and
accumulation of experience or learning. The sceddlstate” and “change” aspects give the
basic structure of the model. Market commitment amatket knowledge constitutes the
state aspects while commitment decisions and duadivities form the change aspects of
the model. According to the model the market knolgke and the degree of resource
commitment that characterizes the firm at a sped¢ifne have influence on the decision
about further commitment and current activities.ciB®ns on further commitment and
current activities respectively have influence oarket knowledge and further market
commitment. This is the basic mechanism of inteonalizaton, presented in the following
figure.

Figure 1. Basic Mechanism of internationalizaton(based on Johanson and Vahine
1977, 1990)

Ntate aspects Change aspects

Market Commitment
knowledge decisions

Ohjective knowledge, that Diecisions to corurnit
cat be tanght, & resomces to foreign
experienfial that can only operations. They depend o
ke learned through experience & are related to
personal experience, current business activities.

Market

commitment

Current activities

Mlarketing & production
The amount of resources actrvities as the prime
coratnitted & the difficulty aonree of finn & market
of finding an altermatree BXpETIENCE.
nse for them & transfeming
thern there.

The basic assumption of the model is that inteonali market expansion is a function of
market knowledgeThe authors distinguish between the market-sige&ifiowledge and

general knowledge, although the model is based hen rarket-specific knowledge
(Forsgren 2002). Market-specific knowledge refersharacteristics of specific markets —

its business climate, cultural patterns — and @gdined mainly through experience on the
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market. The importance of this knowledge increas@siitaneously with the increase of the
complexity of products and markets. General knogéedoncerns common characteristics
of certain types of markets and customers, irrasme®f their geographical location,
therefore easy to transfer.

As regardsmarket commitmenthe authors distinguish between the degree of
commitment and the amount of resources committbd. former refers to the difficulty of
finding alternative use for the resources and feanag them to it. The degree of
commitment is higher the more the resources intgureare integrated with other parts. The
amount of resources committed refers to the sizbefnvestment including investments in
marketing, organisation, personnel and other areas.

Decisions to commit resourcese made in response to perceived problems
and/or opportunities on the market that is dependen the experiential knowledge.
According to the authors commitment decisions aeniy determined by the perceived
market uncertainty that can be reduced through rexmel knowledge. If market
conditions are very unstable, experience cannotekpected to lead to decreased
uncertainty, excepting the case when the experienoeerns how to manage uncertain
situations. In this model the uncertainty effeatstibke commitment decision are superior to
the economic effects.

Current business activitieconstitute the primary source of experiential
knowledge. The authors argue that knowledge gaitmedugh hiring personnel with
experience or through advice from persons with Bg&pee can be an alternative for the
experiential knowledge only in the case when laessraction is required between the firm
and its market environment.

Based on the above presented mechanism firms’naienalizaton shows the
following patterns:

1. Firms increase their foreign market commitment dtgpstep simultaneously
with the gradual acquisition of the experientialbWwhedge. The establishment
chain of operations of the firms in individual coues has a specific order.
Firms start with irregular export, than use indefeaTi representative (agent),
and it starts production just after having soldhea country via sales subsidiary.
Consequently firms’ internationalizaton is incrertan

2. Firms move progressively from closer markets to endistant markets as a
direct consequence of the risk-avoiding attitudensequently markets are

chosen based on the “psychic distance” (Johansdon\dadersheim-Paul 1975,
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Luostarinen 1979) between the home and the hositices, rather then based on
economic considerations. Psychic distance refefadmrs preventing the flow
of information from and to the market, such as ald#hces in language,
education, business practices, culture and indlisttevelopment. Psychic
distance is not equal with the geographical distdrmvever correlation between
them may exist.
Johanson and Vahine have argued that firms mayatetiom the suggested incremental
pattern 1) if they have large resources and theemurences of commitments are small 2) if
the market conditions are stable and homogenebus,relevant knowledge can be gained
in ways other than through experience and 3) wherfitms have considerable experience
from markets with similar conditions and it mayessible to generalise this experience to
the specific markets. If these conditions are pregas expected that firms will take larger
internationalizaton steps.

The model has been tested and verified in severaitdes®, however it was the
subject of many debates (Bjorkman and Forsgren 2086me of the criticism was
acknowledged by the authors themselves in theiclartvritten in 1990 (Johanson and
Vahlne 1990). The model has been criticised mabdgause of its deterministic nature
(Reid 1983, Turnbull 1987). It has the tendencygimwore or de-emphasizes strategy and
rational decision making as it views decisions las évolutionary development of an
existing state, rather then the result of an eikpdiconomic analysis and decision making.
Furthermore it stresses on the risk-avoiding atétof decision-makers. It has been argued
that risk minimization and consequently incremefdatign market expansion characterizes
firms that are in the first phase of their interoaélizaton. In the beginning of
internationalizaton market knowledge and the abditg of resources are very important
(Forsgren 1989). However as it will be showed sBubsequent chapter of the present work,
the case of born-global firms is contrary to thastern.

The model was also criticized that it does not tiake account the influences of
the external environment like competition on thelketior country-specific characteristics
on the internationalizaton process. This can béagxgd with the fact that competition was
not so intensive in the seventies when the modsl @eveloped. Simultaneously with the
globalisation of industries and markets the soedalborn global or international new

venture firms have appeared following a pattermapid and intensive internationalizaton.

2 E.g. Young et. al. 1989, Johanson and Vahilne 1990
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With the aim of explaining the intensification afrh internationalizaton Hadjikhani and

Johanson (2002) added a new dimension — expecatioto the Uppsala model. They
suggest that if a company expects favourable clzaimgide business environment, it might
take more risks in the course of internationalinatéor example firms might invest more
resources. Negative expectations in turn, will stawn the internationalizaton (Hadjikhani

and Johanson 2002).

Another criticism is that the model does not tak® iaccount interdependencies
between different country markets (Johanson andisglat 1986). This issue has been
treated in the network model of internationalizatdohanson and Mattsson 1986, 1988) that
will be discussed in a following chapter.

The model has been criticized also because it epph more narrow
interpretation of learning than that allowed by titerature, which limits the ability of the
model to explain certain forms of internationaliaatbehaviour. It stresses the importance
of experiential learning and ignores other formsledrning, such as learning through
business relationships (Eriksson et. al. 1997; Eiari999; Kraatz 1998; Kumar and Kofi
1998; Lane and Lubatkin 1998; Levitt and March 1)98Brough mimetic behaviour (Di
Maggio and Powell 1983; Lewitt and March 1988; Bjaan 1990, 1996; Haveman 1993;
Haunschild and Miner 1997; Huber 1991), through ittmrporation of units or persons
which already have the knowledge needed (Barkerdavanmeulen 1998; Huber 1991) or
through exploration of new alternatives or learnrygexperimentation (March 1991). Such
learning types allows for a less incremental iraéomalizaton. Further on it has been
argued that the model emphasizes that learningqked to current activities in specific
markets. That is, by continuing to do what it ieatly doing a firm learns more about the
actual business, and increases its competencentmge with and deepen its activities in
that particular market. Therefore, it will prefer stick to a certain market and learn more
about that market rather than to try new altereati(Forsgren 2002). International
expansion might be triggered not only by the curfarsiness activities, in other words by
the experience but also by the proactive searclewfalternatives.

The most common criticism formulated in the empiriworks that tested the
application of the model refers to the incremen@&lelopment of internationalizaton (e.g.
Benito and Gripsrud 1992; Pedersen and Petersef, 19®8; Bell 1995; Madsen and
Servias 1997). It has been argued that there awatisns when experiential learning
generates ,leap-frogging”, rather then incremedtaielopment, thus firms will not follow

the sequence predicted by the model (Pedersen etedsen 1996). Pedersen and Petersen
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(1996) pointed out that stressing on the marketwkedge the Uppsala model explains
foreign expansions motivated by market factors, iafalls to explain for example resource
seeking or strategic asset seeking investmentsaFesources seeker firm market-specific
knowledge is less important than the availabilityhe resources needed.

It has also been argued that the predictions ohthdel are heavily dependent
on an implicit assumption about stability in terofsthe personnel. If there are extensive
changes over time in the composition of firms’ stafa rather common phenomenon in
most firms — the links between the past and theréuwill be weak. For example the change
of decision makers might bring along the modificatiof company strategy (Forsgren
2002).

Further weakness of the model is that it consideiy production companies.
The pattern predicted by the Uppsala model canbeotpplied for the case of service
companies because services can not be exportedsyrbducts (Knight 1999).

In spite of the frequent criticism, the main meaftthe Uppsala model is the

dynamic approach of internationalizaton and itspsicity.
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2.3.2. The export-developmental models

The export-developmental models (Simmonds and Sa®#8, Bilkey and Tesar 1977,
Cavusgil 1980, 1982, Reid 1981, Czinkota 1982)\sthé export behaviour of firms. Other
types of international operations, such as foralgect investment are not considered.
Similar with the Uppsala model the export-developtaemodels have been inspired by the
behavioural theories of the firm (Cyert and Mar@63). These models argue that firms
internationalise as a direct consequence of théugitachange in the attitude of the decision-
makers as regards international markets. Intemmaliiaton is considered as an individual
adoption process following the stages of awarenessest, evaluation, trial and adoption
of an innovation (Rogers 1962) Simmonds and Smith (1968) were among the first to
study the export behaviour as a marketing innomafidhey have argued that exporting can
be attributed to an “innovator”, an individual pessing aggressive and competitive traits,
with greater tolerance of risk than his/her coyvder in the firm and motivated by
perceived rewards stemming directly from exportsga strategy of its growth. In contrast
with the Uppsala model the export-development n®dehsider not only the influence of
market knowledge on the internationalizaton behavimut take into account several other
factors, such as the role of the decision maketstude and motivations as regards
international markets. In the case of SME inteoratlizaton the decision-maker is the key-
variable (Miesenbdck, 1988). The perceptions atetrpmetations of the decision makers as
regards international operation influence the psecef internationalizaton, while the
process itself has influence on decision makerggqgions and attitude. Thus the company
leaders first are not interested at all to inteomatlise however the demand from foreign
markets might arouse the interest of decision-nsakerinternational markets and might
change their attitude towards foreign markets. Aract consequence companies start to
export their products first to markets with low phic distanc& and gradually they become
more active in searching after opportunities oanmtional markets. Changes in the attitude
of the decision-makers are marked in changes irxpert development phases range from
the completely uninterested firm to the experienlzede exporter (Czinkota 1982). It is
evident that the export developmental models beg do sequential, incremental
internationalizaton process similar with the Uppsabdel.

% That is why the literature call these models iratmn-related models as well.
%1 The term of psychic distance has been definedlintsapter 1.2.1.
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In export-developmental models several other factond agents influencing
firms export behaviour have also been demonstratiech as internal firm characteristics
like size, goals, background, past performance,epsimnp structure and external factors like
foreign market conditions, regional trading agreet®ehome country conditions, actions
performed by the competitors, industry charactessstc.

Several models of export-development exist. Thenntliferences are in the
number of stages and the description of each $smgeFigure 2).

Figure 2. Export-developmental modelgadapted from Andersen, 1993)
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Some models emphasize the role of “push” mechan@nexternal change agents, such as
psychic distance (Bilkey and Tesar 1977, Czink&&2), while others stress on the “pull”
mechanisms or internal change agents (Cavusgil ,1986id 1981). The export-
developmental models do not exclude the possikitityvithdraw from export operations,
for example some negative experiences or changssategy. It is also possible that firms
use some entry modes simultaneously (Reid 1981).

The export-developmental models have been heaviticiced as well (e.g.
Andersen 1993, Leonidou and Katsikeas 1996). Mbgtecriticism referred to their one-
sided character. The models apply to a specifie typthe firms, namely the small and
medium sized production companies. They deal ek@lyswith the exporter as foreign

market entry mode. By excluding the other formsntérnational expansion such as FDI or
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cooperative agreements the internationalizaton\betlamay look more step-wise and path
dependent than it actually is (Forsgren 2002).Heauron it has been argued that the models
are mainly composed of non-observable conceptsntiaies difficult to delimit the stages
(Andersen 1993). Furthermore as Andersen (1993pntgsed the establishment chains do
not themselves explain or predict the movement faore stage to the next. Finally the
models have been criticized because of the metbggdhey have applied. The models
were developed based on cross-sectional designveowtehas been argued that in order to
establish a chain model, a longitudinal design khba used (Andersen 1993).

As a general conclusion for the present reseatoban be concluded that the
export-developmental models identified differentegaries of exporting firms based on the
decision-makers’ attitude towards internationabmatind the different firm and external

environment factors, rather than providing an exglien of the internationalizaton process.
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2.3.3. Internationalization in a Markets as Networks Pecsipe

Interest in the network perspective has increagsezk ghe eighties with the intensification
of market globalization. Rooted in the resourceemelgncy theory (Pfeffer and Salancik
1978), the network approach suggests that firm \ebea should be analysed in a larger
context, including the different network relationsh of the firm. The network approach
has been applied by different disciplines and arsash as organisational theory (e.g.
Williamson 1985, Perrow 1997, Grabher and Stark6)l9thdustrial organisation (e.g.
Porter 1985) and corporate strategy (e.g. HakanasdrSnehota 1989, Gulati et. al. 2000,
Bartlett and Ghoshal 1989, 1990). Consequently ediskipline formulated its own
definition of networks.

A network is so broad and complex that it is almogpbossible to identify its
borders. (Anderson et. al. 1994). According to &agt1992) a network is a model or a
metaphor that refers to relatively large numbeintérconnected entities. If these entities
are organisations than one can speak about intrsafional relationships or
interorganisation networkgDobak et. al. 1999) that is formed by firms, a&sstions,
universities, financial institutions, non-governrten organisations, etc. Scholars of
transaction-costs theory define networks as a gfathe continuum between markets and
hierarchies (Williamson 1985; Thorelli 1986; HertnH®82, Powell 1990, Ring and Van de
Ven 1992). Different institutional structures halbeen identified between markets and
hierarchies (see Table nr. 1 on the next page).

Interorganisational networks with strategic impoda for its members were
called by Gulati et. al. (200®trategic networksStrategic networks can take the form of
strategic alliances, joint ventures, outsourcingeaments or long-term buyer-supplier
contracts (Gulati et. al. 2000). It has become uUesq that the literature refers to
multinational companies as interorganisational oeta of subsidiaries (e.g. Ghoshal and
Bartlett 1990, Araujo and Easton 1996) that are bwm of different intra- and
interorganisational networks (Birkinshaw 1997). Hlhis perspective multinational
companies are organisations that connect busieéstsonships across borders (Andersson
and Johanson 1997).
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Table 1. From hierarchy to market ( based on Powell990).

Ph.

D. Dissertation

Key features | Hierarchy Virtual Network Market
corporation
Normative Employment | Complementary | Complementary Contract
bhases relationship strengths strengths property
rights
Means of Roufines Electronic Relational Prices
communication
Conflict Supervision | Leadership of | Reciprocity and | Haggling and
resolution brand reputation resort to law
Flexibility Low High Medium High
Commitment High Medium Medium Nil
Tone Formal, High-tech, Open-ended, Precigion,
bureaucratic modern mufual benefit suspicion
Actor Dependent Independent Independent Independent
preference

The proponents of thedustrial networksor markets as networkserspective operate with
the concept obusiness networkorsgren and Johanson (1992) define busines®retvas
sum of the relationships between actors that cbbtrsiness operations. Relationships are
formed between individuals consequently the conaépghformal networksis also used
(Granovetter 1985). Formal networks, such as gji@talliances are based on formal
contracts. In a strategic alliance, independenidiwork together to achieve a common goal
(Child and Faulkner 1998, Tari 1998, Buzady 2000).

Relationships between the actors of a network @madd based oimteractions
and generally exist for a long period (Hakanssah @nehota 1989). The long-term results
of the interactions between the actors of a netvavdadaptationand mutual trustthat is
essential for the survival and development of thltionship (Hakansson 1982). The
performance and efficiency of a network member dédpend not only on the interactions
with its direct partners but also on the indireetationships with subsequent partners
(Hakasson and Snehota 1989).

A network can be characterized by different patterhinterdependencies. It has
been argued that there is no hierarchy in a netWwovkever thenetwork positiorof a firm is
extremely important. The network position marks plessibilities and limits of a company
(Mattsson 1985, Gulati et. al. 2000). Network positoffers power and having power one
can reach a good network position. Through netwadmpanies can obtain information
and resources and can get to markets or acquianads technologies (Dobak et. al. 1999).

Further on networks offer the possibility of leangi through networks firms can enhance
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their reputation, they can realise economies desagad scope and can share their costs and
risk with other companies. However networks caritliiee options of a firm, excluding the
possibility to connect to alternative networks (&ukt. al. 2000). In the period of planned
economy companies from the formerly state-socialgintries were members of imposed
networks. In the market economy most of these ndisvdisappeared or have been rebuilt
from scratch. However some of these networks sadvion informal (individual) level and
companies have made use of them when they haven@egabroad (Svetlicic and Rojec
2003). Many companies from the formerly state-dstiaountries working in the electronic
industry have/have been connected to internatineforks and they work as suppliers of
global companies. How these companies can avoidsthmrdinated position in these
networks is one of the main issues for them. Camesetly companies should manage their
networks (Ford et. al. 1998; Gulati et. al. 2000y @hey should be able to find the right
balance between complementarity and compefition

It is well acknowledged that business networks smesborders as well.
According to the network perspective firms’ intefoaalizaton should be analysed in a
network setting (Johanson and Mattsson 1988). Eterark model of internationalizaton
appeared as a result of the criticism to the inergad models (Turnbull 1987, Madsen and
Servias 1997). The approach is based on the sex@lange perspective (e.g. Cook and
Emerson 1978, Emerson 1972). According to the mbides exist in a network of formal
and informal business relationships. These relatips are formed with clients,
competitors, colleagues, governments and friendsiéllo and McAuley 1999).

While the models of incremental internationalizatdre Uppsala model and the
export-developmental models) put forward the m&aracteristics of the internationalising
firm, the network model of internationalizaton (dokon and Mattsson 1988, Johanson and
Mattsson 1992, Forsgren and Johanson 1992, Johansbdohanson 1999) focuses on the
context, the business environment of an organisatibccording to this model
internationalizaton is determined by the interatibetween different actors of the network.
In contrast with the Uppsala model, the network etatgues that the degree of a firm’s
internationalizaton is described by the degree hef internationalizaton of its business
network, rather then the degree of the resourcentoment. Thus a company can be an

important actor of a network without having comenttsignificant amount of resources or

%2 The concept of coopetition have been developetbsaribe this phenomenon.
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can be insignificant in spite of the value of thesources committed (Bjorkman and
Forsgren 2000).

The authors of the network model of internatioretbn define networks, as the
relationships a firm has with its customers, disttors, suppliers, competitors and
government (Johanson and Mattsson 1988). They drthat as firms internationalise, the
number and strength of the relationships betweéferdnt parts of the business network
increases. They analyse the position of a firmhenimternational market and not its internal
development. By internationalizaton they mean angatind maintaining relationships with
counterparts in other countries. They agree withe tincremental pattern of
internationalizaton and the importance of the pgydistance (Johanson and Wiedersheim-
Paul 1975, Luostarinen 1979), however they arga¢ ttie process is determined by the
interactions and development of the relationshigisvben network members. In their view
relationships are formed in different ways:

1. First companies form relationships with counterpantcountries that are new to
the firm. This is called by the authors, internatibextension.
2. Then firms increase their commitment in alreadyaldshed foreign networks
which is called penetration.
3. Third companies integrate their positions in nekgan various countries which
is called international integration.
The activities in the network allow the firm to forrelationships, which help it to gain
access to resources and markets. An assumptitie imetwork model is that a firm requires
resources controlled by other firms, which can b&imed through its network position
(Johanson and Mattsson 1988). Because the modsbtisd in marketing researthit has
been focused on the relationships between the &nd its customers, suppliers and
distributors, namely the vertical relationships €@ és Wilson 2003). Chetty and Wilson
argued that horizontal relationships are also ingmir especially in the case when
internationalizaton is highly influenced by indugtrfactors. In such cases relationships
with competitors became essential (Chetty and Wi@03).

According to the network model, the internationation process is influenced by
the degree of firm internationalizaton and the degyf market internationalizaton. Based on
these influences four categories of firms can bentified: the early starter, the lonely

international, the late starter and the internai@mong others.

3 The Industrial Marketing and Purchasing Group -P|Mreated in 1976 is one of the main developers
(Blankenburg-Holm and Johanson 1995).
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Figure 3. The network model of internationalizaton(based on Johanson and Mattsson
1988)

Degree of internationalization of the market

{the production net)

Low High
Degree of Low EARLY LATE
internationalisation of STARTER STARTER
the firm
LONELY INTERNATIONAL
High INTERNATIONAL| AMONG OTHERS

TheEarly Starteris the firm with few international relationshipsdawhose competitors and
suppliers are also in the same position. It hale lknowledge of foreign markets and has
little opportunity to acquire this knowledge frota relationships in the domestic market. To
acquire this knowledge the firm uses agents tordateign markets, and in this way it can
reduce cost and uncertainty. These firms might beo@raged to internationalise by
distributors or customers in the foreign marketdtBhand Blankenburg-Holm 2000).

The Lonely Internationalis the firm which is highly internationalised, biata
market environment with domestic focus. This conydras a wide knowledge and
experience about international markets that ine®ds general knowledge (Barkema and
Vermeulen 1998). Through its network it is ableetgpand on new markets. In fact this is
the category of firm which alone has the capabsitio promote internationalizaton of the
market (the production net). This type of firm has advantage over its domestic
competitors, as it has already established a pasiti the business network.

The Late Starter operates in a market environment that is already
internationalised. Consequently the firm has irdineelationships with foreign business
networks through its suppliers, customers and catopge These indirect relationships
drive the firm to internationalise. The firm mightart its internationalizaton by entering
more distant markets, because markets with clogehps distance might be difficult to
enter. The late starter is at a disadvantage bedtusompetitors have more knowledge and
because it is hard for new entrants to break intexasting network.
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Finally the International Among Otherss a highly internationalised firm that
operates in an environment, which is also hightgnmationalised. Since this type of firm
has acquired international knowledge it can expguidkly along its international network.
Being connected to various international netwotlesasily can obtain external resources. In
the case of international among others the cootidimaf international activities is very
important. Firms should be always aware of the gkarnn production costs and competitors
actions and should manage their network propetlys b good example for this kind of
companies the case of car producers, who managdedywdispersed network of suppliers
(Johanson and Mattsson 1988).

The model has been supported in many empiricalegy&ord 1998) however it
has been criticized as well. The weakness of thdeins that it pays less attention to
economic motives (Dunning 1995), efficiency anceefiiveness (Jones and Coviello 2002).
Further on, it has been argued that the model tg®enaith too many variables and its
results are not enough clear (Bjorkman and Forsg@€®). Another criticism was that the
model ignores the role of decision-makers and figharacteristics (Chetty and
Blankenburg-Holm 2000). Although the network modehtributed to a large extent to the
description and understanding of the internati@aédin process, it's predicting role is weak
(Bjorkman and Forsgren 2000). It is very diffictdt draw general conclusions regarding
firm internationalizaton because according to thedeh the firm internationalizaton is
dependent on the actions and resources of the atbiwvork members. This can be
explained by the fact that the network approach leesn developed to understand the
market behaviour in general, rather then to explapecific questions like firm
internationalizaton (Bjérkman and Forsgren 200€)fdct the network model deals with
networks and not with organisations (Perrow 19@€@nsequently the network model is
useful for the analysis of the external factorsuehcing internationalizaton, rather than the
process of internationalizaton.

From the above we can draw a conclusion that coaltmportant for the case of
latecomer firms from CEE that internationalizatoeams not only the exploitation of the
existing resources and capabilities but it canrrédethe capitalization on the potential

relationships across borders (Andersson and Johdrg€y).
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2.3.4. Holistic models

The models presented so far referred to one oflififierent aspects of internationalizaton,
such as operation modes, the process of decisitamgand business environment. The
holistic models apply a broader view of internationalizatomd have a tendency to
integrate different theoretical frameworks. It ddess several dimensions of
internationalizaton and analyse firm internatioration in its complexity. These models
have been developed based on the analysis of SMEs.

The holistic view was put forward by Luostarinemdafielch (Luostarinen 1970,
1979, Welch and Luostarinen 1988, Welch and Luostar1993, Luostarinen and Welch
1990¥°. They view internationalizaton as a “process otréasing involvement in
international operations” (Welch and Luostariner88,9p. 36). According to the authors
internationalizaton is an unlinear sequential pssceeferring both to the outward and
inward patterns of internationalizaton. The inwartrnationalizaton refers for example to
product or technology import, inward licensing orarfchising. They consider the
cooperative forms of internationalizaton as Wefsee Table nr. 2). Moreover according to
them firms may withdraw their foreign operatioruiffavourable conditions emerge (Welch
and Luostarinen, 1993). According to the authowgaiml forms of internationalizaton can
influence the outward internationalizaton mainlytire case of companies that are in their
first phase of internationalizaton. For exampléndis been argued that import activities,
resource leverage through contract manufacturingtechnology licensing are good
opportunities to acquire experience from the fareigartners. Further on inward
internationalizaton can increase the purchasinglagidtic knowledge of the firm that is
highly important in the course of international@atand can broaden the cross-border
network relationships as well.

Luostarinen analysed the motives of de-internatipaton as well. International
expansion might be followed by temporal, partiatt@tial withdrawal from a specific host
country (Luostarinen 1979). At the same time conggmean maintain some relationships
despite of the withdrawal, for the case if it happéhat the firm will go back to that market.
This is called by Hadjikhani (1997) “sleeping stigy”.

3 The notion was initially introduced in the IB liggure by Luostarinen (1979) (citation based or &elal.
2004).

% The model of Welch and Luostarinen (1988) has lksait by the literature as an incremental develgm
model (e.g. Bjérkman and Forsgren 2000, Anders§Q0p

% The authors refer to cooperative forms such asegjic alliances or networks.
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Table 2. Outward, inward and cooperative modes (ba&sl on Luostarinen and Welch,

1997)

Outward operation mﬂdesl Imvward operation modes

Cooperative modes

* Indirect/direct/own export
* Licensing, selling

* Enow-how agreement

* Franchising

« Subcontracting

« Contract manufacturing

e Project exporting

= Joint/mized venture

+ Subsidiary

* Indirect/direct/own import
e Licensing, selling

* Enow-how agreement

* Franchising

« Subcontracting

« Contract manufacturing

e Project exporting

= Jointfmized venture

+ Cooperation on manufacturing
+ Cooperation on purchasing

+ Cooperation on E&D

The model of Welch and Luostarinen (1988) consideEsr main dimensions of

internationalizaton. Besides the foreign entry aoperation mode(how) and the

geographicalocation (where) dealt by the Uppsala model as well, they assesssdltes

object (what) and theorganisational capacityas well. Their model is presented in the

following figure.
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Figure 4. Welch and Luostarinen model of internationalizaton(based on Welch and
Luostarinen 1988).
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1. As regards the foreign entry and operation modedimhors agree with the
Uppsala model, according to which firms follow a&pstby step pattern of
investment. Firms might move from no exporting xp@rting via an agent, then
via a sales subsidiary and finally to overseas yctdn. In their view the
knowledge acquired on different markets can besteared more easily than it
was predicted by the Uppsala model. Therefore mssfiinternationalise the
selection between the different operating methedsare flexible, consequently
leap-frogging can happen. According to the authdh® success in

internationalizaton depends on the variety of mésho
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2. As firms internationalise, they may diversify anistxig product line or move
into a new one. Later on the product concept migtitide services, technology
and know-how.

3. As regards the target market the model is verylamaith the Uppsala model. It
uses the term business distance that very clodetpsychic distance (Johanson
and Wiedersheim-Paul 1975) term of the Uppsala mnadd refers to the
cultural, geographical, economic and political al&te (Luostarinen 1979).
When firms start to internationalise they tend ®ngtrate markets that are
closest in physical and cultural terms. As theyngaonfidence they might seek
markets that are more distant.

4. The fourth dimension is the organisation capadit is demonstrated by the
personnel, organisation structure and finance. Aliog to the authors the
internationalizaton and the organisational capasiinterrelated. The success of
internationalizaton is depending on the organisafiocapacity, while the
internationalizaton influences the organisatiorsgdacity.
= It is argued that success in internationalizatorseto depend on the skills

and commitment of the personnel. As a firm inteoralises, personnel
appear to benefit from experiential learning.

= As firms internationalises it might adapt its stiue to cope with the new

demands.

= As firms internationalises it might use a varietysources to finance its

activities.
Based on this model it can be argued that therenarey ways of internationalizaton. Firm
internationalizaton is manifested not only in thge@tion modes and location but in the
object of sales and organisational capacity as.wkllus firms internationalise along
different dimensions and it might happen that firax® more internationalised in one
dimension than in the other (Chetty 1999).

However the authors give a broader framework afrimdtionalizaton, there is
little detail about the composition of the dimemsipnor is their choice explained (Chetty
1999).

The model has been further developed by ChettyQjl @ong to the dimension
of organisational capacity. The previous varialllage been merged and supplemented with
new ones. The new dimensions are the firm charatts; the decision-maker

characteristics and firm competencies (see thedigelow).
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Figure 5. Dimensions of internationalizaton(based on Welch and Luostarinen 1988;
and Chetty 1999).
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The organisation structure and finance remainedthem model but as part of firm
characteristics. The personnel dimension was reglag decision-maker characteristics.
The firm characteristics include the firm’s domestic market situation,
organisational structure and finance. Considerigfirm’s domestic market situation, the
model overcomes one of the deficiencies of theeimantal development models that they
not take into account exogenous variables, suclthasdomestic market demand, the
industry competition, the government regulationd aggional trading agreements (Chetty
1999). Changes in the organisational structureecefa commitment of resources to
internationalizaton. These changes could includabéshing an export department, sales
branch, strategic alliances or manufacturing umithie foreign market. As regards finance
the firm internationalizaton may be reflected ie thversity of financing techniques it uses.
The decision-maker characteristiéaclude age, education, work experience and

profit perception. It has been argued that in SNtiesdecision-maker plays a key role in
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internationalizaton (e.g. Cavusgil and Nevin 19Bllesenbdck, 1988, Styles and Ambler
1994, Bloodgood et. al. 1996). Others suggest dieatsion makers who are younger and
have higher level of education (Caughey and CHg84) and who have more international
work experience (Bloodgood et. al. 1996), are midtely to internationalise rapidly.
Further on, internationalizaton is influenced by {herceptions and attitudes of decision
makers as regards international operation and (@vusgil 1980, 1982, Cavusgil and
Nevin, 1981, Reid 1981).

The dimension offirm competenciesincludes firm technology, market
knowledge and planning. It has been argued thaé meveloped is the technology of a firm
the more likely to operate in a wide range of mewkéhetty and Hamilton 1993).
Moreover, firms that plan their export activitiese anore likely to internationalise than
those which do not (Aaby and Slater, 1989). Chelgo argues that developing firm
competences require investment in time and resswand it is influenced by the attitude of
the decision-maker (Chetty 1999).

Fletcher claims (2001) that classical internati@bn models are less relevant
in contemporary international business due to tlage. Since firms’ dynamism has
amplified and markets have globalised there is a&dndor a holistic view of
internationalizaton. His model follows Welch andolstarinen’s model in that sense that it
links the inward, outward and cooperative formentérnationalizaton (see figure nr. 5). He
suggests that internationalizaton should be viewasd a global activity rather than
concentrating on firm’s activity in a specific ogeas country. Context is considered as a

relevant factor influencing internationalizaton.
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Figure 6. Fletcher model of internationalizaton(Fletcher 2001, pg. 30Y.
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The conclusion that can be drawn from the aboveudsed holistic models that
internationalizaton is a complex phenomenon thahamifested along several dimension.
However one should be aware that considering taayrfectors will lead to the decrease of

the explanatory and predictive capacity of a model.

37 Long term cooperative manufacturing is considéngéflecher a strategic alliance.
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2.3.5. Born globals and internationalizaton as an entregrgal process of behaviour

The entrepreneurial view (e.g. Covin and Slevin113ahra 1993, Oviatt and McDougall
1994, Lumpkin and Dess 1996, Brazeal and Herb&d® 18hane and Venkataraman 2000,
Zahra et. al. 2005, Jones and Coviello 2005) is thest recent approach of
internationalizaton. The importance of this vieve lie@en stressed especially for the case of
SMEs. The models presented to this point have motsidered the entrepreneurial
orientation of firms and its influence on firm imationalizaton. The approach appeared in
the nineties, when the so called “born global” mtérnational new venture” (INV) firms
appearetf. In contrast with the predictions of the previomedels that firms initially
become successful on their domestic markets and ¢lkpand on foreign markets, these
firms look on the world as their markets startimgnfi their inception (McDougall et. al.
2003). They internationalise in a proactive modespite of their relatively low resources
and market experience. They make use of the res®available on the global market and
sell their products and services on internationatkets. The precondition of this capability
is the dynamic adaptation to different markets, rd@gnition of the market opportunities
and the combinative capability which according wtié (2005) is similar with the notion of
the dynamic capability (Teece, Pisano and Shueif)1®8tead of foreign direct investment
these companies prefer the non-equity based angecattve forms of internationalizaton
such as strategic alliances. These forms let fi@pal acquisition of the foreign resources,
such as production capacity and marketing knowl¢@ygatt and McDougall 1994).

In their widely acknowledged article Oviatt and Muiyall pointed out four
conditions that have led to the emergence of tévs type of firms (Autio 2005, pg. 11.):

1. The flow of information from foreign markets hadebeenhanced, reducing the
psychic distance and promoting greater internatioiméegration between
markets;

2. The cost of international travel and communicati@d been reduced and its
efficiency enhanced, enhancing firms’ ability to oodinate cross-border

activities;

3 Several notions of this special type of firms &xisuch as global strat-ups, technology start-ingant
multinationals, instant multinationals, metanationpstarts. The notion of the ,born global” (Rendi@93)
and ,international new venture” (Oviatt és McDoud#94) are between the more acknowledged ones.
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3. International managerial experience had become miely available, enabling
firms to quickly acquire such knowledge throughrugmment and initial resource
endowment;

4. Firms had become increasingly skilled at employaltgrnative governance
mechanisms, enabling then to exploit their uniqueel aaluable resources
through mobilising and leveraging external resosiae&oss national borders.

Several empirical analyses proved that the borbajl¢BG) or international new venture
(INV) firms emerged in high-technology industries in other global industries, such as
telecommunication and information technology (Madsend Servais 1997) and they
internationalised very rapidly along interorganisaal networks. BG’s and INV's have
been characterized by Oviatt and McDougall as caomegga with entrepreneurial
characteristics (Oviatt and McDougall 1994). Théaroof entrepreneurships attributed to
Kirzner (1973) and Schumpeter (1975) and referhéoopportunity seeking, recognition
and exploitation through novel resource recombomsti Shane and Venkataraman (2000,
pg. 218) stated that entrepreneurship researctessil three key questions:

1. Why, when and how do opportunities for the creattddngoods and services
come into existence?

2. Why, when, and how do some people and not othessoder and exploit
entrepreneurial opportunities?

3. Why, when, and how are different modes of actioreduso exploit
entrepreneurial opportunities?

It has been argued that the entrepreneurial otientahould be analysed on different levels,
such as the organisation level, the group of thest-makers level and on the individual
level as well (Mc Dougall and Oviatt 2000).

The field of international entrepreneurshiprepresents an intersection of
entrepreneurship and international business. Simaith the notion of entrepreneurship,
McDougall and Oviatt formulated an opportunity-bdisgefinition of the international
entrepreneurship in a revised version of theiriahitdefinition. According to them
international entrepreneurship (IEls “the discovery, enactment, evaluation, and
exploitation of opportunities — across nationaldsws to create future goods and services”
(McDougall and Oviatt 2003, pg. 7). However intérmaal entrepreneurship (IE) was
marked by the emergence of BG’s or INV’s the déifoami of IE is applicable to established
companies as well (Zahra et. al. 2005). Entrepnéaleorientation might characterize

established companies too.
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In their effort to explain the process of internatlizaton as an entrepreneurial
process of behaviour, Jones and Coviello (2005)eldged a general model of
internationalizaton as a time-based process ofeprégneurial behaviour. They view
internationalizaton as a development and changeepsy a “long-term entrepreneurial
behavioural phenomenon unique to the experiencdadofidual firms, and thus avoids
prescribing steps or stages” (Jones and Coviejo2p7).Time is considered one of the
primary dimensions of the general model. Severatedision of time are defined: the
chronological time-line; the reference time indicgtthe specific points in time when
internationalization events occur, time sequerniog periods, duration, time intensity, time
cyclicality, rate/speed. The authors perceive itlternationalization events as the most
valid representation of what occurs in internatiagion. They distinguish between three
types of events associated with the firm intermegtiization: establishment of a new type of
cross-border relationship (i.e. cross-border bissimaodes), establishment of a relationship
in a new country (i.e. the place of transference) eessation of the previously established
relationship Fingerprint patterns refer to the number and range of business modishan
number and distance of countries at a specifictpnitime. Changes in the composition of
modes and countries over a period of time are thestrasdynamic profiles. The
contextual factors considered by the model mgdormance, the firm, the environment
and specifically theentrepreneur. These factors are decoded in several subsequent
variables likefinancial and non-financial measuresof performance, the firnstructure,
resources product offer and entrepreneurial orientation, environmentalvariables of
market, industry, dynamism/hostility/intensity and lastly thephilosophic view, social
capital andhuman capital of the entrepreneur.

The main strength of the model is that it buildsd¢ges among existing
(economic) theories and (process) models combithieglifferent internal firm factors with
the external environmental and firm performancedi@cthus giving a multi-theoretical,
holistic view abouhow internationalizaton takes placAnother strong point of the model
lies in the general nature of it as it is basedcontextual constructs (entrepreneur’s
characteristics, firm characteristics, environmentaharacteristics, performance
characteristics) that are valid for any firm.

In my opinion the main weakness of the modelilethe fact that it is a theory
driven model, combining different theories and @aghes, that utimately leads to the
advancement of those particular theories ratherutiderstanding and explanation of the

phenomenon under study.
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Reviewing prior international entrepreneurship aeslk, Zahra and George
(2002) conclude that larger attention has been ngitee the content of new venture
internationalizaton strategies than to the probgsshich these strategies are developed and
implemented. Further on, most prior research seenmverlook the internal and external
context in which these strategies are conceivetirgZat. al. 2005). Research so far have
proved that the success of internationalizaton epeddent on external environmental
conditions (e.g. competitive environment) (Covinda8levin 1991), on the quality of
opportunities, on the location of these opportesition the creativity of entrepreneurs as
well as on their learning capability (Zahra et.20105). Criticism was formulated as regards
the methodology of IE research as well. It has bstted that quite often researchers
present sweeping generalizations based on rehatsvedll samples or small number of case
studies (Zahra and George 2002). Further on Zalraak (2005) argued that
entrepreneurship research often “ignore one ofritieest sources of the differences in
organisational performance in domestic and intewnat markets: how the firm
conceptualizes its competitive terrain and constrits competitive strategy to both offset
the limitations of this terrain while exploiting ghopportunities it offers” (pg. 133). The
results of IE research so far, emerged based oartaklysis of advanced technology firms
from developed markets. Thus more research abautetiirepreneurial orientation of
internationalising companies from more traditiomalustries and less developed markets is
needed. | believe that entrepreneurial orientagoespecially important for the case of the
latecomer firms from formerly post-socialist couedr of CEE, that have to deal with the
economic disadvantages that affects their hometdesn

From the research on IE, it can be concluded thatphenomenon of born
global’'s has driven to the acknowledgment of thernelationship between entrepreneurial
orientation and internationalizaton: entreprenduri@ientation might trigger the
internationalizaton and internationalizaton may tdbote to the reinforcement of

entrepreneurial orientation.

As a general summary concerning the importance ebfabioural models of
internationalizaton one can conclude that it vieimgernationalizaton as aynamic
developmental proces¥hese models stress on several different fa@ondsdimensions of
internationalizaton. The holistic models underlitteat previous approaches should be
combined and it seems that the recent model ofsland Coviello (2005) embarks upon

this requirement.
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Based on the above presented and discussed Ittt following conclusions

are put forward:

* The models describing and explaining firm intero@dilizaton put forward four
different influencing factors: external environmeimtternal firm environment,
characteristics of decision-makers and entrepréadeorientation. In fact these
contexts indicate the different perspectives of #Hmalyses. However each
perspective put forward an important framework malgse internationalizaton,
none of them is able to give a total picture andlaxation of the

internationalizaton process.

» Considering the longitudinal character of my sttiay theoretical background of
my research is composed by the process oriente@lsofl internationalizaton,
such as the Uppsala model, emphasizing the madtetmitment and learning
process, the network model focusing on the exteem&ironmental processes

and the integrative model of entrepreneurial irdéomalizaton over time.
Before presenting the conceptual and methodolodreamhework of my research in the

following chapter | am going to review and discubg literature about international

expansion of indigenous firms from CEE, found bysedf/so far.
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2.4. Literature on the internationalizaton of companiesfrom non-traditional home

base
2.4.1. Introduction

Theoretical frameworks presented and discussedhén previous sections have been
developed based on the analysis of companies fnendéveloped Triad — North America,
Western Europe and Japan — considered traditimmaétbases for multinational companies.
In the following a review of the literature on timernational expansion of companies with
non-traditional home base is performed. Due todihjectives of the dissertation priority is
given to the literature about internationalizatimhcompanies from transforming Central
and Eastern Europe

Literature on the internationalization of companiesm non-traditional home
base has been both theory (e.g. Tallman and Shei®@0) and phenomenon driven
research (e.g. Mathews 2002). Although no spedtifeory for multinational companies
from non-traditional home-base has been develoggdtlye different behaviour of these
companies compared with MNCs from traditional haoase is documented in numerous
empirical studies and discussed in several thealetiapers (for a recent review see Luo
and Tung 2007). In the following the various geipaal groups of internationalising firms
distinguished by the literature are discussed ttancerned that these major groups are not
homogenous, however firms in these groups oftee fmilar constrains, share similar

motives and have common international experiences.

3 |n this dissertation these are the companies lihae their home-base in the 10 EU accession country
(excluding Cyprus and Malta).
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2.4.2. Literature on internationalizaton of companies frorhird World, Newly
Industrialized Countries and Emerging Markets

Break through works about foreign direct investmehfirms from non-traditional home
base were that of Lecraw (Lecraw 1977), Lall (LEB3) and Wells (Wells 1983). These
works investigated the foreign direct investmentivéy of so called “Third World
Multinationals” (TWMNC) from developing countries, like South Anwer and South and
Southeast Asia covering the period until the midifleighties. Past reseach on this specific
type on MNCs concentrated on three specific ardaghe firm-specific characteristics that
allowed these firms to compete with both domedyicadwned firms and other
multinationals abroad (the “how” of investment &)y (2)the factors that motivated them
to invest abroad (the “why” of investment abroaad (3)the factors that influenced the
geographical location of their investments (the éndi of investment abroad) (Lecraw
1993). These companies proved to be successfuigfoiavestors in other developing
countries exploiting their cost advantages andkhewledge to adapt advanced technology
very quickly to the local condition(®.g. Lecraw 1977, Lall 1983). Their main moticat

to invest abroad were market protection and dewedsy in host countries, avoidance of
quotas in high income countries, and risk diveraiion by locating assets outside their
home countries (Lecraw 1977). TWMNCs entered foreigarkets via FDI, rather than
through exports or licensing mainly because expurteeir products were often blocked by
tariffs and nontariff barriers in the markets ather developing countries (Lecraw 1993).
These companies did not reach global size and teeyinued to supply neighbouring
developing countries with lower levels of indudiration and technological capabilities,
avoiding the risk of going to developed and unknamarkets.

Another specific group of internationalising firnfiiom non-traditional home
base is that omultinational companies from newly industrialized e&onomies (NIE
MNCs) such as South Korea, Taiwan, Singapore and HonggKabiterature on these
companies (e.g. Kumar and Kim 1984, Li 1994, Tatinsmd Shenkar 1990, Yeung 1994,
Mathews 2002) relates about significant differenegesegards the behaviour of these firms
compared with companies internationalizing fronditianal home bases. It has been stated
that in many cases these companies have benafediward internationalization at home
by cooperating (via original equipment manufactgrifOEM) and joint venture in
particular) with global players who have transfdrtechnological and organizational skills

to these firms. These skills and knowledge has hessd later when these firms went
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abroad driven primarily by ‘push’ factors such apr@ciating currencies, growing current-
account surpluses, rising labor shortages, eseglafperating costs, and small yet saturated
domestic markets (Wells, 1983; Kumar and Kim, 19Béng, 2004). These companies
named by Mathews (2002) “dragon multinationals” evable to become successful global
companieusing their latecomer advantagéBuckley and Casson 198lBapfroggingon
the well established MNCs from developed markekeiiTsuccess can be attributed to their
strategic and organisational innovations aimingate® advantage of the worldwide web of
interfirm connections that characterizes the globabnomy. As contractual partners
(generally on Original Equipment Manufacturer basisglobal companies they were able
to leverage useful resources, like advanced teolies and network relationshffisAt the
same time they built strength in developing or o#merging markets. They were able to
internationalize by “piggybacking” on contractuaarimers network strengthening their
market position in advanced countries. After a witley were able to appear with branded
products on these highly contested markets too.h&fed (2002) concludes that the
international success of dragon multinationals dotlbe attributed to their product or
process innovations but their innovative adaptatitm global processes. The
internationalizaton of these companies was driveh by their existing resources and
capabilities but the need to acquire those (Math2Qe).

The third group of firms with non-traditional horbase have been regarded in
the literature agmerging market MNCs (EM MNCs) and was defined as a group of
companies “originated from emerging markets thateargaged in outward FDI, where they
exercise effective control and undertake value+agldictivities in one or more foreign
countries” (Luo and Tung 2007 pg. 482). Emergingke are referred as markets that
have undergone significant structural transfornmatiothe recent past and are characterized
as rapid grown markets, such as China, India, BrRzissia, and Mexico, but several other
emerging markets, such as Poland, Ukraine, Thail&@uwith Africa, Chile, Argentina,
Turkey, and Malaysia among others are also coreid@gruo and Tung 2007). According to
the authors the enterprises in these countries $aoee similar constraints, share similar
motives, and have common experiences in internaltimmsiness. However these companies
have been much more risk-taking (e.g. through aggre acquisitions and mergers) than
TWMNCs or NIE MNCs in the 1980s, these groups stidre some basic strengths (e.g.,

‘0 They followed a strategy of complementarity offigrifor the contractual partner firms their manufsicy

or fabrication expertise (low cost, timeliness dmgh quality) and in return were able to leveragdissand
knowledge through these various contractual linka@athews 2002). For a detailed analysis of the
international contractual relationships and thefiuence on internationalisation see Andersenlef1897).

61



Emma Incze Ph. D. Dissertation

cost advantage) and weaknesses (e.g., limited letnel of overseas markets). Similarly
they have developed expertise in mass productionugin OEM arrangements and
international experience through crossnationabiadies in their home countries (leapfrog
strategy). They are latecomers as well, therefenee o find innovative ways ,to create
space” (Luo and Tung 2007) for themselves in markéeady saturated with very capable
firms. The main distinction between NIEMNSs and EM@Ss is that the latters aim
strategic gains beyond latecomer advantages. Thwlkdge and resources acquired in
foreign markets along a highly localized strateQgrfg 2003) are systematically transferred
back home. This way these companies are able emddheir position against their global
rivals, active in their home markets. This typestfategy has been calledternational
springboard behaviofLuo and Tung 2007), that means that internatiesghnsion is used
as a springboard to acquire critical resources estéd compete more effectively in the
globalized market. Outward investments are stinedlahainly by ‘pull’ factors, such as the
desire to secure critical resources, acquire acdchntechnology, obtain managerial
expertise, and gain access to consumers in keyemn@riio and Tung 2007). In many cases
the international expansion of EMMNCs (in the begiyg mainly the large state-owned
firms) has been performed with the assistance @idbal governments (e.g. Wu and Chen
2001). A specific group of these companies are €38nMNCs that presently generate
massive research (e.g. Yeung and Olds 2000, Ded)20t was stated that Chines
companies expand abroad primarily by means of cexnpboperative networks in which
interpersonal (guanxi) and political relationshgpe very important (Yeung and Olds 2000).
Gaining security over acces to natural resourcexjuieng advanced technology,
manufacturing and marketing know-how and seeking nearkets are between the main
motivations of Chinese companies expanding abrDadg 2003).

The above literature review in too brief to drawngogeneral conclusions. More
research is needed especially as regards the sjtsteareatment of the different explanatory
factors of the distinctive behavior of MNCs frommaditional home bases. However one
conclusion that could be drawn is that the extedmaie-country environment these
companies interact with has considerable effedheir strategies.

After this brief overview of the internationalizatoof companies from
developing, newly industrialized and emerging mtzken the following literature on
internationalizaton and foreign direct investmehtfions from transforming Central and

Eastern Europe is analysed.
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2.4.3. Literature on internationalizaton of companies frGentral and Eastern Europe

First a brief historical introduction of the phenemon of CEE based firm
internationalizaton is given, followed by a reviek empirical and theoretical literature
referring to the period after system change (fréemessocialism to capitalism).

Internationalizaton of companies based in Centndl Bastern Europe had only
been started in 1997 (Svetlicic et. al. 2003) haavekie phenomenon is not completely new.
In the state-socialist period the internationaivéigt of companies was coordinated by state-
controlled foreign trade organizations. These fprdrade organizations were responsible to
the country’s Ministry of Foreign Trade. Nationabwgrnments set the volume and
composition of cross-border trade that was cootdthay the Council for Mutual Economic
Assistanc& (CMEA, sometimes referred as Comecom). Cross-cpurndustrial
cooperation mostly took the form of horizontal spkzation agreements on specific final
products that gave the country of specializationrial monopoly. Vertical specialization
involving complex cross-country supply networks foarts and components was rare
however supply of raw materials from the USSR #® $liix was a major exception (Schrenk
1991). Cooperation agreements were mostly bilateral long-term. The foreign trade
organizations had a trading monopoly for a widegeaof products. This concentration
ensured that delivery contracts were concludedtlaatddeliveries were made in accordance
with the govermnents' trade protocols (Schrenk 199(iring the eightees the coordination
of the international activity of some manufacturiogmpanies was transferred to the
industrial ministries. Certain individual compani@sainly large manufacturers) were also
granted the right to engage in export activitielse Bxport activity was carried out mainly
by means of direct selling and distribution throwgents and in lesser extent by means of
wholly-owned local representative offices or jougtrtures with local companies (King et.
al. 1995).

Besides the afore mentioned concentration of eggorCMEA a few companies
were officially empowered to undertake foreign direnvestments in developed or
developing countries (e.g. Hamilton 1986, Sv&tli1986, McMillan 1987, Inotai 1989)
coinedsocialist multinationals (McMillan 1979),multinationals from the Second World
(McMillan 1987), orred multinationals. At that time their motivation to invest abroadsva

“1 The CMEA was founded in 1949. Its European membsese the USSR plus Poland, GDR,
Czechoslovakia, Hungary, Romania and Bulgaria ("81€'). Mongolia, Cuba, and Vietnam were non-
European members. Albania was a member but ledfi &t break with the USSR. Yugoslavia was an dasoc
member (Schrenk 1991).
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above all to “escape from the home country systémtreate a “Western” image by setting
up units in the developed markets (Swvatliand Rojec 2003) and to establish links to
Western technology and markets (McMillan 1987)gémeral the foreign operations were
small-scale locally managed operations, with fewnaxtion with the parent company and
engaged mainly in service operations (marketingtridution, purchasing for their parent
companies), transport and financial services supgpexports in Western markets (King
et. al. 1995) and some manufacturing activity iwveleping countries (McMillan 1987).
These foreign operations had significant autonomyregards decision-making. Central
authorities had only a supervisor function espécialthe area of financing.

The end of the communist system and the break-upeo€MEA in 1991 led to
the collapse of export markets in CEE countries #iedUSSR successor states. Exporters
and socialist multinationals, moreover their owng@ghe State) and managers had to think
what can be done to turn it around. Different tuonad management frameworks and paths
were followed in different CEE countries. In seVarases state-owned enterprises (SOE’s)
formed equity joint-ventures or had been acquingtbbeign direct investors attracted in the
area by market opportunities and investment ingestiln most of the cases the subsequent
international business of these companies folloWedglobal or regional strategy of the
foreign headquarter or venture partner (Svetliand Jakdé 2002). Some incumbent
companies internationalized without leaving theiome countries by becoming
subcontractors of foreign firms. This proved toabguccesful strategy followed for example
by component manufacturers in automotive indusgdosevic and Rozeik 2005) or in
electronics in Hungary, Czech Republic and Pol&abipsevic 2002). Simultaneously with
the institutional transformation (e.g. opening bp hational stock exchange, consolidation
of the banking sector) and turnaround managemente of the local incumbents gradually
raised capital for international foreign investmant gradually learnt “how to do business”,
capability used as a firm-specific advantage whwmy tentered other CEE markets, where
the local companies were not “equipped” with thes@abilities (Jaké and Svetlic
2001b, Svettiic and Jakli 2002, Jakli and Svethki¢c 2003, Svetliic and Rojec 2003).
These indigenous companies entered foreign maektds consolidating their positions in
their domestic markets (e.g. Svétdi and Rojec 2003). Some firms succeeded to carry out
ambitious strategies to become regional multinaticompanies as well (e.g. Swati 2002,
Incze 2003, Incze 2004a, Incze 2005). As regarelsntiernational business knowledge most
of the companies started from the scratch. The dorfareign trade organizations were

liquidated or in best case acquired by the firmeviusly “forced” to performe their
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international activity via these special tradingmfs. In this way the foreign market
knowledge and networks accumulated during the Bsicigeriod have been transferred to
the local incumbents that proved to be beneficiaird) subsequent foreign investments.
Besides the afore-mentioned traditional compartesnewly formed small and medium-
sized enterprises engaged in international busimessly by means of exports and suplier
contracts with foreign companies.

When discussing the internationalization and forettirect investment (FDI)
activity of companies originated in the transforimiaal CEE region, one should consider
that countries from the region followed differenatips of political and economic
transformation. The former economic, cultural anental convergence that characterized
the state-socialist period was changed by divergenad the difference between post-
socialist countries have gradually increased ($3&/2004a). Besides the globalization of
industries and markets, and the domestic markebwaess for growth, the above discussed
economic divergence was between the main fact@isttlygered foreign investments of
indigenous CEE companies. This is confirmed bydigaificant outflow of FDI from the
region towards the economically less developed @faBurope (Svetti¢c and Rojec 2003).
However it is important to note that based on sfiadl data published by international
bodies like UNCTAD about foreign direct investmenttflows from the region one cannot
distinguish between thadigenous outward investoesdforeign affiliates investing further
abroad The latter use its foreign subsidiaries for sgsat investments in the region, in
the literature referred as indirect investb(sltzinger et. al. 2003) or secondary foreign direc
investors (Kalotay 2003a)lhus based on these statictics one can not findvbo are the
outward foreign direct investors: the independentl companies or the local subsidiaries
of foreign direct investors (indirect investorshelownership structure of these companies
is not the best indicator to distinguish betweearséhtwo types of foreign investors, because
in many cases the locally headquartered and managéithational companies are owned
by diverse financial and institutional investorfius the decisions as regards their
internationalization is made by local managers. sequently in order to distinguish
between the indirect and direct foreign investare should consider the home base of the

headquarters and the management of these companies.

2 Foreign direct investment (FDI) by a foreign aétk is indirect FDI, signifying that the resultingset-stock
is owned by the parent firm via the foreign affiaand that it represents, therefore, an indiflegt of FDI
from the parent’'s home country (and a direct flowFDI from the country in which the affiliate isdated)
(UNCTAD 1998, p. 145).
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Literature on outward foreign direct investment atfe internationalizaton
behaviour of companies from transforming CEE reéfgrto the period after the system
change emerged simultaneously with the appeardrtbese companies on the international
arena in the end of the 90s’ and after the millermi Table 3. summarizes some

representative works on the topic.
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Table nr. 3 Selected literature on OFDI and internéionalization of companies from transforming CEE cauntries.

Study RT Research questions Country| Methodology Key findings (empirical/theoretical)
focus
Liuhto E | R-reason to internationalize, E-environmental Baltic Quantitative | Firms perform historically-driven investments: erdaon markets where they have
(ed.) 2001 selection, M-modal choice countries, | surveys and | considerable market knowledge.
Characteristics of outward FDI from selected | Slovenia, qualitative
CEE countries Hungary case-studies
Roolaht E | The impact of the firm’s relational choices on| Estonia Qualitative | The outward internationalization process is toeagextent supported by relational
2002 the outward internationalizaton process. case-studies | choices towards deeper involvement in intra-corigooa relational networks.
Jaklicand| E | Characteristics of outward foreign direct Slovenia Quantitative | Unlike exports, outward FDI is concentrated in eaierms in culturally and
Svetlicic investments and firms international expansion. survey and | historically linked and neighboring countries.
2003 qualitative
case-studies
Svelicic E | Characteristics of outward foreign direct Czech Quantitative | “System escape” type of FDI. FDIs concetrate oglmedring countries with
and Rojec investments and firms international expansion. Rep., survey and | geographical, historical and cultural ties and phigsiness relatioships and is
(ed.) 2003 Estonia, qualitative | motivated mainly by market-seeking factors in ordemaintain and increase
Hungary, | case-studies | competitiveness.
Poland,
Slovenia
Vissak E | How the internationalization of foreign owned| Estonia Qualitative | Different paths of internationalization based am8&’ and their owners’

2003 firms depends on the enterprises’ and their case-studies | characteristics and network ties. The consequésitriationalization of Estonian
owners’ characteristics and network companies is determined by the foreign owners’ athjes and resources.
relationships.

Kalotay E | Characteristics of outward foreign direct CEE Secondary | During the 1990s the inward FDI stock of countifefransition grew faster than

2003 and | investment from economies in transition in a guantitative | their OFDI.

T | global context and their policy implications data analysis
Roolaht T | Causality in inward-outward FDI connections| Estonia Quantitative | FDI recipients (indirect investors) have sevenaficial and informational and

2004 How the received foreign capital and subsequent and qualitative| image advantages over domestically-owned compéaiesct investors). Outward
foreign management contacts could facilitate or analysis FDI can preced inward FDI.
inhibit the subsequent outward FDI

Reiljan E | Reasons for de-internationalizaton Estonja Catali Locally owned firms, which usually posses less eigpee and knowledge de-
2004 case-studies | internationalised more often then foreign owned jganies. Similarly companies
and which have directed their production to the othansition countries de-
guantitative | internationalised more often then companies thet Isent their production to
survey western markets.

RT- Research type: E-empirical, T: theoretical



Literature describing general patterns of outwamteifjn direct investment and
internationalizaton behaviour of firms from therfarly state-socialist countries has been
marked with the study conducted by a team of Ceatrd East European researchers with
the coordination of researchers from the UniversityLjubljana. The study covered five
selected countriéd from transforming CEE. The final results have bemmblished in
Svetlcic and Rojec (2003). The survey was conducted in 2831 compared with a
previous one carried out in 1997. The general emich of the research was that
internationalizaton of the companies from the tfamsing CEE is more attributed to
external factors like threats from competitors, vgragy external markets and saturated
domestic markets, than to internal firm-specifivattages (Svetlic and Rojec pg. 244).
One of the aims of the comparative study of S§i€étlhnd Rojec (2003) was to find out how
existing theories explain the outward foreign dinewestment flows from these countries
and the internationalizaton behaviour of the congmarin the following the findings of this
research highlighting the theoretical implicati@me discussed.

After system change firms from the selected coestinvested primarily in
similar or less developed countries (Bellak andtissie 2001, Jakti and Svetlti¢c 2001b,
Svetlcic and Jakli 2002, Svetliic and Bellak 2003) finding that was considered Hwy t
authors consistent with the Investment Developnfesiih Model (Dunning and Narula
1996). According to this model the foreign dirextestment flow between countries is the
result of the interplay between the ownership-dpeadvantages of firms and the location
specific advantages of countffésThe model suggests an idealized investment deredat
path over time with net capital importer positidricav level of development and net capital
exporter position at high level of development. Ténel of development is attributed to a
country however actually it reflects the level @vdlopment of a country’s domestic and
foreign firms (Svetki¢ and Bellak 2003). Accordingly, the direct capgajporter position
of the formerly state-socialist countries is deteed by the outward investments performed
by the domestic and foreign firms or the so caficect” and “indirect” investors. One of
the studies from Svetiic and Rojec (2003) analyzing the differences betwdiesct and
indirect investors apply foreign equity share, asiable to distinguish between the two
types of investors and compares firms with 10% 80% foreign ownership with firms
under 10% foreign ownership (Altzinger et. al. 2D@3owever, the authors point out that

*3 The research referred to Czech Republic (26 firEsjonia (69 firms), Hungary (22 firms), Polandt (2
firms) and Slovenia (39 firms). The Hungarian saiptluded large companies.
*4 The issue of specific advantages have been disduisghe subchapter 2.2.3.
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the “ideal, substantive criteria” (Altzinger et. 2003 pg. 94) to distinguish between direct
and indirect investors would be the location of pamy control (foreign or locdf). Based
on equity share no important differences were fobetlveen direct and indirect investors.
This is in contrast with Roolaht’s (2004) findingisout the differences between indirect and
direct investor® from Estonia in favour of the indirect investossragards the value of the
investment, the degree of the integration betweeadfuarters and subsidiaries, the
company image on the international afénBurthermore Svetlic and Jakli (2002) proved
that outward FDI by indirect investors had beemmiost cases initiated by foreign parent
firms as part of their global strategy. Thus thégra of the investment (e.g. location, entry
mode, timing) of a foreign headquartered outwandestors can differ from that of the
domestically managed outward investors. The abmausgsed contrasting findings suggest
that foreign ownership per se is not enough toirdigsish between direct and indirect
investors. One should clarify the type of foreignnership (financial or strategic) or even
better the location of company control as it waggested by Altzinger et. al. (2003).

As regards the firms internationalizaton behaviberauthors found that most of
the export activity of companies from the regionsvasiented towards developed markets
from European Union while foreign direct investnsemoncentrated in similar or less
developed neighbouring countries. Due to the faat the focus of the study was foreign
direct investment activity of firms, the patternsdareasons of export behaviour were not
discussed by the authors. The investment behawabthie companies was explained with
the existence of the previous market knowledge dexgxperience) of investing firms and
the historical and cultural proximity. This risk4mmizing attitude of the companies is
consistent with the low “psychic distance” conditiof the Uppsala Model. In some cases
foreign investment of traditional companies frome€lz Republic and Slovenia that were
previously part of larger countries - i.e. Czechwakia and former Yugoslavia - was the
direct consequence of the border change. As redareign market commitment manifested
in foreign market entry mode and location compaiiage not followed the gradual step-
by-step pattern predicted by the Uppsala Model.example foreign direct investment was

not always preceded by export and companies entnedltaneously on many markets.

4> Based on the 10% criteria more than 80% of thegdtian sample (22 firms) can be considered indirect
investor however as the authors point out (Eltet Antaléczy 2003, pg. 161) these companies aditinal
locally controlled companies consequently can besictered direct investors.

“® In Roolaht’s study the indirect investor is definas a company that previously to outward investmen
received FDI. The percentage of direct foreign awhip or location of company control is not spesxdfi

4" As regards the company image | also found thainduacquisition tenders both the host governments o
local company managers and competitors underegthihe financial power and managerial know-howhef t
direct investor Hungarian companies (Incze 2004).
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The accelerated internationalizaton was explainethb authors with the existing market
knowledge of companies, integration in the Europeaion and enhanced globalization
that has changed the dynamics of internationalizatocess in general. The most common
entry mode has been export, that was followed Bctinvestment abroad, at the beginning
mainly by means of trade units (representativecef). According to the study contractual
forms such as licensing and franchising seldom weesl. As regards the firm/ownership-
specific advantages of these firms it was emphdsize importance of ‘knowing how to do
business’ in similar countries. The authors pointad that the existing firm-specific
advantages are strongly investing country locasipecific and valid only temporary over
firms in other transition economies. The environtmgmecific nature of the firm-specific
advantages of these companies leads to the comeltist they would be uncompetitive on
high-income markets as direct investors (Svetliaied Jaklic 2002). Therefore the
development of sustainable firm-specific advantagesquired. As Svetlicic (2002) found,
firms which have their own &D capabilities and started to export to Westernketar
early, have better chances to overcome even magascn their development. Difficulties
due to the institutional environméhhave not de-stimulated investors and the labostsco
as one of the main determinants of inward investnteithe region was not a significant
motivating factor in the case of outward investiem selected CEE countries. In my
consideration the explanation for these specifars lse found in the external environment
that characterize CEE countries. The unfavorabdéitutional environment as a common
liability for MNCs from traditional home bases imsting in CEE countries can be
considered an “advantage” for CEE companies inwgsti the region because they have
experiential knowledge on institutional transforioaf acquired in their home countries and
a good knowledge of local conditions due to thevioes business relationships dated back
to CMEA period or even back to historical links. eThabour cost was not significant
motivating factor because the wage differences éetvthe different CEE countries are not
so remarkable.

The authors of the above discussed study conchatdransition specific factors
are not so significant to call for theory developmédnstead they stress on the latecomer
status of CEE companies on the international asgwhthe resulting implications that call

for more reaseach. In my opinion the evolution péafic home base enviroment of these

“8 E.g. Henisz 2000, Meyer 2001.
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firms can be another important issue to be furdreysed in order to capture the specifics
of the internationalizaton of CEE based companies.

Liuhto (2001) is another contribution to the litene about the
internationalizaton and foreign direct investmeht@mpanies from formerly state-socialist
countries, including Russia. It is based mainlyRurssian firms and some special Central
and Eastern European companies that invested Wdst. It was proved that Russian firms
go west because of the difficult business enviramn{Bulatov 1998, Kalotay 2003) at
home. The Central and Eastern European firms thasted in the West were companies
operating in special sectors like high-technology natural-resources. Production and
service companies that dominate the outward investsnfrom Central and Eastern Europe
(Svetlicic and Jaklic 2003) were not included irststudy. The internationalizaton of CEE
companies was analysed along three dimensionspreafr internationalizaton (R),
environmental selection (E) and modal choice (M)lel REM model. In contrast with the
previous behavioural models of internationalizatom REM model discusses the reasons of
internationalizaton, but in my opinion it can n& kegarded as a process model because the
time dimension is not considered.

Other contributions to the literature about the FDActivity and
internationalizaton behaviour of formerly stateiabist countries from CEE published in
English are mostly one country studies referringSlovenia (Svetfi¢ et. al. 1999,
Prasnikar et. al. 2001, Jakland Svetllic 2001a, Jakti and Svetli¢ 2002, Svetti¢
2002, Jakkk and Svetliic 2003a, 2003b), Estonia (Roolaht 2002, 2004, WKis3303,
Kilvits and Purju 2003, Varblane and Sérg 2003,ljRei2004), Hungary (Eltétet. al.
2002, Antaléczy and Eltét2002b, Incze 2003, 2004, 2005), and most of theen a
empirically oriented. For example in his doctor&ésertation Roolaht (2002) proposes to
analyse the impact of the firm’s relational choicas the outward internationalizaton
process based on explorative case-studies. Folipairholistic approach the author put
forward three relational choices based on the netiof gradual learning of the Uppsala
Model, external networks of the Network Model anternal networks of the Internalization
Model. The first choice is to internationalise esfiing from extensive relations with foreign
networks, suppliers or employees. The second chogans deep involvement in external
network, use of foreign employees and suppliersl fmally the third choice is to integrate
in intra-corporate network, which is probably thestest way to internationalise. In the
author’s consideration internalization as a retalachoice means being internalised rather

then internalizing other units. Although the aimtbé study is to analyse the impact of
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relational choices on the internationalizaton, firepositions refer to the connections
between the relational choices and the firm, made industry characteristics. In my
opinion it is not enough clear how the author af #tudy defines the internationalizaton
proces?’ which dimensions of the internationalizaton aomsidered when it comes the
impact of the relational choice. In my understagdihe relational choice is part of the
internationalizaton process, thus it is tautologidca analyse its impact on the
internationalizaton. The author concentrates orspied of internationalizaton as well and
finds that the pace of internationalization diffargunction of the relational choices.

Using the same cases for the analysis Vissak’'s3P@Bsertation identified four
different internationalizaton paths of foreign own@mpanies from Estonia (Vissak 2003,
pg. 138.):

1. If the company and its owner is strong and sucokdsieir network relationships
are helpful and the managers interested in intemmaizaton a foreign owned
company could internationalise quickly both befagd after the foreign
investment.

2. A formerly unsuccessful firm might internationalifeester after finding a strong
foreign owner with helpful network relationshipsdanterested managers.

3. If the enterprise is formerly successful but thenewand its network constrain it
this may slow down its internationalizaton process even lead to de-
internationalizaton.

4. If a company has no (considerable) internationaviies before the FDI and the
foreign owner and its network partners are weakwandterested, the firm might
de-internationalise or remain (mainly) domestic.

From the above statements one can see that instbdy the internationalizaton is
operationalized based on the speed of it. The aih@racteristics like location, entry mode,
sequential structure, duration, repeatedness/unégsectc. are not considered.

Analysing the reasons for de-internationalizatonlj&e (2004) dissertation
concludes that change in strategy and lack of nateynal experience has been the main
groups of reasons behind the de-internationalizatocally owned firms, which usually
posses less experience and knowledge de-interaéied more often then foreign owned
companies. Similarly companies which have diretied production to the other transition

countries de-internationalised more often then camgs that have sent their production to

9 The author defines firm’s internationalisationamsact of widening firm operations in a foreign ieorment
(Roohlat 2002, pg. 16).
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western markets. This result was explained with fie that the majority of Estonian
investors do not possess significant competitiveaathge in other transition markets
however the Estonian companies are still competitivproviding subcontracting services
for Western European companies.

From the above literature review one can draw thecleision that expansion of
CEE firms into international markets can be attiglouto several external environmental and
internal firm-specific factors. Consequently norighe above presented internationalizaton
models can explain per se the international belhaficCEE firms. This fact calls for not

only testing existing theory but also for the fotioa of new frameworks in new contexts.
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2.4.4. Literature on internationalizaton of companies frdomgary

First the empirical phenomenon of firm internatitweton in Hungary is discussed
followed by a review of the exisiting literature.

The phenomenon of internationalizaton and foreigrectl investment of
Hungarian companies can be traced back to the-statalist period. At that time
Hungarian firms expanded abroad mainly by meanexpbrts and some FDI in sectors
where Hungary was strong exporter such as medigapments, pharmaceuticals, textiles,
wines and food and electrical lighting products [liltan 1987, Inotai 1989, Apathy et. al
1991). Besides CMEA markets exports were directedatds developed countries like
West-Germany, Austria, United Kingdom, United Séaterance. In these markets firms had
commerce related direct investments as well, asted in order to support their export
activity (McMillan 1987, Inotai 1989). However tree¥Vest-European facilities were quite
small in terms of operation and presented low ll@fefinancial performance compared
with foreign businesses (King et. al 1995). In satases Hungarian companies used their
Western facilities as means of pulling up-to-datehnhological knowledge (McMillan 1987,
Inotai 1989). Manufacturing facilities had beenab$ished in developing countries such as
South America, Africa, India in order to produce tioe local market.

In most of the cases the international activityh&f companies was performed by
government-controlled industry specific bodies, rsues Medimpex for medical and
pharmaceutical products. Starting from the eighieme companies such as the rubber
manufacturer Taurus were credited with internafidrede rights, in the literature coined
with the term socialist multinationals (McMillan 19).

In the nineties the gradual liberalization of imi@ional trade and the massive
inflow of foreign capital brought totally new comtidns for Hungarian firms. The collapse
of the CMEA hit drastically the former exportersdasocialist multinationals (e.g. Apathy
1991). These companies as the other state-ownerpeases as well had to concentrate their
forces towards survival. Hungary’'s domestic savimgsre quickly absorbed by the
privatization of small companies, establisment wiab shops and entrepreneurial firms,
while big traditional firms offered for privatizatn have been acquired mainly by foreign
investors attracted by market opportunities andtieficy seeking motives as well as the

favorable political and legal environment and goweent incentived. In the beginning

* The national government needed capital to acdaieign reserves, necessary to pay off the largeida
debt that arose to finance the reforms in the 198Qsthermore in implementing its privatizationas&gy,
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foreign companies investing in Hungary establisjoaat ventures with local companies
with the aim to facilitate their own adaptationttee local regulation systems and social
environment as well as their access to the exisailgs networks on local and the former
CMEA markets. Through these relationships local panies expected to get access to
capital, advanced technology, management and niagkexpertise and even new markets
(Lyles and Salk 1996, Tari 1998, Szab6 and Kod3@32Balaton 2005b). However most of
the local firms have beelater bought out by the foreign partner (Szabé and Kocsis
2003, Balaton 2005b). As regards their internaficactivity, most of them are active
exporters and some carry out (indirect) foreigediinvestment as well.

As it was stated by Welch and Luostarinen firms g#arnationalise without
leaving their home countries by means of becomuppkers of foreign firms (Welch and
Luostarinen 1993). These firms coined with the teontractor MNCs (Mathews 2002)
can be considered multinational because they amguired to supply and deliver at any
point in the world where the established firm sfy)esi Becoming subcontractors of
multinational companies was a strategy chosen tgraeHungarian firm especially in the
machine and light industry in order to compensatdlfe lost markets, reducing the costs of
their own transformation and integrating in theeinational networks (Racz 1991, 1993,
Antaléczy and Sass 1998, Szanyi 2001, RadosevicYamdk 2001, Balaton 2005b). In
addition to the opportunity to connect to foreigarket networks in most of the cases these
foreign partners brought financial stability andlirevel technology as well. In order to
remain competitive as suppliers of foreign partnemne of these companies went
international performing efficiency seeking investits (Radosevic and Yoruk 2001).
Moreover these companies were able preserve thedraignty in these foreign partnership
relationships (e.g. Kkzertechnika Zrt., Videoton Zrt.)

The inward foreign direct investment had a considler role in developing skills
and technology and moreover in increasing the pdcmternationalization of formerly
domestic-focused industries, (Swvétl and Rojec 2003, Szabd and Kocsis 2003, Kalotay
2003). The inflow of managerial and technologicabwledge and the mimetic behaviour
(Di Maggio and Powel 1983) - observing the foreigmestor firms with high legitimacy
and acting in a similar way- also contributed tcee tbevelopment ofindependent
indigenous companies Some of these companies led by local entreprensometimes

Hungary consistently stressed the importance afgiomg in new management, technology and investriment
order to revitalize privatized firms, and has tliere been motivated to attract foreign investore @D, 1995,
Bager and Kovéacs 2004).
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with international background as well expanded abirddy means of exports directed
predominantly towards EU markets (Incze 2006a). ralker group of indigenous
companies started to expand abroad throught fodirgict investment as well and a few of
them managed to become reputable multinational eamn the CEE region (Incze 2005,
Incze 2006a) aiming for the title okgional multinational. These are big joint-stock
companies with dispersed ownership structure cthettdy the local management. The
other group of indigenous foreign direct investar® thesmall and medium sized
companies expanding abroad.This group of investors is quite big however their
investments are mainly commerce related and theuamof the investments are less
significant (Réti 1998).

Turning to the exisiting literature on the inteinatl expansion of Hungarian
companies, studies referring to the period bef@@0lare rather sporadic (e.g. Inotai 1984,
McMillan 1987, Inotai 1989). These are predominargmpirical studies dealing with
general trends of foreign direct investment of Hann companies and the characteristics
of their international expansion such as their watton, geographical location, entry mode
and international activity. While Hungary was ori¢he most active host country of foreign
direct investments in the CEE region, until 199@ tfolume of outward foreign direct
investment was insignificant (Antaléczy, Mohacsips¢ka 1998). This can be one of the
main reasons why the literature dealing with thiengmomenon appeared starting from 1998.
In the following literature covering the period Wweten 1998 and 2007 is discussed.

The first empirical publication on the topic wagittlof Antaléczy, Mohacsi and
Voszka (1998). The article presents the initialastations on capital export from Hungary
up to year 1998 and firm level data on the chareties of investing firms, investment
motivation, location choice, first experiences ofeign subsidiary management and future
plans for investment abroad. The sample includecctenpanies with considerable FDI, all
of them being privatized and reorganized havinguifigant capital and human capacity,
representing sectors like chemicals, pharmacesticahchine, light and textile industry.
The authors pointed out that in international tethese companies could be regarded as
small or middle sized firms. Most of them were {estock companies with very dispersed
ownership structure. As regards the evolution @ ithvestments along time the general
trend observed by the authors is that companias @stablished representative offices
followed by commerce-related investments while patthn abroad was the final step. In
most of the cases investments abroad have beemc&édafrom the free capital acquired

during privatization and subsequent capital raBsgn joint-stock companies these firms
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had no choice but to grow if they wanted to getawls from the capital market. The
authors found that the natural growth area for Haple companies was the less
competitive and more risky Central and Eastern pemo market. In these markets
Hungarian companies could benefit from the knowdedgcquired during their own
privatization and reorganization, since in many esasnvesting abroad denoted an
acquisition of a state owned firm with similar pleins they have had at the beginning of
their transformation. The knowledge of how to negetduring privatization as well as how
to handle crisis situations proved to be very ingur assets. However the subsequent
foreign subsidiary management have been a leatnyndoing process. Concerning future
plans for investments the authors predicted a tcéridrther expansion on exisiting foreign
markets with relatively slow pace due to the limifenancial resources in comparison with
the well established multinational companies.

Another important empirical contribution to the iopf internationalizaton of
Hungarian companies is that of Antaléczy and EI{8002). This paper is part of the results
from the research project about the general pattefroutward foreign direct investment
and internationalizaton behaviour of firms from &fi\CEE countries summarized in
Svetlci¢c and Rojec (2003). The reaserch covered 22 maiabjitional locally controlled
and managed joint stock companies and referredhgontotivation, market entry mode,
effects of the investment on the company as welbasiers and problems of foreign
investments. For sample companies the most impontanivation to invest abroad have
been market related (e.g. growth) followed by styat motives such as promoting a brand
name. Cost related motives proved to be less irmpbrAcquisition of production facilities
was the most preferred entry mode besides commeleded greenfields. The most
significant effect of foreign investments on thengany have been the increase of their
export activity as well as their market share, oamhg the market seeking objective of
firms. As regards the competitive advantage of éhesestors in comparison with their
competitors the authors have found technologicabwkedge as the most important
advantage. Marketing and organizational know-howewenportant advantages as well.
Probably a most thorough investigation of these petitors would have been beneficial for
the interpretation of these results. Finally, peobs related to the host-country proved to be

the most significant barrier of investment. Lackfioancial resources and adequate staff

*1 The research referred to Czech Republic (26 firrs)onia (69 firms), Hungary (22 firms), Poland} (2
firms) and Slovenia (39 firms). The Hungarian saiptluded large companies.
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were less important barriers. In order to interpinese results a more indepth analysis of the
internationalization strategy would be beneficial.

Futher empirical contributions dealing mainly wittacroeconomic processes of
outward foreign direct investment from Hungary asllvas firm level data about the
motivation, location, entry mode and the main peaid of foreign investors are Réti 1999,
Antal6czy 2001, Magas 2002, Arva et. al. 2003, Kutzy and Sass 2003, Szécsi 2003,
Kalotay 2003b, Antal6czy 2004, Erdey 2004, Farka@42 Antaloczy and Sass 2005.

Another stream of research is dealing with Hungefilans internationalizing by
means of supplier contracts or joint ventures \iotieign firms (e.g. Racz 1991, R4cz 1993,
Szalavetz 1997, Antaloczy and Sass 1998, Szanyli, Ré@dosevic and Yoruk 2001) as well
as the firm-level learning processes in these ioglships (e.g. Szab6é and Kocsis 2003).
These papers discuss among others if and how fofieigs could contribute to the survival
and/or international competitiveness of Hungariampanies. According to these articles by
supplier contracts and joint ventures Hungariamgiicould rely on the capital strenght and
international market knowledge of foreign partnétewever most of Hungarian suppliers
have been exposed to their foreign customers bedhey could not afford to procure their
material inputs for themselves (Szalavetz, 199 Qredver, new international relations have
been established exclusively on the basis of theigo partner’s interests. Few Hungarian
firms with suitable bargaining power in these lielahips led by strong local entrepreneurs
were able to benefit from these relationships sat tiney could remain strategically
independent. For example Videoton, Hungary's largegsmestically owned private
consumer electronics company was able to avoidstheontracting trap which creates
dependence and low value added by diversifyingatsitractual partner network, forward
integration along the value chain building on sgyeeffects of a holding company
(Radosevic and Yoruk 2001).

Another contribution to the empirical literature Blmngarian firms international
activity is the research project dealing with tlempetitiveness of Hungarian companies
dubbed Competitiveness Research Project (ChikaaleR002, Chikan and Czaké (ed.)
2009) that covers the export activity and foreigreat investments of Hungarian firms as
well (Incze 2006a). Since this is a research whbeeauthor of this dissertation had a
considerable contribution it is discussed in mards.

During our survey reseach conducted in 2004 wesinyated the international
activity of companies having assumed that withéhlargement of the common European

market and the intensified development process f@entral and Eastern Europe firms
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from Hungary have started to expand their actigityoss borders. We explored the general
characteristics of firm international expansionlsas motivation of international expansion,

foreign market entry mode and geographical locatiurther on we analysed the basic
characteristics of internationalized firms suchhasr size, ownership structure and branch.
Correlations between firm’s international orieraati(based on their export and foreign

direct investment activity) and firm’s performandegir influence on the industry sector and

attitude towards change have been analysed as@atipanies in our sample were mainly

Hungarian owned or with dispersed ownership stre¢tthus managed and controlled

locally.

Surprisingly, we have found that in spite of globafion processes and small
domestic market, Hungarian companies are stillllpcaiented. Results showed that from
the total amount of 260 companies 101 firms i.€03% the respondents had no export
activity at all. 61% of the companies had some expowever only 24% could be regarded
as true exporters. As regards foreign direct imaest (FDI), from the total amount of 297
respondent companies only 10%, namely 31 firms toadign subsidiaries where the
investor company had a minimum 10% ownership.

Interestingly we found little correlation betweexpert orientation and firm size.
Almost half of the small sized (48,44%) and 41%e medium sized companies had no
export activity at all whereas small sized compsmigo had export activity were between
the most active exporters. In contrast the colnmidtetween FDI activity and firm size was
higher. While small and medium sized companies weiry similar as regards their FDI
activity, large companies were significantly momige as foreign direct investors than
small and medium sized enterprises (SME’s). Fromile concluded that large companies
endowed with larger resources and capital are rapes towards FDI that requires higher
investments and therefore higher risk.

Market factors proved to be the most popular matwato go abroad. These
finding confirmed the results of previous studiesrfprmed on a different sample of
Hungarian companies (Antaléczy and Eit8D02) and the findings of Sveik and Rojec
(2003) as regards FDI motivation in CEE in gendrfak. 75% of the respondent companies
the presence on foreign markets was the main muotg/éactor of establishing subsidiaries
abroad. The second most important motivation faets the strategic motivation of growth
and sustaining competitive position on the markeésource- and efficiency-seeking

motivations were less important.
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Most of the firms (76,83 %) directed the main partheir exports towards high-
income EU countrigd. Interestingly the neighbouring Visegrad countaas other former
Comecon countries were less significant in thisarég This finding may result from the
lower market potential of this markets comparedhwitigh-income EU countries. A
different story, however, emerge if we consider tpnion of respondents about the
importance of different foreign markets. In spitetloe reduced export intensity on these
markets, Visegrad and Comecom markets were comsidas highly important foreign
markets. Further on the attitude of decision makansrds different countries and markets
should be considered as well. The under-representat exports in high-growth Asian and
developed US markets may result not only from tigl lyeographic, cultural etc. distance
and the resulting liability of foreignness, butaafsom the attitude of company leaders. As
one of the company leaders related during our tgiiaé interview, these markets are not in
the mind of Hungarian firm leaders yet.

The implications of internationalization on firm ropetitiveness were of
particular interest for our study. For our competihess measure we considered three
variables — firm performance compared with the aréestaverag®, firms' influence on
industry and firms’ attitude towards change. Thealation between export orientation and
performance was small. Company clusters composgéldban performance accounted for
little variance as regards their export orientati®f,84% of firms with significant export
belonged to the “leader” cluster, 31,58% were ftbim “average” firms cluster and 31,58%
were the “latecomers”. Similar picture emerged frone analysis of the relationship
between FDI activity and firm performance. 31% ofeign direct investors went to
“leaders”, 45% to “average” and the remaining 2%1#% the latecomers. These findings
however should be interpreted with reservation bgeat is not clear how companies think
about their performance compared with industry ager It may result from the simple fact
that export-oriented and foreign direct investompanies compared their performance with
the average of their sector in international termile national-focused companies
measured themselves in relation with their indigena@ompetitors. As regards the
correlation between international orientation abditg to influence industry development
we found that more than half of the foreign direatestors think that they can influence

industry development. In contrast companies withFl were less confident in such

2 In our questionnaire we asked only about the torof export activity, thus there was no datawttibe
location of FDI.
>3 Based on the respondent’s own estimation
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ability. Only 25% of them responded affirmative ttee question whether it is able to
influence industry development. With regard to tlkationship between export orientation
and ability to influence industry development wd dot find positive correlation between
these two variables. This result may be partly ttuthe requirement of a critical mass in
order to be an influencing actor of the industryickhcan not be reached through export.
Related to the position in industry network we fduhat more than half of foreign direct
investor firms think that having a central positionindustry network they are able to
influence the actors in the supply chain. Desgitefact that the correlation was small, we
concluded that firms with majority owned subsidearabroad were more able to influence
the development of their industry sectors. Expoktrgation however didn’t offer such a
position. From this result we concluded that natldndustries are in disappearance and in
order to be able to influence the industry supigic and its development one should come
into sight as a foreign direct investor. Finally erealysed the attitude of internationalizing
companies towards change. Our analysis showed#%%tof foreign direct investor firms
were prepared for change. Moreover some of thenR4%) were able to influence the
direction of change. Not surprisingly, 47,55% ofdtly oriented companies were prepared
for change as well and 11,7% were able to drivengba The difference between
internationally- and locally oriented companies was so big, however we concluded that
foreign direct investors in some extent are morarawof change processes then their
locally-oriented counterparts.

Our preliminary results from the 2009 survey (Inc2@10) of the same
Competitiveness Research Project indicates thahtbeest to invest abroad is still lacking,

that is, from the total amount of 280 firms only (893%) had foreign subsidiaries.

As the above literature review shows the proced#rof internationalization as
the sequence and interdependence of events ovez, tthe temporal profile of
internationalization was not yet analysed. My disg®n aims to close this gap in the

literature.
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2.5. Gaps in existing research and goals of this dissatton

The above literature review on multinational cogimms and firm internationalization
illustrated the different explanations on the estise of multinational corporations and the
different models on the ways firms internationaliZetween them there argeneral
theories or modeldike internalization theory of MNC (Buckley andagson 1976), or the
Uppsala model (Johanson and Vahlne 1977, 198@grative modeldike the eclectic
paradigm (Dunning 1980) or the several holistic sledf internationalizaton argpecific
modelsthat are valid in specific spatial and temporahteat, like the network model of
internationalizaton (Johanson and Mattsson 1988jher born global/international new
venture model (Oviatt and McDougall 1994).

Firm internationalization literature implicitly ceiers internationalization as a
time-related process, no matter if it defines gsaalual learning process (e.g. Jonahson and
Vahlne 1977, 1990, Welch and Luostarinen 1988, detra and Mattson 1988), or as a
rapid entrepreneurial process (e.g. Oviatt and Mojadl 1994). Several studies about the
role of time in addressing the dynamics of inteoratlization process have been advanced
(Coviello and Munro 1997, Kutschker et. al. 199'¢uBRer and Fischer 1997, Jones 1999,
2001, Jones and Coviello 2002, 2005, HurmerintéeRelki 2003, Hashai and Almor
2004). Attention has been paid to the time-basedgasual view of internationalization
(Malnight 1995) and its management (Kutschker dt. 1®97), the entrepreneurial
internationalization process along time (Jones @adiello, 2002, 2005). All of these
studies put forward the development and dynamicetafrnationalization over time. In
addition to the classical international businesscepts and constructs these studies have
built on theoretical and empirical concepts roatethe process theories of organizations,
such as innovation and change (Van de Ven and HLE#0, Van de Ven and Poole 1995,
Van de Ven and Engleman 2004).

In spite of the relevance of addressing evolutidon@ time in order to
understand and interpret the internationalizatimt@ssstudies dealing with the sequence
and interdependence of events along a period of temare still lacking. In most of the
studies the pattern of internationalization alongetis depicted however th@ocess itself
IS not examined

In organization studies there have been two basienstandings of the concept
of process — a “weak” and a “strong” one, partialyerlapping but also different (Chia and

Langley 2004, Van de Ven and Poole 2005). The ‘Wweghv treat processes as actions of
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“things” that can be described as variables oestahd can be compared, while the “strong”
view considers actions and things to be “instaintnst of process complexes” (Chia and
Langley 2004). Organizational research has beenirgded by the first perspective that
tends to be more pragmatic, empirically groundedi @malytical in orientation. The second
perspective has been primarily conceptual and dicaoncepts such as events, outcomes,
orderings, change, relationships, patterns, pofdad different contextual categories are
considered the essence of organizational life (aggley 1999). While the first perspective
helps us to observe and empirically research pseseshe latter enables us to appreciate the
sui generis(of its own kind/genus). The first approach isteabin the positivist research
philosophy with the final goal of explanation. Tisecond one is the interpretative
philosophy that aims describing and understanding.

Most of the international business research putidica can be located in the
positivist stream characterized by a “weak” procassderstanding. Interpretative research
philosophy has left out the attention and intexdsthe majority of international business
and business management scholars in gefiefidlis can be most likely attributed to the
simple fact that “explanation is essential to tlyeand practice” (Pentland 1999, p. 711).
However the so called “narrow vision” (Sullivan B)%f international business research
has been widened through the use of multidiscipfin@pproaches and more process
oriented research designs. One recent exampleeiggéimeral model of entrepreneurial
internationalization process (Jones and Covielld52(Qoresented in the literature review.
This is a conceptual model that integrates existhnaglels and concepts incorporating time
against which internationalization may be examinBge model communicates well with
the processual view of organizations however imish more difficult to decide on whether
the model belongs to the “weak” or the “strong” @@ss understanding. Internationalization
is considered along time, but the “story” of int&tionalization is reduced to “things”, more
precisely pre-selected variables, like firm stroetuand resources, environmental
characteristics, performance characteristics andns@ones and Coviello 2005, pp. 296).
The model explores the relationship between inpuid aoutput variables of
internationalization but says nothing about theusege and change of these interconnected
variables that leads to the internationalizatioernts along time. However as Pettigrew
(1990, p. 269) has stated “...theoretically sound prattically useful research on change

should explore the context, the content and theqa® of change together with their

> Surprisingly if one try to search in JSTOR databasing as key word ,interpretative”, narrowing gearch
to the title, only two articles are resulted.
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interconnections through time”. The Jones and Qlovimodel (Jones and Coviello 2005)
binds together the content and context of change,tle context is dealt as a static
dimension, hence the model serves a “week” progedsrstanding. Thus the first research

goal (Rg) is:

Ra: To observ actions and interactions related tamfiinternationalization and their
evolution over time in a process design fashiomnder to fully understand the reasons

behind the dynamic profile of internationalization.

Internationalization is a complex phenomenon thatantext-specific not only in temporal
terms but also as regards the spatial context qomesd#ly the institutional, cultural
environment of the phenomenon should be consideseah explanatory factor and not as a
boundary condition (Cheng 2007).

The literature review about the internationalizatif companies from
transforming CEE showed thdahe time based process of internationalization of
indigenous companies from Central and Eastern Europ is an under-explored area
This process is particularly important for the cadethe indigenous companies from
transformational countries that have operated sirt@ss environments with very different
transformational patterns (Szelényi 2004) and héowed very different paths of
development (Peng and Heath 1996, Whitley and Ge&b88, Peng 2003) and integration
into global economy (Meyer and Gelbuda 2006). Sinmesformational countries are non-
traditional home countries for an MNC, interactiomgh transforming environmental

conditions are important to study. Consequentlystend research goal is the following:

Rg: To perform a contextual study about the firm iin&ionalization process in the

specific CEE region.

It has been argued that international businesarelsénas been increasingly theory driven in
spite of the fact that the phenomenon which canstit the basis for the theory had been
changed (Buckley and Lessard 2005, Cheng 2007)yesearchers design their studies to
advance understanding of the theory rather thanptrenomenon under study which is
inconsistent with the goal of science phrased bynptd (1965) to be explanation and
prediction and not the advancement of a partictilaory or discipline for its own sake

(Cheng 2007). As the complexity of empirical pheeoon and theoretical fields increases
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this recursive approach is quite risky (Buckley &aiegdsard 2005) and in the best case will
lead to incremental theory extension with littlevienowledge development (Cheng 2007).
There is a need of Bartlett and Ghoshaliaypothesis-creation” research (Bartlett and
Ghoshal 2002) rather than hypothesis-testing rekearin Cheng’s wordgesearch should

be phenomenon motivated and theory-baseand not the opposite (Cheng 2007). Thus the
third research goal is the following:

Rgs: To analyze the original question of how comparmgsrnationalise motivated by the

empirical phenomenon and not by theory-based hysighs.

In summary, the objective of this dissertation asdescribe and explain the
internationalizaton process and to understand jimardic linkages between the temporal
context and the content of firm internationalizatiasing a phenomenon oriented research

design.
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3. Research framework

3.1. Philosophical orientation

In this section | describe my assumptions relatethé nature of the social world because
these assumptions shaped my research.

In Burell and Morgan (1979) terminology this digaépn is between the anti-
positivist and positivist approach. It is anti-gosst because the goal of this dissertation is
not to develop a generalizable explanation, modeltheory with predictive power
(explanation oriented research), but to describd anderstand the process of firm
internationalization that is called by Burell anaigan (1979) interpretative research. | feel
close to the idea suggested by von Wright (197a) plhenomenons of the nature are the
ones that we may explaine, while behavioral phemamean only be understood. The anti-
positivists think that the reality is not somethjmgrely objective or external to the perceiver
but it is socialy constructed and influenced by leceiver. Since | am an external observer
of firm internationalization (i.e. | was not invas in the activities studied) according to the
anti-positivist approach | can not fully understatheé studied phenomenon. In order to
understand a particular phenomenon it is essetatiaccupy the frame of reference those
involved in it. Thus the external observer viewpanh this dissertation suggests a more
positivistic approach. However this doesn’'t meaat tthe external observer viewpont is
totally objective and value-free as the positivegiproach suggests. | believe by the
methodology® adopted in this dissertation that is retrospectiase study approach based
on qualitative interviews with those involved iretprocess under study the aim of creating
a comprehensive understanding of the internatipatiin process can be realized.

To further position the dissertation in the fiell process and organizational
studies, philosophical views adopted in the fielel presented.

Inpired by the works of process philosophers sulHanri Bergson, William
James and Alfred North Whitehead, process metaphysi general, seeks to reveal the
developmentahature of reality, emphasizing becoming rather thtatic existence or being
(Center for Process Studies 2007). It also strefisesinter-relatedness of all entities.
Organization theorists Van de Ven and Poole defirecess as sequence of events that

describes how things change over time (Van de \Mfah Roole 2005). Thus a process

%5 For a more detailed description of the methodolseg chapter 3.2.
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explanation may include critical events and turrpogmts, contextual influences and causal
factors that influence the sequencing of eventg diithors distinguish four ideal types of
process theories: life cycle, evolutionary, diakeend teleological theories (Van de Ven
1992, Van de Ven and Poole 1995). These theormdased on fundamentally different
logics representing the underlying generative meisiha that explain why observed events
occur in particular sequence progressions, wheaifagpeircumstances or conditions exist.
- The life cycle theory suggests a linear and predeteed development of an
entity. External enviroenment can influence theeligment path but the immanent
logic is what governs the development.
-  Evolutionary theory argue for evolutionary develgmnprocess of variation-
selection-retention. Variations just happen, seacbccurs through the competition
for scarce resources and retention serves stability
- According to dialectical theory development is pditally induced by
disturbances to the balance of power between ctinfli goals and forces inside and
outside the organization.
-  Teleological theory relies on teleology, or the Ipsophical doctrine that
entities are purposeful and adaptive, take acbaeach the purpose and monitor the
progress. Thus process is viewed as “a repetiteguence of goal formulation,
implementation, evaluation, and modification of lgdaased on what was learned or
intended by the entity” (Van de Ven and Poole 18§5516). Although goals are the
motors of development, teleology recognizes theesdnal influences on actions.
Unlike life-cycle theory teleology doesn’t pres@ih necessary sequence of events
or specify which path the organization will follow.
Elements of these ideal types are combined in acheVorks and they rarely exist in their
pure forms (Van de Ven, 1992). However Van de VE®OR) suggests to make clear the
theory of process subscribed to in process reseBeihg aware that these theories are ideal
types the current dissertation could be placed imwitthe teleological view of the
development process since the characteristics iagsgovith this view are in accordance
with the view adopted in this dissertatioprocess is viewed as the sequence and
interdependence of subjectively purposeful indizidand collective actions over time
influenced by the specific contelt.accordance with the teleological theory thisth@ims
to understand a series of goal-oriented procegbes,is increasing or decreasing the

international involvement of a firm.
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3.2. Methodology

3.2.1. Case-study approach

Methods of data collection and analysis is deteeahitargely by the type of the research
guestions being posed. The research question guitia study is characterized as one of
description and understanding of firm internatioeablution over time. Consequently the
research methodology needs to allow for generatfdarge amount of multifaceted and in-
depth data and an approach that is flexible entaigiiow the researcher not to stick to the
existing theoretical framework3hus the case study approach was selected asitiogopt
method of data collection and analysis. The rati@orathis choice is in accordance with the
suggestions made by the main protagonist of the-sagly method Yin (1984, 1994) as
well, who stated that the case study method isepred when we analyse a contemporary
phenomenon within real-life context (in our cases ik the internationalization process of
Hungarian companies), searching for questions sash “how” (description of
internationalization process) and “why” (undersiagdhe internationalization process) and
we have little control over events (external obeef the process). Further on the method
allow us to examine the internationalization overetin alongitudinal fashion that is one
of the main research goals of this study. The amalgretrospective meaning that is based
on the backward-looking interviews and secondarta.d@he retrospective approach is
beneficial for interpretation and understanding &igllimits (i.e. the intreviewees don’t
remember well what happened in the past) can bendined by the longitudinal character
of data collectiof. The case methodology is also helpful in genegatensitive,
confidential or consequential data (Rouse and Pak#dch 1999) that is crucial in the
interpretation-oriented research.

According to Yin (1994) within the case-study ame one can use a single-
case or multiple cases and one can focus on singlerultiple units of analysis. Multiple
case-studies are designed to compare and contrasigh intensive qualitative analysis a
limited number of cases (Leonard-Barton 1990). harrton the multiple case study
enhances external validity by providing the oppoitiuto verify the research questions in

multiple circumstances (literal replication) (Eibandt 1989). The approach suggested by

5 A more detailed peresentation of data collectidhbe performed in Chapter 3.2.3.
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Eisenhardt (1989) however is rather positivistiecsi the author offers a strict and highly
structured method of case-analysis aimed at gengrtstable theories grounded in data
through the use of multiple case studies. The pieltase study reseach involving multiple
units and levels of analysis applied in this ditg@n is more related to the view adopted
by Hartley (1994 pg. 208-209) who considers casglystreaseach as “a detailed
investigation, often with data collected over aipeof time (...) provinding an analysis of
the context and the process involved in the phemomeinder studyrhe phenomenon is
not isolated from its context (...) but is of interesprecisely because it is in relation to

its context”
3.2.2. The research cases

As the focus of this dissertation is on Hungarianltmational companies three different
principles have been used to define the nationatitythe firm: the principle of
incorporation, the principle of the company headtpraand the principle of control.
Accordingly a Hungarian multinational company is a firm that iscorporated,
headquartered and controlled in Hungamhus the first condition was that the firm should
be incorporated, headquartered and controlled imgdwy. The foreign headquartered
companies that use their Hungarian subsidiariestieir subsequent investments were
excluded since they are not the subjects of theeptedissertation. The reason for excluding
them is that these companies internationalizatogy differ substantially from that of the
domestically managed and controlled compahi€khe second condition was that the firm
should fit the category of MNC thus having foreidirect investment, with effective
mangerial control. Export and import companies wuthFDI were excluded, because they
do not effectively control these subunits. Thedlselection criteria was the degree of their
commitment to foreign markets measured by the nurabd diversity of foreign locations
and entry modes, the preference going to the higleggee of commitment. The reason for
this preference was to assist the study of inteynalization process that is manifested in
foreign location and foreign entry mode, considetee most valid representation of what
occurs in internationalization” (Jones and Coviel®5, pg. 289)

As a result of this selection process and the gvilss of the companies to

participate in the reasea€tthe following three cases have been selected:

>’ The argumentation was presented in the subchapte.
*8 One of the selected companies declined to paatieim the reseach.
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- Magyar Olaj- és Gazipari (MOL) Group is an integthenergy company being
active in the exploration and production of crudle matural gas and gas products,
refining, transportation, storage and distributadncrude oil products at both retail
and wholesale, transmission of natural gas, andystidn and sales of olefins and
polyolefin’s. At the end of year 2009 the compargdha dispersed shareholder
structure and was one of the largest corporatioi@entral Europe.
- OTP Group is a retail-focused universal bank active€€entral and Eastern
Europe and Russia. In 2009 OTP Bank was the langgatl bank in Hungary,
Bulgaria® and Montenegro, with market shares of 20%, 13%3ad, respectively.
At the end of year 2009 the bank had a disperseteship structure of mostly
private and institutional (financial) foreign invess.
- Gedeon Richter is a Central-Eastern European natithimal pharmaceutical
company with growing presence in the CIS natiohs, European Union and the
United States of America. Gedeon Richter is a gen#gmug company since the
majority of its revenues derives from selling gémetrugs and generic APS
(active pharmaceutical ingredients). The compamjopmes original pharmaceutical
research as well, focusing exclusively on the idieation of active ingredients that
are effective in the treatment of diseases of #tral nervous system, primarily
molecules that are suitable for the alleviationcbfonic pain, schizophrenia and
anxiety. At the end of 2009 25% of Company sharesewin the hand of the
Hungarian Privatisation and State Holding Compafp\( Zrt.), 12% owned by
domestic investors and the remaining 63% owned byage and institutional
(financial) foreign investors.
Why these cases are relevant? With respect tsmteenational empirical literature they are
relevant because these firms differ from the mattonal companies originated in
developed markets as well as from the MNCs origithan developing countries in several
respects. First of all they are non-traditional MiNGecause they have grown to be
multinational in a transformational country parbNeth the economic development and
adoption of free-market system. They have startednternationalise having relatively
scarce resources and management capabilities, Batstern type” company image on the
international markets. They are not “born global™imternational new ventures” because

they are traditional, formerly state-owned compsraad not international from inception.

%9 Before HVB UniCredito merger
9 APIs are the chemical substances that are usée imanufacturing of drugs.
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They are independent, locally managed and contrditens that became multinational not
because they were contractual partners of foreigmsf as the so called “dragon
multinationals” from the late-developing countries because they realized the foreign
owners’ strategy to invest abroad (see the ternmeatlinvestor) and not even because they
were able to exploit their cost advantages ankiiosvledge to adapt advanced technology
very quickly to the local conditions as the thirend multinationals did. Consequently
these cases are relevant to analyse.

The relevance of these companies for the Hungatamomy is indisputable if
we consider that these firms are among the top&fsmational companies in Central and
Eastern Europe (UNCTAD 2003) as measured by themeidn assets and the
transnationality indéX. They represent the three regionally significanN®As from
Hungary owning several foreign subsidiaries. Thégypa crucial role in Hungary's
economy not only due to their regional but also tuéheir domestic importance: they are
among the largest companies as regards net saleen of employees and operating
profits (Figyeb TOP 200). Each of them is quoted on the Stock &mxgh and in Hungary
they are considered blue-chip companies. The aldetailed similarities between these
firms facilitate the comparison of their experiesom international markets.

It is no doubt that the generalization of the ressabout the internationalization
of Hungarian multinationals would require a largeoant of cases. However the depth of
process data and the aim of understanding the @xityplof internationalization process
tend to limit the number of cases that can be aedlyFurther on, the selection criteria’s
impose some limitations as well. The companiegstadargest indigenous companies with
foreign investment, hence, the internationalizabbsmaller firms may differ from what we
observe here because of the additional challengealsmall size brings to setting up a
foreign subsidiary. Moreover the firms selectedoiwkd a particular development process
starting as a traditional, formerly state-ownedegmise, lately privatized and restructured
and even though they became privately owned pwompanies they managed to remain
independent, management-driven companies. Firmsractesized with a different
development process — such as contractor MNC’swikat international in order to remain
competitive as suppliers of foreign partners— maljow a different path during their
internationalization. | discuss this idea in moegadl in the limitations section.

51 The transnationality index is calculated as theraye of the following three ratios: foreign assettotal assets, foreign
sales to total sales, and foreign employment ta trhployment
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3.2.3. Data collection and preparation

The process of data collection and preparationnsnsarized in the following figure:

Figure. 7 Longitudinal data collection and preparaton
Interviews
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The collection of data about the process of intiwnalizaton of these companies was
started in 2003 with a pilot interview at one oé ttase-companies. Based on this interview
and indirect data collection, a case study wasoped and the interpretations were
presented at The Third International Conferencedethmtional Business in Transition
Economies” in Riga (Incze 2004a). A standardizeédrinew guide was developed in order
to collect comparable information on each case wad used during the subsequent
interview-series performed in 2004. Intervieweaduded members of top management and
other managers involved in international busin&gsrviews lasted between one and three
hours. Secondary data were also examined, incluaiimgial reports, websites, promotional
materials, press releases and newspaper articlitsr fis phase a comparative case
analysis was carried out to identify major themed eoncepts emerging from the data. The
results were presented at Academy of InternatiBaginess Annual Conference in Quebec
(Incze 2005). Data collection continued in 2005 &@D6 with a series of in-depth
interviews adapted to each firm’s specific situatiocluding the adjustments made after the

previous data collection phase. The purpose wédltav the ongoing process, to refine and
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validate the information obtained earlier. Secopdiata have been collected continuously.
Based on the data collected so far the framewonk donalysing the process of

internationalization was developed. In year 200@tl@r interview series was performed.
The information collected during company interviewgre cross examined during an
interview performed with an external consultantriDg this long process of data collection
and preliminary analysis the idea was to focusdaia collection on emergent themes yet

still collect additional data.

3.3. Analytical framework and research questions

Based on the previously detailed research goals @mkbsophycal orienation of this
dissertation
- Internationalizaton above all is defined as a tbased process of involvement
in international operations.
- Internationalization is considered a strategic essc that is driven by
externally oriented and internally consistent megivand is manifested in foreign
location and foreign entry mode and referred aarinationalization pattern.
- Internationalizaton is a process in which intetiedaand integrated decisions
and processes combine to accomplish a firm's iddali pattern of
internationalization.
Further on, the study builds on the argument tim&rinationalization is part of and
inseparable from the overall firm growth and depetent process (Jones 199fBsted in
the specific environmental, firm and coporate greeur characteristics. Based on these
conceptual standpoints and the empirical data aelk during logitudinal research, a

framework for data analysisas been built.
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Figure. 8 Framework for analysing the process of fin internationalization.
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Since the objective of this dissertation is to désc and understand the time-based
dynamics of internationalization behavior of emeggmarket firms contributing to a time-
based processual view of internationalizatiome is the primary conceptual dimension
to which internationalization behavior is taggedn khis dissertation the firm
internationalization is analysed for a period of ®&ars, starting from 1990, that is the
starting year of free-market operation for comparfrom transformational countries and
ending in 2009, that is the endind year of thestud

Based on Jones and Coviello (2005) each momenthichwfirms entered or
exited a country became anternationalization event (le), whereas periods between
becamegaps measured by the number of years during which ne he happened. As
regards foreign location the evolution of the numbkforeign countries and the country
distancé” were considered. We mapped operation mode witidensubcategories such as
export, contractual modes (licence, franchise tesgia alliance, joint-venture) and foreign
subsidiary (acquisition and greenfield) indicatitige degree of involvement in foreign
markets. It should be noted however that the patiéinternationalization can be followed
by other indicators as well such as the size ofitkestment in the market (Johanson and
Vahine 1990), the range and extent of value add@ads¢hker and Baurle 1997), the

%2 The notion of country distance reflects the psycligtance (Johanson and Wiedersheim-Paul 1975pog apecifically
the cultural (C), administrative (A), geographicé) (and economic (E) distance between the counstiesmarized by
Ghemawat in the CAGE framework (Ghemawat 2001).
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strength of the links with the foreign markets .(itke degree of vertical integration)
(Johanson and Vahlne 1990, Kutschker and Baurl&)18&. We selected location and
mode due to the availability of data and to fagibtcomparability across cases.

Context at various levels shape firm internationalizatiom.order to build an
explicit link between the pattern and the conteutirty time we are looking at events,
actions and interactions over time that shapeithe-based internationalization behavior. In
this way we are able to follow and understand tlmnmex relationships during
internationalization process. In this dissertatitmee specific contextual levels are
considered: environmental level, firm level andpayate entrepreneurial level:

-  Environmental level refers to the global/regionaktional and industry
environment influencing the internationalizing firm

- Firm level refers to resources&capabilities as vesl overall strategies and
actions characteristic to the internationalizingnfi

- Corporate entrepreneurial level refers to the attarstics of individual

decision makers such as attitudes towards intemaltzation, international

knowledge and experience, inter-personal relations.

Time based internationalization behavioris analysed along the following specific reseach
guestions:
1. When the company initiated the first internatiopafion event and what influenced
the timing? - ENTRY
2. How the number and distance of countries and timeben and range of entry modes
evolved over time and what influenced the pattermVERSITY
3. How quickly the company expanded into internatiomalrket and what influenced
the rhythm of internationalization? — PACE
4. What internationalizaton stages can be identifiegrotime and what are the

contextual conditions that shape these stagesAGES
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4. Research findings

The first level of research output is ttleronological description of the internationalizarti
processof the three Hungarian companies. Background gegmrs of company histories,
their field of industry and basic internal firm cheteristics are provided to give context to
the cronology of internationalization process. Tlbisgitudinal study covers a period of 20
years starting from year 1990 till 2009. The prsces internationalizaton is considered
from the first cross-border operation of the firmt kdetailed analysis was performed
referring to the last 20 years of operation in fnegrket system.

The second level of research output is derived fthetontent analysis of the
chronology and interpretation of the dynamics deinationalization along the proposed

analytical framework.

4.1. From National Conglomerate to International Integrated Oil and Gas Company-
The MOL Group Case

4.1.1. Describing the internationalization process

MOL was founded by the Hungarian government in 1881the successor to National
Crude Oil and Gas Trust (Orszago8okaj eés Gazipari Trészt - OKGT) through the merger
of the nine oil and gas enterprises. At that tilme ¢company had huge efficiency problems
due to the overdiversified portfolio and structaral lack of market-oriented attitude. At the
same time as a consequence of liberalization ofdihandustry in Hungary and the
appearance of strong international competitors M@4dt its monopole position on the
Hungarian retail market. However MOL kept the lgatig position in oil refinery and
wholesale of oil and gas produc&arting from 1991 MOL have searched for internaaio
opportunities in research, exploration and prodantiand purchased its first international
oil field in 1991, when acquired the Kebili and #eaBlock in central Tunisia.

The privatisation process of the company had staite 1993, when the
government sold 7% of the shares to the municipaliind 5% to the public. According to
the initial decision of the government, 30-35% oOM shares would had been sold to
strategic investors, but none of the investors axetl by the governmental body were
interested in buying MOL shares. MOL’s managememgaged actively in company

reorganization and the development of the verycaitegrated national oil company was
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against the decision to sell the company to stiatagvestors. Besides company
reorganization the management started to develfirth’s long term strategy and decided
to expand across borders. 1894 as a first step of this strategy MOL estalglisiits first
international joint venture in the bordering Roneam order to commercialize motor oil.
In a partnership with the Austrian oil company OMV1994 it began building a 120km
pipeline linking Austria and Hungary which providadcess to natural gas from Western
Europe reducing the dependence on Russian trarsport

In 1995 MOL opened its first Romanian gasoline igtatparalell with the
transformation of the Romanian unit in a wholly @drsubsidiary. In the same year MOL
started to expand in Slovakia as well, along thsitess model used during the Romanian
expansion. Gradually MOL entered in the wholesalgnsent of the region as well.

Parallel with company transformation and internaioexpansion the company
privatization was performed. The new governmentharéw the decision to sell the
company to strategic investors and decided to 38 of its shares to financial and
institutional investors by introducing the compamy the stock exchange from Budapest
and Luxemburg. Further on it decided to changectimeposition of company management.
The state ownership decresed to 58,6% while thepaomrealized 30 Mrd HUF income
(Bager and Kovacs 2004). The stock exchange ftataitcompanying privatisation brought
about a fundamental change in the attitude andoapprof company management. The
inflow of managerial knowledge as a consequencehef appearance of international
consulting companies as well as established oilstrg competitors and the gradual
learning of how to organize and manage a publickstl company were decisive. The
internal company development was accompanied rgpspprous capital market. As a result
the company closed the year 1996 with 22,691 onilHUF net incomewww.mol.hy).

Between 1995-1999 MOL built its international polith of research and
exploration of petroleum and gas. MOL hold an iestrin an Egyptian oil field in the Nile
Delta as well as in projects in South Eastern Eer¢@reece, Albania), Middle East (Qatar,
Syria, Yemen), and in the former Soviet Union (Khgtan).In Pakistan together with three
Pakistani firm (OGDC, PPL, POL) and the Pakistammvgrnment MOL formed a joint
venture, MOL (10%) being the operator.

In 1997 the company continued its Romanian exparsimugh the acquisition
of AMOCO Romania PP and realizing its intended tsgg in retail continued to build

further gasoline stations in Romania and Slovaki@antime the government continued to
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sell its shares to foreign financial and institnab investors as well as local investors
reducing its shares to 36,2% and by 1999 to 25%+1.

Turning to the industry level events of the CenkEalopean market for oil and
gas industr§? at the beginning of the 90’s indigenous oil coniparinclusive MOL) were
nationally focused downstream companies. Someefitims such as MOL had upstream
activities as well, but they were too small to camicate their resources on the costly and
risky upstream business. Each national companyiteamvn refinery, processing capacity
and logistics system. The reason for this was tldofon one hand the oil and gas industry
was considered strategic by each country theredah of them built its own national
company. On the other hand the resource transitdaet these countries wasn’t possible
because each country was connected directly toi&uess their main source of the oil and
gas resources. The Adria oil pipeline connectingddury with Croatia down to the Adriatic
Sea was the only altenative way of sourcing viabfracountries. Consequently several
parallel capacities existed in the region and nbshe companies operated inefficiently. It
was commonly belived that after liberalization eacttional market could support two to
four major competing retail networks as an effitisnale would recquire about 25-40%
market share, depending on the size of the couhhys regional market consolidation was
a must. It was clear that the possible winnerfefdonsolidation process will be those who
are able to reach the critical mass in businesschies necessary for efficient operation. In
longer term, the leading role in the consolidagyocess would be gained by a vertically
integrated company, which would have a strong osiin refining, sales on the retail
market and up-stream. Unlike oil companies frometigyed western markets and Russia
active in the region that had been motivated byketgpotential and returns, these national
oil companies had been interested in the stabibzaif their position. By the second half of
the 90’s it turned out who are the potential ingegrs of the regional oil market and MOL
was between them.

As regards the wider operational environment ofGleatral European countries
active in oil and gas industry differences existednany grounds. The most important
difference was the different level of their econordevelopment especially as regards the
capital and credit market. In this regard Austreeswhe more developed market followed by
the group of countries such as Hungary, Slovenizecf Republic, Poland. The least

% The Central European market for oil and gas ingistludes Poland, Austria, Hungary, Slovakia, €re
Republic, Slovenia, Croatia, Serbia and Kosovo, tdoegro, Macedonia, Bosnia and Hezegovina, Romania
and Moldavia.
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developed group of countries comprised Slovakian&ua, Moldavia, Croatia, Serbia,
Bosnia-Herzegovina. Moreover, the demand marketoibrand gas products was also
different due to the market size and growth po#traf different countri€¥. Differences
existed in their institutional environment as wslich as price regulations, taxes, tariffs,
regulations referring to storage and supply obioyet. All these characteristics influenced
the profit potential of national industries. Furthen, these countries followed different
paths of privatisation of their national oil andsgadustries. The state ownership was a
major characteristics for that perfdd At these state-owned oil companies important
decisions such as international expansion werehe ltand of governmental decision
makers. It was anticipated that — depending onpttigical determination of the national
governments — these oil companies would be priedtia the years to come.

Year 1999 started with changes in top managemeniew Chairman of the
Board Mr. Janos Csék with considerable internatidreckground was appointed who
changed the strategic director and assigned ara@ofpfinancial vice president. Later a
new CEO Mr. Gybérgy Mosonyi was appointed as welbwtad come from the oil giant
Shell. Thus a new company vision had been settlBte strategy of expanding
internationally became the main priority.

As regards business lines core and non-core avghdden defined and it was
decided to divest non-core areas to free capital.

The natural gas business had become MOL'’s draggjvigion. Thought the
Hungarian Government had announced its intentiolib&yalize the gas market, the exact
timing of the liberalization process was still urteén and the issue remained deeply
political. Current price controls did not allow MQh increase prices in line with market
factors. Thus MOL’s earnings felt significantly. @&hmanagement decided to finance its
downstream international growth selling its inteio@al upstream assets. In it's
international upstream business the company hadbeeh able to develop the needed
portfolio to minimize the risks of research and lexgtion. Moreover on the global oil
market it was a period of oil bust due to the qudka of the Asian markets that made less
attractive the costly and risky oil and gas redeaned exploration. As a consequence the
management took the painful decision to cut baslkgé@ographically diversified and high
risk international exploration portfolidn 2000, MOL sold its interests in the Tunisiardan

Egyptian oil fields. The company’s exploration jaijin Qatar had been closed, while its

% Demand for oil products is directly proportionalthe evolution of GDP.
5 MOL was the first national oil and gas compangintral Europe to be privatised.
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two Albanian projects had been stoped. HowevelGlieece, Syria, Pakistan and Yemen
MOL concluded that it is financially advantageous ¢omplete its committed work
programes. In the following year the company widvdrits activities in Greece and had
focused its reserve acquisitions primarily on Rassid Kazakhstan shifting its focus from
exploration to production. The Pakistani exploratibad been continued resulting in gas-
condensate discovery in the first exploration ph@d€99-2002) and oil and gas discovery
in the first renewal phase (2003-2004). The Yemghoeation had been continued in two
blocks, MOL being the operator. 2007 it was in exploration phase.

Firm resources had been concentrated in the cdieing and marketing
(wholesale of oil products and gasoline retail) gedrochemicals businesses in order to
prepare the company for emerging growth opportesiin Central and Eastern Europe
(CEE).

The first available target was Slovakia’s Slovnaiftrefining and distribution
company. The tender was won by MOL against theriansDMV, the Russian Lukoil and
the Polish PKN Orle?f. MOL acquired 36.2% of the shares for 262 millld8D and had
negotiated an option to acquire a further stakethe company after two years, thereby
becoming the majority owner. By November 2003, M@d. acquired 98.4% of the shares.
Acquisition of Slovnaft was financed with a shamgssion in 2003 while the state’s share
was reduced to 22.7%. As a consequence of thistdmegestment MOL realized indirect
investments as well in wholesale and retail in AastCzech Republic and Poland and in
petrochemicals with exports in Austria, Czech Répuénd Hungary. Acquisition of
Slovnaft was a milestone not only for MOL but it sva leading case of privatization
acquisition made by a company with home-base isd-gocialist country of the Central
European region. With this step MOL had become gioral downstream player that
couldn’t be avoided by competitors.

Diversification along the petroleum value chain petrochemicals continued
with the acquisition of the Hungarian Tiszai Vefyimbinat (TVK) in 2000. TVK was an
export oriented company with exports mainly to \&esEurope (France, Germany, UK,
and Italy).

After several attempts to change the political sieci to keep gas price on an
artificial level the Chairman resigne@ihe new chairman Mr. Zsolt Hernadi, a member of

the Board had continued to prioritize the interoai expansion mainly through

% Major professional investors active in the regioch as Shell had showed no interest in takingipakie
privatization process.
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acquisitions. In 2001 MOL participated on the ptization tender for the Polish PKN Orlen
but the government revoked its decision to selldbmpany. In Poland restructuring and
privatization of the energy sector had proceedete qiowly due to opposition from trade
unions and other bodies.

In 2002 MOL established a 50-50% joint venture whit@ later troubled Russian
oil company Yukd5 for crude oil production in Siberia on the Zapaemalibalszkoje
(ZMB) il field. MOL founded the joint venture aarpof its long-term strategy devised in
1999 to maintain the company's oil reserves in vmwrising demand and declining
domestic production. ZMB had become a favorablatmadto MOL Group’s production
portfolio.

The next step of the regional expansion strategy tha acquisition of 25+1 %
of Croatian INA for 505 million USD in 2003. Theatlevas financed from a syndicated
loan of 600 million EUR. Options for further sharémd not been negotiated. The
acquisition gave MOL direct access to crude oil#igs from the Adriatic Sea, and also
meant a strategic alliance for further expansiondantral Europe. Via INA’s exploration
portfolio in Croatia, Africa (Egypt, Angola) and &, MOL re-strengthened its
international upstream portfolio. In retail MOL rkzed indirect expansion via INA’s
network in Slovenia and Bosnia-Herzegovina.

Meanwhile MOL continued to look for further acqtien opportunities in the
Central European region.

MOL took a major step westwards, into Austria. Thenpany purchased a fuel
storage facility in Korneuburg, establishing theslsaof wholesale operations theria
August 2003, the company lost the tender for a %9sbake in the number two gasoline
retail network in Serbia, Beopetrol, to Lukoil. $ecure a presence in Serbia MOL decided
to build a network of filling stations as a greefdi investment. In November 2003, MOL
and PKN Orlen signed a "memorandum of understaridinbereby the parties agreed to
examine the potential for partnership. For MOLsthiould furnish entry into Poland, the
largest market in the region, with significant gtbvpotential. An agreement between MOL
and PKN Orlen would represent the most signifiaagional consolidation step in Central
Europe. However PKN Orlen announced in Decembed 208t it was no longer interested

in a merger.

8" From 2005 the joint venture partner is Rosneft Wwhaght out the troubled Yukos’s part.
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Aiming for further international growth in April 28 MOL offered the
Romanian oil company Petrom a plan for a strategitnership instead of bidding in the
privatization tender. However, in the end its cotiipe OMV won the privatization tender.
This was a setback for MOL, which considered Romami important strategic market.

In continuing its resource seeking activities i tecond half of 200MOL
acquired a 22.5% share in the Fedorovsky Blockated in North Western Kazakhstan next
to the Russian border. The three party consortimtiuded MOL and American First
International Oil Company (FIOC), each with 22.5%tbe shares, and Avery Worldwide
Limited (acting as operator), with the remaininglst of 55%.

In July 2004, MOL moved into the retail arena of #ustrian market, with the
purchase of 75% of the Roth Heizdle Filling Gmbi targest family-owned company in
the Austrian mineral oil sector operating in thea@rand Linz region. Roth Heizdle GmbH
also possessed three major storage depots andetipéired logistics for the transport of
petroleum products. Since MOL had been the keylisugyd the company for a long time
and wished to stabilize its position on the Austreholesale market, the acquisition of Roth
Heizoble resulted in further penetration of the ersgtr marketMeanwhile the Hungarian
state reduced its shareholding in MOL to 11.7%.ttkarr on MOL agreed with E.ON
Ruhrgas that E.ON would take over 75 % of the gading and storage business and 50 %
of the gas import company Panrusgaz. The EU Conwnisspproved this transaction in
December 2005 subject to certain conditions. Onthefconditions was that MOL would
fully divest its gas storage and trading busin€&s€N decided to acquire the remaining
25% of the two companies. The transaction was ceteglby the end of March 2006.

In November 2004, MOL signed an agreement withl $trethe acquisition of
100% of the shares of Shell Romania. The deal dgeclua network of 59 retail service
stations spread across Romania and the lubricaadsation and commercial businesses.
Through this transaction the total number of MOLeied filling stations in Romania
exceeded 130 making MOL the third largest operatahat market.

In February 2005, MOL acquired an additional 5% shan the Kazakhstani
Fedorovsky exploration block, increasing its inttren the project to 27.5%. MOL
purchased the additional 5% share from ExploratMenture Limited (EVL), which had
earlier taken over the full 55% stake of former i@per Avery Worldwide Limited. The third
partner in the consortium remained First Internai# Oil Corporation (FIOC) with an
unchanged 22.5% share. In Pakistan the construabioa gas plant had been completed

and trial production started.
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To secure a presence, in 2005, MOL opened itsfiilisty station in Serbia. In
Poland however MOL decided to sell its retail netwacquired via Slovnaft to a local
company because it was unable to reach the critmabs necesarry to be efficient. In
wholesale continued to be a market player.

During this period of oil industry privatizationoim the region (1999-2005)
MOL participated on almost each tender (besidesatbeementioned cases MOL tendered
for Unipetrol in Czech Republic, for Beopetrol ier8ia, for Tlpras is Turkey, negotiated
with Petrol in Slovenia), demonstrating a proacterdrepreneurial as well as a preactive
defensive behavior on the increasingly competitivarket. Participating on tenders and
negotiations had been a useful exercise for MOlertbance its experiential knowledge
referring to internationalization. It was a leamniby doing process. The Tupras tender in
Turkey was one of the momentous examples. In AuBIBL participated on a tender for
the state owned Tipras, a Turkish refining comphay eventually went in the posession of
a corsortium formed by Royal Dutch Shell and a llammpany. During the tender and
negotiation process MOL acquired useful foreign keaknowledge outside its familiar
Central European region that proved to be a goaiditrg for the company as regards its
openness towards more distant markets.

The end of year 2005 brought changes in MOL’s oslmerstructure. As a result
of negotiations with the state MOL purchased anooptor 10% of the remaining 11,7%
state ownership. However it had been decided th@_Man not sell these shares to
strategic investors without state’s agreementhgl énd of year 2015. The remaining 1,7%
had been offered to small investors.

By 2006 MOL Group had achieved a stabil positionthe Central European
region and had a considerable financial power ds(Geoups’ EBITDA excedded USD 2.1
billion). However, MOL had no choice but to perssgtarching for growth if it wished to
garner rewards from the capital markets. Althouglgional acquisition opportunities
seemed to run out, the industry convergence cosdinkn the quest for growth MOL had to
move beyond regional boundaries. Further on, thdebletween the Austrian OMV and
MOL, the two regional integrators started to intgnsrhe industry environment continued
to be very favorable due to the high oil price argh refining margins.

For years 2006-2010 MOL formulated an aggressivevtir strategy, which
focused on rapid growth in upstream hydrocarborogapon and production. Accoding to
this MOL would go for focused (CIS, Middle-East, mwAfrica) and balanced
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(exploration, development, production in order exwge medium and long term reserve
growth) international portfolio.

In line with the new strategy MOL would further grats downstream business
in the region and beyond. Westward were the prinvaging markets, south- and eastward
were the primary investment markets. The lateroregias one of the most growing regions
of the world. Car penetration and utilisation haei growing continuously, infrastructural
investments had been expected to grow. Another lifapbaim was to increase strategic
stake in INA to a majority, but MOL had been fordedawait the decision of the Croatian
government to carry out further steps in INA's ptization. In natural gas business MOL
would focus on transmission and storage. In 2007LNf@ported gas directly from Russia
and from Western Europe and transited to Serbiani@eHerzegovina with possible future
opportunities to Austria, Slovenia, Croatia and Rama. To sum up in more operational
terms, by 2010 MOL would triple its hydrocarbon gwation and double its sales of refined
products, would become key player in Balkans andlavaevelop a network of 1500
gasoline stations.

Having the above presented ambitious objectivesritegnational expansion of
MOL continued in year 2006. The most active waghm upstream business. The year was
started with field development activities in theewstly explored Pakistani fieldater the
year MOL signed further concession agreement forather fields, Margala and Margala-
North in Pakistan. Geographical expansion in upstnehad been continued with a joint-
venture together with the Russian North-West Qdup (Szevero-zapadnaja Neftyanaja
Gruppa - SZNG), the owner of an the explorationcession on Szurgutszkij-7 oil field in
Siberia, later bought out by MOL. Further on, MOigreed a concession agreement for
exploration in Oman and together with INA launchedoint cross-border exploration
project in the Slatina (Cro) - Zalata (Hu) area dgsed to secure new volumes of natural
gas. At the end of the year MOL acquired the Ru&a#élex LLC for development and
production of the promising Baituganskoye oil field

In downstream MOL completed a swap deal with thend&oan Petrom (owned
by OMV) about selling 30 (including its parafinng stations) and purchasing 11 petrol
stations in order to optimise its Romanian retadtwiork. MOL group continued its
regional expansion in retail forming a consortiuwith INA in Bosnia - Herzegovina, after
winning the one year long (!) recapitalisation temdor Energopetrol, the leading petrol
company of Bosnia-Herzegovina, where they got aolabe majority by helding 67% of the

shares. The remaining 23% was divided betweendtierdl government of B&H (22%),
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and several minor shareholders (1%). The consortpeied 6.7 million USD for the
shares.

As regards natural gas business in 2006 MOL sigmedgreement with the
Russian gas giant Gazprom to establish a joint-hmalhject company in order to develop
feasibility studies about new pipelines, possildgional transit paths, storage facilities in
Hungary, and further business opportunities in Bouastern- and Central-Europe.

Year 2007 was characterised by several attemgtesifle takeover by Austria's
OMV. Paralell with its takeover defence actions M@tquired Italiana Energia e Servici
(IES), owner of the Mantova refinery in North-Itaipd a chain of 165 retail stations in
Italy. After the acquisition the Chairman statedtthES would provide a good opportunity
for further expansion in Mediterranean’s and wostdengthen MOL’s position in refining
and marketing on the Croatian, Slovenian, Austmaarkets.With this move MOL went
beyond its traditional downstream market. The samek MOL announced thecquisition
of Tifon retail network (36 petrol stations) in Gitta and at the end of the month MOL
formed a strategic cooperation in the forme of amfwenture with CEZ, a state owned
Czech company, the region’s largest energy entseprio jointly develop power plant
projects.The two companies agreed to have an equal equéyest and voting rights and
similar split of operational decision making in thew business entity. The JV will focus on
gas-fired power generation in four countries of {tarand South Eastern Europe, including
Slovakia, Hungary, Croatia and Slovenia. As a phthis cooperation, CEZ announced its
intention to buy a stake of up to 10% in MOL. “Tlsigsategic alliance provides MOL with
an entry into a highly attractive regional eledtyicmarket with additional growth
opportunities,” said Zsolt Hernadi, Chairman anddC& MOL Group.

The runaway for upstream acquisition was continbgdmeans of several
cooperation agreements in the Middle East and AffdOL agreed to cooperate with
Qatar Petroleum International (QPI) to exploit newwd existing oil and gas fields. With this
transaction MOL renewed a former cooperation agreetrfrom the early 90’. MOL also
acquired 40% exploration acreage from Tullow Oil foe Ngosso Permit offshore block in
Cameroon, which closely matched its goal of creptm valuable exploration and
production portfolio, with significant upside poteh. MOL also signed an agreement for
two exploration blocks with the Regional GovernmerKurdistan, accompanied by strong
competition. This secured for MOL access to onthefworld’s most fertile hydrocarbon

regions.
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The company continued to strenghten it's the upstrportfolio in 2008 as well.
At the beginning of the year MOL signed a Memorandf Understanding with the Indian
Oil and Natural Gas Corporation Limited (ONGC) tooperate in exploration and
production projects in India and elsewhere, as alh the field of technology transfer and
professionals exchange. In May this cooperatioreredeéd t035% stake in ONGC, the
Indian research blockAt the same time MOL extended it's exploration fui® and
further extended it's presence in Pakistandrguiring 40% interest of Karak onshore
exploration block in North-West Pakistaowned and operated by Mari Gas Company
Limited (MGCL). In parallel, MOL has assigned 25%rficipating interest to MGCL in its
100% owned and operated Block 43B in Oman.

The next step in internationalization was relateMOL’s power business. With
the intercession of CEZ theompany acquired the Czech engineering comp&ty
Energo, a leading supplier of investment units arfdrmation technology in the sector of
instrumentation and control systems and electréwtezal equipment Purchasing I&E
Energo MOL acquired technological knowledge basthenfield of power generation and
transmission.

After five years since the acquisition of 25+1 % Qroatian INA MOL'’s
ownership in INA increased to 47.15% via voluntgyblic offer With this move the
strategic aim of MOL was to maximize and captur@asfunities of regional growth in
energy market.

In the fuel business MOL has made another stepanAtustrian market. After
being already very active in wholesales with a raadhare of 1/3 in Eastern Austria, and
completing a successful cooperation with Roth AasBMBH the company opened the first
MOL branded filling station in Leoben, Styriat the end of year 2008I0OL and Eni signed
a swap agreement to be concluded through simultzeale of 26 retail stations held by
Agip®® Austria in Austria in return for 10 stations in Rania owned by MOL Romanie
both countries the aim of the retail station exgfgawas the market share optimization and
fulfillment of growth targets. Following the sucséd closing of the transaction, MOL
operated 73 retail stations in Austria and 121 am&nia.

Year 2009, marked by the global financial crisissviess remarkable from the
point of view of international expansion. The oglpss-border transaction was signed on

15 May referring to the acquisition @0% stake in Pearl Petroleum Company Limited with

% Since 2003 Agip is a subsidiary of Eni.
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legal rights in Khor Mor and Chemchemal gas-condémdields in the Kurdistan Region of

Iraq.
4.1.2. Understanding the dynamics of internationalization

As the focus of this research is on the dynamicBrof internationalization, the following

analysis identifies time-based aspects and chaimgdse internationalization behavior of

MOL along the proposed analytical framework in ertieunderstand the reasons (why’s)

behind the pattern.

Beginning with the internationalization events (Hejerring to country location

and entry mode, Table 4. shows clear patterns oL BI(ternational development.

Table 4. Time-based pattern of MOL’s internationalization: entry/diversity/pace

Date IE1 IE2 IE3 IE4 IE5 IEG IE6
1990
1991 Tunis Cortractual
1992
1993
1994| Romania Jaint verture
1995 Romania Greenfield Slovakia | Greenfield
1996-|  Eovpt,
Pakistan,
Albanis,
Greece, Cortractual | Romania | Acquisition Romania Greenfield Slovakia | Greenfisld
Qiatar, Syria,
YYemen,
1999 | Kazakhstan
Tuniz, W Sequential
2000 Albanis Slovakial | scouisition
m{: closed L36,236)
2001 | Greece. Syrier] 0zed
Sequertial |
2002 | Slovakis2 acouistion
(70%:
2003 | Croatiad Aoguistion | Slovakiad  |Tatal acquisttion
2004 | Kazakhstant | Cortractual | Sustis | Scquistion | Romania Acouistion
2005 | Kazakhstan2 | Raise control [RE8 raeritic __Poland ——fivestment
. [ e e Bosnia- | Partial Priv,
2006 Pakistan Contractual Oman Contractual % 5’ A i Romania | Swap deal s =
o - Renewed . "
2007 Haly Acquisition { Czech Rep. | Joint verture Giatar e Cameroon |Acquisition | Kurdistan | Contractusl
L &5 contra
2008 Inclia Acguistion | Pakistan | Acouistion | Czech Rep. | Acouistion | Crastis2 | & Austrig | Greenfield | Austria | Swap deal
2009 Iraig Acguisition
Entry

The first international event took place in 199ghti after the state-owned MOL was
founded as the successor to National Oil and Gast.TThe quick entry on the international
market was triggered by the oil market liberaliaatfrom January 1, 1991 that gave rise to

chaotic conditions and created keen competitionwdéen oil companies. The shrinking
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home-country reserves of petroleum and gas protueted the need to promote
independence from raw material suppliers were trexific industry-level motivations to
enter international markets such as Tunis whergetlesources could be found. On firm
level this time MOL was a locally oriented companith a highly diversified business
portfolio starting from research and exploratiorpetroleum and gas products via different
industry related services as well as sales of tipesducts. Expertise and competencies
could be found much more in the field of enginegiiinan in commerce. This may explain
why the international activity was concentrated lesiwely on one aspects of the value
chain that is research, exploration and produatibpetroleum and gas producBeing a
state-owned company to be privatized in the follmywears and thus highly influenced by
the political leaders of the time the entrepreradispirit was not really present at that time.
Thus the entry on the international market was nmmuohe a reaction to the environmental
constrains and the need of survival on the changadket than an internally triggered
strategic action.

Diversity

Turning to the evolution of locations and entry re@d able 4. shows that in a period of 19
years 53 internationalization events occured duwhde the company entered 23 different
foreign markets via entry modes ranging from canttral agreements to joint-ventures,
acquisitions, greenfield investments and swap déaie explanation of this rather high
variation of locations and entry modes is comingnirthe industry-specific factors
characteristic to the specific business areas whd@l is active. The pattern of
internationalization behavior in the upstream sagnoé MOL'’s activity including research,
exploration and production of oil and gas produstsery different from the downstream
segment including refinery, wholeshale and retadiband gas products as well as the more
recent energy segméhtThus in the following the evolution of internatalization pattern

is discussed separately for these businesses.

% In the territory of Hungary, the first discoveryiatlustrial value took place in the 1930's. Thedgalage of
explorations was in the 1950's and 1960's; it ithat period that the oilfield of Nagylengyel ar toil and
gas fields of Algy were discovered, the latter being considered ¢v@ay one of the richest in hydrocarbon
reserves. Until the mid-1990's, the exploratiorumwés gradually shranked (Annual Report of the Htinga
Petroleum Association 2003).

0n the energy sector the only international moMOL so far was a strategic alliance with a compfrom
Czech Republic to work on common projects in thgae.
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In the upstream segment at the beginning MOL tadyeuntries in North-
Africa and the Middle East, as well as South-EasEurope and CIS where petroleum and
gas resources could be found and/or field developraed production could be performed.
Most of these entries were small or medium sizegiepts performed via contractual
partnerships with local firms. It is worth mentiogithat for a period of more than ten years
the company stood away from Russia, one of the g@kets in the oil and gas industry.
The explanation could be that the new managemestesl in 1995 wanted to lessen the
dependence on Russian imports and searched forcaemtries to build its international
portfolio of research and exploration of petroleand gas. The geographical diversity of
upstream portfolio (though continued in Kazakhstakistan and Yemen) was cut back in
2000 due to the new direction in corporate strategyards the core downstream segment.
This change was attributable to the low crude odgs (hence less profit in the upstream,
more in the downstream) characteristic for thisqukrthe insufficient internal capacity for
this type of activity and lack of local-specific dnledge. It was decided that the upstream
activity will be directed towards Russia. As foretmotives behind entering the Russian

market, according to one of the interviewees:

“We always cultivated good technological relatigshivith the Russians. And Hungarian engineers
have a better chemistry with Russian engineerswesterners. In this industry political diplomasy i
also a factor. Often, it is not enough to pay fateal; during negotiations it is crucial to be atue

build up the political resolution.”

Simultanuously with the increase of the crude oitgthe company reentered Africa and
Syria via it's Croatian acquisition. The geograjhidiversity increased in the following
years with further entries in the Middle-East, &&j Kurdistan and India most of them via
acquisitions. As we can see excepting Russia cpuhitance was not relevant in this
business segment. The selection of countries aimy erdes was mainly influenced by the
available opportunities in resource-endowed coestmoderated by the available financial
and knowledge resources of MOL to match these magkgortunities.

Unlike the above discussed upstream business iteido and entry mode
pattern is much more visible in the downstream sdmMOL started it's international
activity in a close market that is Romania, moreaxea location where ethnic Hungarian
consumers live and continued to invest in the hamdecountries in the following years.
However MOL'’s internationalization pattern can &t attributed to the country distance
issues, such as cultural, administrative, geogcabhand economic (CAGE) distance

(Ghemawat 2001) only but much more to industry gjgeanes. As one of the interviewees
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related, in the downstream business supply chamagement is a very important factor of
competitiveness:

“In the oil industry you have to handle multipleoducts at the same time, there are complex
technological processes, consequently competitaserseedetermined by how efficient is your supply
chain management. The goal is to reach the opiimedration of the technological and the market
side of your suply chain. This is a very complegqgass and it is difficult to carry out. This is wha
only a few can do. Moreover you have to be car&uprotect your supply chain, not to let the

competitor to cut off your network.”
Thus the expansion strategy of MOL in wholesale @atdil segment was to invest within
100 km radius around its refineries, in order tackethe maximum efficiency in supply
chain management. With the acquisition of the St@ra and later on the Croatian oil
company this radius enlarged towards new counineéSEE such as Czech Republic and
Poland in the East and Serbia and Bosnia-Herzegonithe South. This way MOL became
the wholesaler of the Hungary-Slovakia-Croatia linerefore any oil company that wanted
to retail fuel in the area had to buy it from -thys time- multinational company MOL. As it
was presented in the narrative description the éidiew acquisition can be considered the
milestone of MOL’s history on the international mae With the acquisition of the Slovakian
company MOL consolidated it's market lead in Hurygand Slovakia and controled some
of the most complex and modern refining assetb@région gaining the size necessary to
compete on the international market.

In accordance with the 100 km radius supply chaitopophy MOL managed to
enter Austria as well. This was a major step in NMOéxpansion towards the mature
Western market and the territory of it's main Ausstrrival OMV. Acquiring the Italian
refinery and filling station network enlarged eveore the supply chain potential of MOL
in the Western market. However this region showedosie reduced growth potential in
comparison with the high-growth CEE market thatouniately went out of acquisition
targets.

As regards the entry mode diversity in the dowmstresegment while the first
entry mode was a joint venture with a local companythe following years the major
emphasis was on foreign acquisitions as an avemtast market entry. In three occasions
MOL acquired state owned firms via privatisatiorgaisitions that resulted a sequential
acquisition of the target. In those countries whigae minimum market share gained via
acquisition was insufficient MOL expanded furthea \greenfield building own filling
stations. According to one of the interviewees ti@son for acquisitions as the principal

mode of entry was that:
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“It is more easy and quick to acquire an existiegwork of filling stations. You don't have to deal

with the entry barriers of the newcomer. ”

In the retail segment when no other possibilitynafrket growth was possible the swap deal
(changing filling stations between companies) veesway of further market expansion and
rationalization of the existing network. An intetiag detail as regards the entry mode in the
Austrian market is that until 2008 MOL entered ttwmuntry via acquisition of existing
networks keeping the logo of the filling statioiswas just recently that MOL appeared
with its own brand name on the market of its mammpetitor.

Pace
After the very first contract in Tunis a three ygap period in internationalization followed.
This was due to the fact that the company was curaeteng more on it's own
reorganization and home-market survival than irseomalization. However the gradually
shrinking home market both in upstream and dowastreegment forced the company to
look for international markets. At this time thengmany was in a slow, reactive mode as
regards internationalization. According to onele interviewees:

“During the nineties we didn't have the financiaremght to carry out major cross-border

acquisitions.”
After ten years of slow and rather unfocused irggomalization the newly formed Board
with the leadership of the cost-killer Chairman aedgor a more aggressive and focused
approach towards cross-border expansion. In a parsaterview the Chairman stated that
benchmarks are global no matter if it is aboutdbmpany he rules or himself as a person
(Farkas 2001). On one hand this was an initiativa strategist with international vision
pulling the company towards foreign markets, on abiger hand it was a defence action
against unwanted acquisitions that pushed the coynfpavards growtf. It is important to
mention that at this time the state ownership des@e in such a way that it resulted in a
more dynamic management driven company. Besidesetiieepreneurial attitude the
increased speed in international expansion had bdkrenced both by push and pull
events. The most salient push was the need fosmagmarket consolidation as discussed in
the narrative section. Acquisition opportunitiessedl mainly as a consequence of the
privatization process of most of the national almpanies in the Central and Eastern
European region. Company growth to garner rewanas the capital market was another
pull for MOL to look for further international opponities. Since the windows of

"L Notably in 2000 the main competitor, the Austridiicompany OMV acquired a 9.3% stake in MOL, which
increased to 10% in 2001. However OMV'’s sharehgslihave not influenced MOL'’s strategy.
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opportunities were brief, there was an urgent néad early wins in the regional
consolidation, thus the company had to act quickhe advantage of MOL in comparison
with the other national oil companies was thaettagnized in time the crucial importance
of the interdependencies between different coumiaykets on the regional oil industry and
took imidiate actions in this direction.

International expansion of MOL did not slow downtire following years but
speeded up and culminated in 2006-2007 especiaéyta the number of investments in the
upstream segment. In the meantime the oil indusdd/reentered in a boom period and the
resulting free cash had to be invested. We cannssdhat the fact that MOL had to
compete with his one and only rival OMV was alsofaator that speeded up the
internationalization process.

In 2009 the company stepped in a phase of slowmgndthe international
expansion. One of the reasons was that the companlige efficiency frontier and had to
reconsider further growth in order to address te trends in the energy sector. The other

reason was the financial crisis that hit the adustry as well.

Stages

Based on the entry, diversity and pace of crosddrdmk formation the following stages of
international development have been identifiedctiag, regional positioning and beyond
the region. Figure 9. summarizes the results ofataysis along the proposed analytical
framework.

As regards the temporal characteristics of themgestthe pre-internationalization stage was
a short one year period. This was followed by trmgést phase of reacting to environmental
triggers. The next six years phase was the decisyienal positioning phase and right now

the company is in the phase of expansion beyondnmalgboundaries.
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Figure 9. Stages of MOL's internationalization

Stage 0 Stage 1 Stage 2 Stage 3
Pre-internationalization Reacting Regional positioning Beyond the region
1 year 9 year 6 years 4 years

Context

-Increased competition on -Favorable industry marging
) home market \cejuisiti -Decreasing opportunities
-Oil market liberalization [ (5 FEE SR T 1 e on high-growth regional
The -Shrinking home-maket  [{aaciie EEet i « pronmE= El markets
Environment| reSources : i suppliers o o meiee e - Newy trends in energy
-Parallel capacities in the I : ona sector
region [ —— -Takeover attemps

. ) -Available financial and
o . -Own upgrading and knowledge resources -Balanced upstream
-Diversified business privatization process -Shareholder oriented portfolio
The Firm portfolio Healthy balance | growth strategy -Outstanding operational
-Efficiency problems between engeneering -Growing market efficiency
-Dominance of the and busgne&s- attitude capitalization _Free cash to invest
engeneering attitude -Increasing capital -Integrated and —Sﬁlﬁ'h'g"m:ar'ﬁ'ége'rﬁ At
| optimised SC ' Kol
—In(lice.pendent decision
The Politically infl d : ; Hiaking -Sustaining management
g Y Intiuence -Continuous negotiator ; i
Corporate | decision making with the state gamer =R PUE Seh
Entrepreneur —Susitallnmg management
contro

The different colours of the boxes indicate theatree importance of the different
contextual levels in each stage, that is, whitddiey the less important whereas dark blue
the most important level.

The results show that environmental level factarshsas industry profitability
and the evolution of the regional competitive eomment as well as corporate
entrepreneurs’ attitude towards international mrlead risk-taking behavior are the most
important contextual factors in the internationavelopment of the firm. Firm level factors
such as available capital and the need for efficogreration regionwide are also decisive
factors of internationalization.

Besides the above presented behavioral dynamics@meéxtual elements that
shape the behavior it would have been relevant nalyae how the time-based
internationalization behavior influenced the firmrfprmance in terms of both financial and

non-financial measures. Unfortunately the lackatbchindered us in doing so.
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4.2. From Hungarian Incumbent to Regional Attacker — TheOTP Group Case

4.2.1. Describing the internationalization process

The predecessor of OTP Bank, called the NationalinBa Bank (OTP Bank) was
established in 1949 as a nation-wide, state-owraedkibg entity providing retail deposits
and loans. In the following years, its activitiasdathe scope of its authority gradually
widened. First, it was authorized to enter intol esstate transactions. Later, its role was
extended to provide domestic foreign currency astw@and foreign exchange services;
there was a subsequent diversification into progdbanking services for Hungarian
municipalities (OTP Group webpage).

The transformation of the Hungarian banking industd begun in 1987 when
Hungary returned to the two-tier banking systemthvdi few exceptions most of the system
branch offices and clients of the new commerciakisavhich were established were drawn
from the National Bank of Hungary. Since 1989, Ofd operated as a multi-functional
commercial bank. In addition to continuing its poas retail and municipal activities, the
bank had been authorized to solicit corporate laecounts and deposits, and to provide
commercial loans and banking services for corredgpon banking and export-import
transactions. In 1990, the National Savings Bantabme a public company with a share
capital of HUF 23 billion. Its name was changedhe National Savings and Commercial
Bank, known as OTP Bank from the Hungarian acronfubsequently, non-banking
activities were separated from the bank, along whiir supporting organizational units.
The state lottery was reorganized into a sepatate-ewned company and OTP Real Estate
was established as a subsidiary of the bank (OTR@webpage). The Bank’s strategy was
to sustain its dominant position on retail segnasrd to enter in corporate segment. In order
to cover the costs of up-to-date products a newinyisystem was needed. However the
bank continued to be controlled by the state thsiilted highly politicized decision making
(Bager and Kovacs 2004).

The privatization of the Hungarian banking indudtad been started only from
1994. The reason for it was twofold. On one handegumental bodies were reluctant to
take the politically sensible decision of bank ptization. On the other hand the state-
owned commercial banks financing the ruined Humgarcorporate sector had great

resource problems that made them unattractivehfopbtential direct investors (Bager and
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Kovacs 2004). A costly consolidation of the stateied banking sector followed (Bager
and Kovacs 2004), thus by the middle of the 1998t ownership in banking sector had
increased. By 1995 the position and profitabilityteese banks had been reinforced thus the
interest of foreign investors started to incre&e1997, with the exception of the two main
retail banks - OTP and Postabank - and banks reggenfor development, most of
Hungarian banks had been acquired by foreign baikeg to capture market share on
OTP’s traditional markets as well, such as retail anunicipalities sector. Besides
competitors entering via acquisition of state-owneommercial banks (e.g. Erste),
greenfield expansion of foreign banks (e.g. Ra#ai HVB, Citibank, Inter-Europe, BNP)
focusing mainly on corporate (foreign multinatis)adector was another trigger for OTP to
speed up its own transformation.

The privatization of OTP had started from 1995. ééhon the dispersed
ownership structure model majority of shares haehbsold to institutional and financial
investors. 5% went to bank management. Initially Hungarian state as owner wanted to
sell the bank to strategic investors but the Cham@EO argued that the Bank would be
able to finance its own development and up-to-#tatevledge of bank management would
be acquired directly from the market (Gavra and &02004). Important to mention that
being a savings bank OTP had not been affectedhéybteakdown of the Hungarian
corporate sector. Consequently the shares of thk ad been introduced on the Budapest
Stock Exchange and on the stock exchanges in Lusergband London. By 1997 state
ownership had decreased to a single voting preder@olden) share.

The Chairman/CEO Mr. Csanyi Sandor, elected in Ie82a critical role in the
transformation process of OTP. An economist and@auant whose first job was at the
Ministry of Finance, he assumed management corafolan inefficient state bank,
transformed it by focusing on retail banking, audtistaff and coming up with up to date
products and information technology financed frod@D 50 million World Bank credit
(Gavra and Bogéar 2004). The credit card businessquakly built up, an extensive ATM
network had been expanded very fast and by 199eoianking had been introduced.
Further on the Bank entered in the corporate angegrfinancing business. The regionally
expanding MOL became one of its main corporatengast The end of year 2000 was an
important moment for the Bank. The state had stadenegotiate with OTP on a possible
“strategic partnership” with the state-owned Poaitdt) the second largest retail bank of

Hungary offered for privatization. With the acqtimn of Postabank OTP would increase its
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home-market share. Negotiations were continued 0812but ended up with failure.
Consequently Postabank privatization was postpéned

To sum up, during this ten years period OTP habilsted its home-market
position and arrived to the end of its internahsfarmation process. The focus had been
reoriented towards development work aimed at maimg OTP’s competitiveness and
improving the effectiveness of its business openatiover long term (OTP 2002 Annual
Report).

Starting from year 2001 it had been clear that Benk would expand
internationally. The accumulated capital, know-hawd expertise developed during its own
transformation, the market opportunities on the ¢mewing Central and Eastern European
financial market were the main motivating factofthe Bank formulated a set of
preconditions for the upcoming bankacquisitionse Thost important preconditions were
gaining a majority position in every acquisitionhish would enable the bank to make all
decisions independently and a minimum level of readhare, market position and growth
potential of the market.

International expansion had started from May 200ghwhe acquisition of a
state-owned Slovakian bank, Investicna a Rozvopaaka (IRB), later renamed OTP
Banka Slovenskdeing the only bidder, OTP acquired the majorityslbares of a middle
sized bank with 54 branches acting on a mature ibgnknarket with enhanced
competitiorf®. The purchasing price was only 13 million EUR & Price-to-book ratio
(P/B ration). These numbers - at first look showagood deal - indicated the troubled
reputation of IRB on the Slovakian market. Accogdito company interviewees the
Slovakian acquisition and integration project pebve be a valuable experience for OTP.
During this process the company learned about thie steps of a foreign transaction, the
critical areas of standardization and knowledgedifer within the Group, about how the
knowledge should be transferred, how communicadiwh cooperation should be managed,
which are the critical organizational and manadéssues.

After the first cautious foreign market project g@cond expansion scheme was
in Romania for the largest Romanian bank, Banca €oa Romana offered for
privatisation. Presumably because of its lowerrfaial power and organizational resources
and persisting political conflicts between Romaarad Hungary OTP decided to apply

together with Bank Austria Creditanstalt owned Ine tGerman HVB. However the

2 The bank was acquired by OTP’s main competitar Ahstrian Erste Bank in 2003.
3 The Austrian Erste Bank, OTP’s main competitor atasady on the Slovakian market.
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Romanian Government vote non-confidence for thesadia and due to the little interest
(only two bidders) postponed the privatisationsjnte of the failure OTP didn’t give up to
enter this high growth market.

Year 2003 had been started with the reinforcemetiieoSlovakian investments
with two life and non-life insurance companiesthe retail segment the Slovakian market
was dominated by three large foreign banks andchéurgrowth would occur only by
regional mergers. This was true for the other dmed markets on the banking sector as
well. In order to continue its international expamnsprocess OTP started to look for targets
on the less developed but high growth Central aastefn European banking markésuch
as Romania, Albania, Bulgaria, Serbia, Croatia.

From the several potential acquisition targets,May 2003 OTP acquired its
Bulgarian alter ego, the state-owned market lea@¢ail bank, the DSK Bank for EUR 311
million (2.2.P/B ratio).During the tender OTP’s main rival was the AustrteBRSTE who
eventually offered a price under EUR 300 milliordahis way lost the tender. In the same
year OTP established a local insurance and leasorgpany expanding the product
portfolio of DSK.

Right after the acquisition in Bulgaria OTP wentAllbania to compete with the
Austrian Raiffeisen for the acquisition of the S@s Bank of Albania, the leading retall
bank offered for privatization. In spite of the erid price that was higher than Raiffeisen’s
the confidence of the local government went toAhstrian bank.

The next step towards international expansiontwascquisition of 100% of the
Romanian RoBank’s shares for USD 47.5 million imilA004. The Bank owned by Balli
Group registered in the United Kingdom and Baynakdaoup registered in Turkey was a
small corporate bank with 14 branches and less 1Bamarket share. With this acquisition
OTP’s objective was to enter quickly on the onehaf least-banked operating environment
in Europe. Later the bank had been renamed OTP Bankania and had been developed
further through greenfield expansion.

Taking advantage of a subsequent acquisition oppibytin its core region for
expansion OTP made its binding offer in Novembed&t purchase 88% of the shares of
the top ten Serbian JU banka a.d. Beograd. Thevegle ranked by the bid price, social
programme and the investment and development gieatand Alpha Bank (Greece) was

ranked first.

" The banking boom from Central and Eastern Europs driven mainly by GDP growth, the boost of
business activity particularly in respect of foreijrect investment.
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The year was closed with the acquisition of 95.58Ptthe private owned
Croatian Nova Banka, later renamed OTP Banka Hiketwith the purchase price EUR
236 million (2.8 P/B ratio)The price was rather high in comparison with tt@ market
share. However the bank’s 89 branches were locatedly at the coastline, one of the most
important region of the Croatian economy.

In the quest for a significant market share on Rmgnanian market next year
OTP raised the Romanian subsidiaries’ registerepiteaby EUR 30 million to nearly EUR
50 million in order to finance the following retaibtwork expansiqrapplied to participate
in the privatisation process of Casa de Econom@aisemnatiuni C.E.C.-S.A. (CEC) the
fourth largest Romanian bank, apdrchased 95.81% stake in the Romanian insurance
company Asigurarea Ceccar Romas for the purchase lmUR 1.92 million.

Exploiting the available foreign market opportuestion its strategic markets
OTP submitted its binding bid for the purchase ohgority stake in the Kyiv-based Joint
Stock Innovation Bank UkrSibbank, Ukraine’s fifdrdgiest bank in terms of total assets. The
tender was won by the France based BNP ParibaspGHuawever the Bank continued to
search for other opportunities on the high growkndihian market.

The Serbian banking market was chosen as anotlyemkeket for OTP due to
the privatization opportunities, economic growthd amproving macroeconomic situation.
In 2005 the Serbian government decided to privateewhole Serbian banking sector and
started to offer its banks for sale. At that tirhe humber of banks active on the Serbian
market was around 40 thus market concentration avasust. Consequently an intensive
battle between banks interested in regional expartsad been started. OTP itself planed to
have many irons in the firdn December the Bank was able to gain a footholdhm
Serbian banking market by acquiring the 89.39% shaackage of the small state owned
NiSka Banka for EUR 14.21 million purchase priée¢.the end of 2005 the bank had a
market share of 0.7% and served its 80,000 clxat&4 branches.

In the next year OTP Bank submitted a preliminann-binding offer to acquire
a 99.75% shareholding in the Croatian HVB Splitskakd®. The Croatian National Bank
expressed its concerns that the purchase of Splitakka by OTP Bank would result in a
market concentration in certain regions of Crodhiat would possibly harm a healthy
competition. To mitigate the concerns OTP Bankiated negotiations with the Croatian

National Bank, which was the competition authonityCroatia. These negotiations however

5 As a consequence of the merger between HVB andréttito Group, the merged bank had to sell onésof i
Croatian subsidiary not to harm the law of commatit
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did not lead to an outcome acceptable for bothigmrAccording to the Croatian National
Bank OTP either had to sell its Croatian subsidia@TP banka Hrvatska (OBH) - or it
would be obliged to sell the majority of OBH’s bchies.

The next attempt of OTP to expand on the Serbiatkehavas a bid for 99.43%
in Serbian top ten Vojvodjanska banka a.d. Novi 8&gjvodjanska banka) that eventually
went for the National Bank of Greece Group. In shene vain OTP lost the battle for the
shareholdings in Panonska banka a.d. Novi Sad (R&adanka) that was finally acquired
by Intesa Groupln April however OTP signed the sale and purchagee@ment for the
acquisition of a 75.1% stake in Zepter Banka, US[3@5 million (cca. EUR 34.2 million).
Zepter Banka was founded as a privately-held bank992 and in 2006 had a nearly 1%
share on the Serbian market.

Parallel with the Serbian expansion OTP put a geffatt to gain a foothold on
the other key market of Ukraine and submitted derdbr the acquisition of a majority
stake in Kyiv-based Ukrsotsbank. Ukrsotsbank wasaldke's fourth largest bank with a
market share of 5.2%. The winer of the tender waerddito GroupIn June however OTP
acquired a 100% stake in Raiffeisenbank Ukraine YRB later renamed Closed Joint
Stock Company OTP Bank, for EUR 650 million (4.B FPatio). This was the most
expensive acquisition in the history of OTP’s fgreiacquisition till that time. The Kyiv-
based RBUA was founded on March 2, 1998 as theidiabg of Raiffeisen International
Bank-Holding AG, which was majority-owned by Raiffen Zentralbank Osterreich AG.
RBUA was a corporate bank and had a market shaB66t and was Ukraine’s seventh
largest bank. Raiffeisen decided to sell its subsydn order to save the costs and time of
integration of Raiffeisen Ukraine and the newly @ioed top bank, Bank Aval as with the
acquired bank Raiffeisen became anyhow the numieeptayer on the Ukrainian market.

In July 2006 OTP completed its Serbian bank padfelith Kulska Banka
paying EUR 118.6 million for the 67% share packa@ke Novi Sad-based bank had a
1.5% market share in the Serbian banking marketvaasl the biggest bank in OTP’s
Serbian portfolio. Integration of the three banlksl tbeen to follow sometime in the near
future. For the moment the expansion rush wasdridgbus.

In the same month OTP acquired 96.4% of the Rudsmasts-berbank Group
for USD 477 million (EUR 373 million) purchase @i¢3.8 P/B ratio).Investsberbank
Group’s market share was relatively low (0,4 %)t Wwas among the first 50 banks in the
Russian market comprising over 1,200 participaitse private owned Investsberbank

Group consisted of three banks: Investsberbankedaa Moscow, Promfinservicebank,
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seated in Novorossiysk, acquired by InvestsberbianR000, and Omskpromstroibank,
seated in Omsk, acquired in 2004. The legal megogmess of the two acquired banks into
Investsberbank was expected to be completed in #ug006. The Moscow headquarter
and the country-wide branch network were importac@tion-specific advantages.

Meanwhile the Romanian Government reopened thafmation tender for its
savings bank Casa de Economii si Consemnatiuni.(J.Eonsequently OTP re-submitted
a binding bid for the purchase of a majority 69.8Bare stake. Eventually the privatisation
process was stopped again because it was decidedCEC would be drawn into the
process of distribution of EU resources.

In August OTP purchased 100% share package of @ms&tg Komercijalna
Banka (CKB) for EUR 105 million in Montenegi©KB was founded by 28 locally owned
small and medium-sized companies as greenfieldstment in 1997 and was the largest
commercial bank in Montenegro giving OTP a 44 petroearket share in Montenegro.

Year 2006 was closed with a compulsory bid for #oguisition of a 100%
shareholding in Croatia-based Diners Club Adridtit. with a market share in the Croatian
credit card market around 30 %. The winner of tidenms Erste Bank.

With five acquisition deals in four countries tdita 1.3 billion EUR OTP
closed its most active year as regards interndtiexgansion. As regards the industry and
institutional environment influencing the Groupisasegy the end of year 2006 denoted the
end of privatisation opportunities in the bankiregter of Central and Eastern European
region.

Year 2007 elapsed under the aegis of consolidatonGroup level. The
objective was to rationalise operational procesmad to improve operational and cost
efficiency of the members of the Group. In ordecépture synergy effects, a harmonised
development and integration of several activiti@hw the Hungarian and the international
Group was needed. As a first step the Bank renatseldrand image in Hungary and its
foreign subsidiariedwith the merger of the three Serbian Banks NiskakBaZepter Banka
and Kulska Banka a new institution was creat€de merged credit institution took the
name of OTP banka Srbija a.d. Novi Sad and its dneatier was located in Novi Sad. The
credit institution established as a result of therger served a total of 285 thousand retail
and corporate customers through its 106 brancheB. lianka Srbija had a market share of

th
some 3% and following the merger, it ranked ©8 the Serbian banking market among its
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35 players. OTP’s future objective had been toedase the market share via organic
growth.

At the end of the year however OTP made its seemogisition in Russia
purchasing 100 percent stake in Russia’s Donskosodtey Bank (DNB) for USD 40.95
million. DNB, a privately owned retail focused universahlbavas located in the Southern
Federation District of the Russian FederationhanRostov Region and ranked as one of the
leading banks of the Rostov Region serving itsamsts through 46 branch offices. The
merger of DNB with OAO OTP (formerly Investsberbank®TP’s Russian subsidiary
acquired in 2006 would be performed.

Year 2008 was characterized by focusing on stristhategic markets which
were considered as markets with higher growth pialem mid-term, and the Bank had
strong competencies and market positions in thaketes Consequently OTP Garancia the
company’s insurance business (including the foregerations as well) was sold to the
French international insurance group Groupama.rAfte settlement of the Garancia-sale
OTP’s capital position further strengthened. Asponse to the scarce of liquiditythe
second half of 200&livestment of the Slovakian and Serbian subsidiadame into
guestion These two subsidiaries were unable to reachritieat mass (10% market share)
of competitive operation. Selling these subsid&@®P could have raise funds for further
expansion in markets such as Russia and Ukrainet@rehter new markets in eastern
Europe and central Asia. One sign of the motivatmexpand further was a meeting with
the majority state-owned PKO Bank Polski, Polamafgest bank that could have led to
OTP acquiring control of the Polish finance house.

However negative developments on internationalnitiel markets accelerated
to such an extent that October 2008 the management revised its eapliens of divesting
its Slovakian and Serbian operatioignder the new situation those assets could haea b
sold only at heavily depressed price levels whighBank was not in a need of at alt.the
end of the year 2008 the Group suspended its lgdmisiness expansion in Russia, Ukraine
and Kazakhstan and sold its loss maker internatideasing business OTP Leasing
SlovenskdOTP Annual Report 2008p a Czech financial company. Further on the Group
increased the capital of its Ukrainian subsidiary.

2009 was marked by the financial crises and manimtgistability on the home

and main international markets, thus no cross-badivity was performed.
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4.2.2. Understanding the dynamics of internationalization

In the following the process of OTP’s internatiopation will be analyzed along the
proposed analytical framework in order to undemstéime reasons (why’'s) behind the
pattern.

Beginning with the internationalization events (Hejerring to country location

and entry mode, Table 5. shows clear patterns ¢t'©ihternational development.

Table 5. Time-based pattern of OTP’s internationalzation: entry/diversity/pace

IE1 IE2 IE3 IE4 IE5
Lo{:ationl Mode L-:rcationl Mode Lo{:mionl Mode L-:r{:ationl Maode Locnti-:rnl Mode

Year

1990

14
1992
1993

1994

1995

1994

1997

1998

1599

2000

2001

Privatization
acguisition
Privatization
acguisition

2002 | Slovakia

2003 | Bulgaria

2004 | Romania | Acquisition

ion| Ukrsine | Acquistion [Montenegro | Acouistion

2009

Entry

OTP delayed twelve years before engaging in intemal activity and was relatively
latecomer on the rapidly privatizing retail bankim@rket in Central Eastern Europe (CEE).
On the environmental level the nature of industimsolidation process in the CEE region
was a fudamental aspect. In 2002 when OTP perforit'edirst bank acquisition, the
Austrian Erste Bank, one of the main integratorshef CEE retail banking market and a

competitor of OTP had already major presence indduwyy Czech Republic, Croatia and
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Slovakia. Hungary, Czech Republic and Slovakia #émda lesser extent Poland had
committed to selling banks to foreign investorsthg end of the first half of the 1990s
leading to the consolidation of the advanced fimdnmarkets of the CEE region. During
the first half of the 1990s, neither Bulgaria nankania privatized any banks and foreign
ownership of banking assets was negligible at feas 1% in both countries by 1995. In
these latter countries bank privatization was dsdayntil the end of the decade and the
beginning of the next millenium due to the macreegnic instability and weak financial
sectors. Thus the direction of a future internalogxpansion was already assigned. Even
though OTP was retail focused universal bank it $@de corporate customers that already
invested in the region (i.e. Slovakia, Romania,adliey Montenegro and Bulgaria) that could
have been served by a local OTP.

On the firm level the motives for this late entrasvthe preocupation of the
Bank to solidify it's home market dominace by umling the service technology and
marketing knowledge. The absolutehowever gradually eroding- dominance on home
market, thus no urgency to expand abroad was anmhson that delayed the international
expansion. Being the state savings bank OTP wadistoessed financiall{ and the initial
public offering (IPO) from 1995 reinforced OTP’s:ndincial position. By delaying the
international expansion the company was able tod@n its dominating Hungarian market.
The twelve years period was long enough to acoexerience in bank restructuring, to
accumulate enough capitahd knowledge about up-to-date banking technolagybe

leveraged on foreign markets. According to onehefihterviewees:

“This very first foreign operation tought us how t@ansfer knowledge across borders, how to

communicate and cooperate with a foreign subsidiar
However the interviewees were not explicit aboud thsue my interpretation is that on the
corporate entrepreneurial level the motives foagelg international entry were the lack of
entrepreneurial motivation and confidence. The ga#lg decreasing state ownership and
the dispersed nature of the new owners assuredntiependence and flexibility of the
decision making team that could be favourable fi@tsgic decision making i.e. deciding on

international expansion.

®on January 1, 1987 Hungary returned to the twobi@@king system. With a few exceptions most ofstyeem, branch
offices and clients of the new commercial banksciwhiere established were drawn from the NationakBd#rHungary.
The restructuring of national economy was finanbgdthe new commercial banks drawn from the Natiddahk of
Hungary (Magyar Nemzeti Bank 2009).
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Diversity

In a period of 7 years 12 internationalization éseoccured during while the company
entered 8 different foreign markets. Due to thecsjpgty of the product offer(i.e. banking
services) possible entry modes are more limited fbaa production company. On the firm
level OTP’s entry strategy was to enter marketd vigh growth potential via majority
acquisition of local banks with sufficient markétase. Thus the company entered in each
country via acquisition of a local bank. In threecasions the Bank acquired state owned
banks via privatisation acquisitions. In those d¢agea where the minimum market share
gained via acquisition was insufficient OTP expahdierther via greenfield establishing
own branches. According to one of the interviewdss reason for acquisition as the

principal mode of entry was that:
“It is more easy and quick to gain the starting keéishare in a foreign market since retail clieares
rather reluctant to change banks. Via acquisitienbwild the platform than we can grow further via

greenfield branches.”

As regards the country distance the first entry atadew distance in terms of each element
of the CAGE framework (Ghemawat 2001). It was a-lesk entry but with high-
investment needs. However the Slovakian marketgatde be a highly competitive and
developed market from the point of view of bankisgrvices thus presented reduced
opportunities for further growth. The Bank did haa@me competitive advantage on this
market based on the ethnic Hungarian consumerthisuvasn’t enoght to get the scale for
efficient operation. Thus in 2008 the Bank wantedlivest this operation. Following the
first low distance entry the Bank gradually expahdemore distant countries and after four
years of international operation in the CEE reglmnBank went for a more distant country,
that is, Russia. As on of the interviewees relatpgortunities to acquire banks in the
western part of Europe (e.g. Austria) existed hawekie low rate of future market growth
(10%) and the low level of interest margins (2-3%%romparison with the eastern part of
Europe and Russia (20-30% for growth rate and 346% interest margins) were
demotivating factors.

If we analyse the commonalities between the tazgentries at the time of entry
one common characteristic is that excepting Slava&ll the other markets were
underbanked countries, thereby providing ample dppdgies to tap this potential. In
addition, on these markets the company could makeotithe it's knowledge to restructure
and upgrade an inefficient bank with outdated bagkiechnology. As one of the

interviewees related it is important to handle ¢sdrehind the curtain as well:
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“Rules and trustworthy legal framework is a necgsbat not sufficient condition to operate on these
markets, since this is an uncertain world and lgrgéluenced by political games; the business runs
not only because it was accurately prepared fimdlgcand in terms of regulations; decisions depend

on many other “soft” variables”.

However network ties of corporate entrepreneurddchave been relevant in low distance
countries such as Slovakia and Romania, especallyng privatisation acquisitions,

according to the interviewees this wasn’t important
“These are transparent transactions. You can nutact a business based on network ties. Market

knowledge however is very important.”

The markets where the Bank expanded further via established branches were Romania
and in a lesser degree Ukraine, since these wege markets with high growth potential.
Not suprisingly the greatest number of branchesvestablished in the area where ethnic

Hungarian customers live.

Pace

While the Bank delayed quite much it's first intational entry, the more aggressive and
planned approach that came after, led to severaigio entry attempts at the same time.
However as we could see in the narrative descriptiese attempts not always led to
foreign market presence. The Bank participated linbalding processes where it's
resources, knowledge and skills (i.e. restructuangoutdated bank) were relevant, and the
target market presented growth opportunities. RQuanperiod of five years the company
acquired more than one foreign bank in a specdaryYear 2006 was the most active since
the company accomplished five market entry reptasgiiour different countries whereof
three were totally new countries. Interestinglysthias the period of the acquisition of the
German-Austrian HVB/BA-CA network in CEE by theliga UniCredit that led to an even
more concentrated retail market in CEE. Not summgly the statement of the CEO Sandor
Csanyi (International Harald Tribune 2006) fromsthperiod indicates an emphasis on

remaining an independent bank:
“Nowadays, every three weeks | get asked whethewii&eep our independence or if we would

like a partner. | always tell them that | wouldhet like to acquire than be acquired.”

Besides the ambitious vision of the corporate @némeurs motives for the increased speed
of internationalization were the rising importarafethe retail banking in markets such as
South-Eastern Europe (SEE) and CIS since privaiisatpportunities in the region —apart

from the CIS countries — approached an end.
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During the period between 2002-2006 there wereaps gthat is, years without
internationalizing event. However the company a@guia small Russian bank at the end of
the year, the first gap period in internationai@atprocess started in 2007 and continued to
2009, the ending year of this study. According €ACCsanyi the gap was to be attributed
to a period of capital accumulation for further \gtb since the acquisitions and the cross-
border integration and standardization demande@a g@gmount of resourcesddsdeférum
2006) and the company didn’t want to increase adfitThe financial crises started in
September 2008 was another reason that prolongeddp period in internationalization.
Slowing down the process and focusing on capitaie@se proved to be a wise decision in
the wake of the financial shock that hit the woadd especially the financial services

sector.

Stages
Based on the entry, diversity and pace of crosddrdmk formation the following stages of
international development have been identified: eeixpentation, regional attacking and
slowing down. Figure 10. summarizes the resultsthef analysis along the proposed
analytical framework.

As regards the temporal characteristics of thesagest the pre-
internationalization stage was a rather long eleggars period. This was followed by a very
short experimentation stage. The next five yeamsplwas characterized by an extensive

internationalization that transited in a stagelofvéng down.

7 All the acquisitions so far were financed with italpgenerated from Hungarian operations, hybrtiés and the sale of

treasury stock.
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Figure 10. Stages of OTP’s internationalization

Stage 0 Stage 1 Stage 2 Stage 3
Pre-internationalization Experimentation Regional attacking Slowing down
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The results show that firm level factors such aalability of resources and knowledge and
internal processes such as organizational transftsmand firm overall strategy are critical
in the international development of the firm. Eovimental factors such as home-market
competition, opportunities and competition on intional markets as well as global
macro-economic environment are always present natidgrfactors of internationalization.
Corporate entrepreneurs’ influence in speedinghepprocess is visible no matter if this is
coming from an entrepreneurial vision or the defensact of keeping the managerial
control.

As regards the relationship between the time-bagedhationalization behavior
and firm performance the only data obtained on tegards is the profit contribution of
foreign subsidiaries to the overall performancehaf Group that is summarized in Figure
11. The figure shows that the contribution of fgresubsidiaries increased constantly, until
2007 Bulgaria — where the company achived the Bigherket share — being the leader
contributor. From this result we can conclude tinarket penetration on a specific foreign

market is crucial as regards firm performancemnaricial terms.
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Figure 11. Profit contribution of OTP’s foreign subsidiaries during time (source: own

calculations based on company Annual Reports)

300000
250000 A

200000

O Foreign subsidiary profit
150000 after taxes

100000 - B OTP Group net profit

HUF mn

50000 -

0 .
2002 2003 2004 2005 2006 2007 2008

-50000
Year

128



Emma Incze Ph. D. Dissertation

4.3. From Export-Oriented Company to Regional Midpharma Group - The Gedeon
Richter Group Case

4.3.1. Describing the internationalization process

The Company was established in 1901 by pharmaede@ Richter. The establishment of
his firm also marked the beginning of the developima the Hungarian pharmaceutical
industry. Initially, small-scale pharmaceutical gwotion took place in the "Sas" (Eagle)
Pharmacy.

Founder Gedeon Richter realized at the initial pr@isCompany's development
the opportunities relying in exports of drugs. Henvabroad to study industrial drug
production and after returning home his main olbjectvas to exploit the opportunities
existing on international pharmaceutical markesdédn Richter realized that expansion of
Richter's international commercial network was er@quisite condition for fast growth and
development. He started export activity based srphrsonal relationships.

The first indirect export agreement for the exalagistribution of Richter drugs
was settled in 1908 with the Italian Hotz compaagdal in Milan(Csontos et. al. 2001).
Leading up to World War |, Richter became export-oriented company exporting in
Germany, Holland, Denmark, Sweden, Norway, Swéndil Russia, Turkey and Asian
countries. In 1914 the Company settled an agencgesgent with Merck from Darmstadt.
Between World War | and World War IlI, Richter beeathe largest pharmaceutical
company in the former Austro-Hungarian monarchwdiag up to World War Il, Richter
set up 10 international subsidiaries in Italy, Eagtl, Mexico, Poland, Yugoslavia, Belgium,
Romania, Egypt, Bulgaria, Brazil and 43 representabffices).The company was known
in the region for its innovation by developing ang hormone drugs and its ability to
produce a wide-range of compounds. From 1901 temigeof the war, Richter had received
86 patents on original drugs. During WW Il Richtest its international network and it's
founder Gedeon Richter became a victim of the itatédn regime.

In 1948 the plant was nationalized under the newmena"Kébanya
Pharmaceutical Factory" @anyai Gyogyszerarugyar). However on the internalio
markets the acknowledged brand name Gedeon Riduetinued to be used. The
Company’s export and import activity was transfdrte Medimpex, the foreign trade

organization for pharmaceutical products that wstsl#ished by the Ministry of Foreign
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Trade and its role was performing cross-borderetraccording to the directives set by the
Council for Mutual Economic Assistance (CMEA). Thempany benefited from selling
throughout the Eastern Bloc under CMEA. Howeveekpansion was limited because each
“national democratic” country developed its own ihaceutical industry. The country that
offered outstanding expansion opportunities dugstoassive absorptive capacity was the
Soviet Union. By the 1960s, Richter had became the pre-eminemiplisu of
pharmaceuticals throughout the Soviet Uni&ulit Varga, who took the leadership role of
Richter in the 1950s was credited for much of trengh due to her strong Soviet relations.
At that time the Soviet market was large, secuiklead no pricing issueRoland was the
second most important export market, but Richtes aveecognized brand name in the other
socialist countries from the Eastern Bloc as wdietnam and Cuba were buyers of Richter
products too. Through Medimpex, Richter began regllbutside of the Eastern Bloc in
countries as diverse as Switzerland, Germany, $paence, U.K., Italy, U.S., Japan and
Mexico. Richter exported APIs to foreign pharmaceuticahpanies who in turn used the
APIs in the production of their own drugs. ExpagtiAPls through Medimpex was seen to
be positive for Richter as it ensured that quadtigndards were on par with international
levels. However Medimpex as intermediary deceleréte Company’s export development
and made administration work very complicated. bidigon earnings from exports
improved the foreign currency holdings of MedimpBeanwhile the company maintained
research and development efforts toward the creatieriginal drugs; results included the
first oral contraceptive in 1966 and Cavinton, aebeal oxygenation enhancer for the
central nervous system in 1977. In addition to pteareutical production the Company
launched new business lines, such as the produstiagricultural chemicals and veterinary
medicines. The Company made very good use of ilis siad expertise in pharmaceutical
production and developed a range of cosmetics wleaé marketed under the "Fabulon”
brand name as well as the new "Richtofit" prodwatge which used herbal extracts.
Besides its export activity the Company producedhHe Hungarian market and sought after
foreign production opportunities as well. Businestionships with developing countries
were considered politically “correct” thus 1969 Richter established a joint venture in
India (25+1% Hungarian ownership via Medimpex) with modest family owned
pharmaceutical company called Themis interestethénproduction of APISThe Company
contributed to the joint venture with its know-h@nd participated at the establishment of
the factory. During time Themis had grown up onehef country’s leading pharmaceutical

company. As a consequence of several capital iseseRichter's shares had decreased to
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15% and the initial technical support was replasgti trade partnership. In 2004 Gedeon
Richter had a 8.2% share in Themis Medicare Ltd.

In the 1980s exports to western countries furthereiased. In addition to a wide
range of commercial ties abroad, the Company atswluaded a series akesearch and
development co-operation agreements with Japaneske WS corporationsRichter set
cooperation contract with American Home Product883-1995) for instrument leasing
that was later apported to Richter free of chaFgether on the company set agreement with
two Japanese companies Takeda (1988-1996) and Kow& {1984) for common research
activity.

Year 1990 brought along major changes in the Copipanarkets as well as in
the Company itself. The collapse of CMEA, whereesalvere highly predictable and
exports were profitable for Richter, denoted theslof the Company's traditional markets.
The Company's situation became quite critical and992 was operating at a loss. The
owner, the State Property Agency (Allami Vagyoniiikseg) removed the CEO.

Reorganization of the company was performed by tiesvly appointed
management in 1992 led by CEO Mr. Erik Bogsch. Tieev CEO believed that the
Company can be turned to be competitive withoueitpr strategic partner. The process,
methods and success of privatisation in the Huaggpharmaceutical sector started at the
beginning of the 1990s was highly dependent on emmpanagement (Bager and Kovacs
2004). Some of the pharmaceutical firms had coasttategies some of them were driven
by external events. As the Hungarian pharmaceuirghlstry was attractive for foreign
investors by 1996 all of the pharmaceutical firmsepting Richter had been acquired by
foreign strategic investors. Richter's new managenueveloped a new strategy and a
concret privatisation programme for the Companye Tgrincipal features of the new
strategy were as follows: the introduction of a muwtricter financial control and audit
scheme, the elimination of products that were mactufed in small quantities, or at low
profit margins, the introduction of flexible licemspolicies (collaboration with many
partners), the modernization of the company's prbdartfolio, the elimination of
unprofitable business lines, or activities othemtlthose comprising Richter's core business,
enhancing marketing efforts, the development ofaaketing network to regain recently lost
Eastern European and CIS markets, the concentrati@search and development efforts, a
gradual reduction of total workforce while hiringwa staff in principal corporate growth
areas, a drastic decrease in outstanding shortaednlong term debts. Furthermore, the

adoption of a market-oriented approach to replheeoutdated production-oriented policies
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of the company was considered to be a principatesgic objective. By 1993, Richter had
turned a profit. In the same year the company haa ¥0% tax allowance for a period of
five years (1994-1999) and 60% for the followingefiyears (until 2004) promising
investments and increase of its exports with SanlHUF/year.

Following its successful stabilisation in Novem804 the Company was listed
on the Budapest Stock Exchange. A year later, Ricditares were also being traded on the
SEAQ international share market in London and oa ttlixembourg Stock Exchange.
Privatization combined with increase of capital gbt finacial capital needed for further
development and growth.

As a first step of the growth and adaptation predesmarket changes on the
former CMEA marketsin 1995 the Company had started to build its owrrkeiing
network through consignation deposits, represemaffices and joint ventures in the
traditional Central and Eastern European and ClSkess.

The positive results of an international test for @aral contraceptive drug
organized by WHO attracted the attention of muttoreal steriod producers from Western
Europe and US that resulted irade related collaboration contracts such as witte
German Schering A.G. for trading Richter drug ie t6BU, Switzerland, Norway and New-
Zeland Further on Richter establishedstiategic partnership to sell APIs to U.S.-based
Duramed’® Besides the financial benefits these collaboratiffered important references
for the Company.

In 1996 as part of its expansion plarRichter entered in a joint-venture
agreement (60%) with a Russian firm owning a bapknextile plant in the town of
Yegoryevsk near Moscow in order to set up a grekehfmanufacturing unitAs a first step
it had started to develop a packaging facility anslarehouse. In the same year Richter and
Hungary's other major pharmaceutical company Egpit the former state distribution
company, MedimpexRichter assumed the Western distribution officedeflimpexand
Egis took over the offices throughout the CHIBis way Medimpex gave Richter presence
in the U.S., 15 Western European countries and dapa

In 1997 RG perfomed a second share issue whilstdte ownership had been
reduced to 25,5%. International opinions about ®Ri¢h development process were very
favorable. Accoding to The Wall Street Journal RGuid be the first Hungarian company

becoming truly multinational.

81n 2001 Duramed merged with Barr Laboratories, Inc
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In 1998 Richter was hit drastically by the Russtaonomic crisis (Russia being
its largest foreign market) and its consequencesthen Hungarian market such as
depreciation of the national currency and high#aiion. Concerned that economic crisis in
Russia was more than just a cyclical market downRG unlike many of its competitors
stayed on the market. The consecutive company t@aten combined with capital
increase brought finacial capital and the needudher growth.

The principal feature of the renewed strategy laedcfollowing the Russian
financial crisis was geographical diversificationarder to reduce market risks. One one
hand it was decided to invest in the Central andtdfa European market in order to
strengthen the market position and to gain the ssaeg critical mass in its product areas in
order to enhance cost competitiveness. On the dthad the management decided to
expand its international strategic partnershipsesearch and development, in supply of
steroid active pharmaceutical ingredi€éhtéAPIs) to developed markets such as U.S. and
Japan and to increase its generic drug sales throwdtiple partners in the ‘traditional’ 15
countries of the European Unf8nThe most important issue was to bring togethemiw
strategy with the different international markendiions and own capabilities. Success
factors were seen to be low cost production cajiasilas regards APIs supftyon
developed markets, developed distribution netwarkttee CEE market and an ability to
navigate through complex industry regulations i dieveloped EU15 and US marKéts

In May 1998 Richter purchased a 50.98% majoritjkstan S. C. Armedica S.A.
a recently privatized Romanian pharmaceutical firen,relatively small actor on the
Romanian market with market share little over Z¥he investments required for Good
Manufacturing Practice (GMP) - level manufactursigrted in 1998. During the next years
as a result of repeated capital expenditure theeshfiaRG in the Romanian subsidiary had
raised around 100%. Further Bichter bought out the Russian share (40%) of thesRn
joint venture so the company owned 100% of thetalagiock. Following the clarification
of ownership rights next year the manual worksheg ywut into operation followed by the
launch of the machine workshop a year later. In Uaig2001 tableting started. Later in

October 2001 there was the plant’s inauguration.

9 APIs were the chemical substances that were ustéekimanufacturing of drugs.

8 The ‘traditional’ 15 countries refer to Belgiumyrafce, Germany, Italy, Luxembourg, Netherlands,
Denmark, Ireland, United Kingdom, Greece, Portug§gkin, Austria, Finland and Sweden.

8 Fierce competition had been started with the emgrigw cost APIs suppliers from China and India.

8 patent protection of many original drugs wouldiexpt the end of 1999.
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According to its strategy starting from 1999 RG hacreased its generic drug
sales through multiple partners in the ‘traditiohdl5 countries of the European Union,
U.S. and Japan such as Schering, Fournier, Takédgisawa, Aventis, Pierre Fabre,
Janssen, Hexal, Wyeth-Whitehall, Cyanamid, Bootslthieare and settled reasearch and
development agreements with companies such as ¢nma@ Merck KgaA and a few
leading Japanese companies in order to share tisésanf clinical tests in the human phase
which require large capital investment.

In 2000 RG acquired 63,6% ecquity stakeKijevoblfarmacija, a Ukrainian
wholesaler in order to build a manufacturing fatilsimilar to the Russian plant. By 2007
due to the unfavorable regulatory environment araglket conditions RG had not been able
to start manufacturing activity in Ukraine. In tlsame year RG established a long term
supply agreement with Ortho-McNeil Pharmaceuticalslohnson&Johnson subsidiary to
supply several steroid APISThis agreement together with the previously esthbli
cooperation with Duramed strengthened RG’s posittonU.S. markets. Following the
merger between Duramed and Barr Laboratories abéigenning of 2002 Barr reaffirmed
the cooperation with RG.

In 2001 RG continued to invest on its traditionaSCnarkets purchasing a 5%
equity stake of Protek, a Russian pharmaceuticablegaler company and increased its
shareholding to 88,6% in Kijevoblfarmacija, the dkrian wholesaler.

Continuing to expand its international strategiatqerships in research and
developmentin April 2002 Richter signed a long-term collabavat agreement with the
U.S. based Tripos, provider of discovery softwamdpcts to couple cutting-edge research
technologies with traditional chemical and pharmiagical methods in order to speed its
innovation process.

In the quest of strengthening its market positem Central and Eastern
European market and reinforce the company’s regjiondtinational roleon November
2002 RG acquired a 51% majority stake in the stateed Polish pharmaceutical
manufacturer GZF PolfaGZF Polfa was a mid-sized, profitable drug maniufiaer that was
left out of the first round of Polish privatizatiam 1997-1998. With the completion of the
five-year capital expenditure program, Richter'snevship in the company increased to
70.1%. Following the acquisition, APl productiondanther secondary activities were
terminated and the company engaged in the manuifagtof finished drugsRichter’s

Polish subsidiary had exported to Russia, Belatishekistan and Romania.
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Expanding its international strategic partnerslaptheend of year 2003 Gedeon
Richter had entered into agreement with the U.SetldVAX Corporation under which a
number of generic drugs would be developed forthitéed States market and distributed
exclusively by IVAX' wholly-owned subsidiary, IVIRKarmaceuticals, Inc. Moreover on 30
December Richter increased it's owneship in PoligtF Polfa to 63%.

In August 2004, Gedeon Richter and its old parffleemis set up a joint venture
company for manufacturing APIs and intermediated thiould help to increase Richter’s
synthetic capacity in the most efficient way inighly competitive environment. The new
company, Richter-Themis Medicare Private Ltd., ieaated in India’s Gujarat state, in the
town of Vapi. The shareholding ratio was 51% Ricla#ed 49% Themis Medicare. The
company started operations in 2006, as scheduled.

In the same year Richter continued its strategyesthblishing international
strategic alliances via its wholly owned subsidi&@gdeon Richter USA who entered into a
collaboration agreement with Forest Laboratorieglémd, a wholly owned subsidiary of
U.S. based Forest Laboratories, for a Richter depetl product and related compounds.
Upon execution of the agreement, Forest would paitBr an upfront payment and other
milestones if the development and commercializatbrthe product would successfully
completed in Forest’s territory. Forest would gty Richter a royalty on sales and would
purchase API from Richter. The parties would call@be on the development of the
product and would jointly fund such development.

2004 brought also the financial transaction of @vtigle bonds involving the
Hungarian state’s 25%+1 stake in Gedeon Richtee Hsue of exchangeable bonds
ensured that the Hungarian state had remainedratghider and had continued to exercise
its ownership rights until September 2009, enabRnghter to continue its strategy of being
an independent pharmaceutical company.

In 2005 Richter continued with its georaphicallyldmeed business model
exploiting the export opportunities in Russia ofisg the disappointing sales in the U.S.
and had started the renewel program for the Conip&&D facilities and procedures.

Next year RG settled a licencing agreement witimallssized US company KV
Pharmaceuticals about the distribution of RG’s generoducts in US. This was followed
by two collaboration agreements, one with Foresbdratories Ireland, a wholly owned
subsidiary of Forest Laboratories for the developtnaf APIs and related compounds and
one with the Japanees Mitsubishi Pharma Corporatiegarding the development and

commercialization of the same compound in Japanaihdr Asian markets. The company
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completed two licence-in contract with ProStrakancompany from Great-Britain and
Orexo a Swedish company to distribute the prodoictsese generic producers on Richter’s
traditional markets. In order to support its vedlly integrated business model in the
Romanian market, via its Romanian subsidiary thengany acquired a number of
wholesaler and retail companie$he main reason behind was that in Romania wag ver
difficult to compete without influence on pharmagidecause of the local regulatory
environment i.e. very strict price regulation omgucers. During the second quarter 2006
acquired a 98.05 percent ownership in wholesaleumrSibofarm, then a 99.94 percent
stake in Gedeon Richter Farmacia, a majority owokrseveral pharmaceutical retail
companies. Furthermore, in the fourth quarter 2dBa Group, comprising three
wholesaler companies was purchased. Besides,svRRaianian trading company Richter
completed the acquisition of a number of small pteanies and, via the retail companies and
pharmacy licenses acquired previously, obtainedatioa rights for about 60 pharmacies.
These acquisitions suplemented with the retail @whdlesale group Pharmafarm in 2007
that was acquired from the German group Celesioaanhd Richter's presence and
efficiency in Romaniarear 2006 was important also because it was teeifistance in the
history of the company where a product was laundred EU markets, itself having been
developed jointly by the parent company and the &oan subsidiary and manufactured by
the subsidiary. This event had marked the incrgaisnportance of cross-border intragroup
shipments and exports.

Developing further its network of international aegic alliances in 2006 the
company established an API (active pharmaceutingtadient) development and supply
agreement with the U.S. based Repros Therapeuoti¢epros' proprietary product.

Year 2007 was marked by a major change in the Hiamgarug policy with
negative effects on Richter’s profitability on tHengarian market.

In 2007 Richter took a major step towards interaaél diversification with the
acquisition of 70% of a biotechnology plant Strasimm Biotec, a subsidiary of the German
Strathmann Dr. Detlef Strathmann Verwaltunghis was an important move in the
direction of biotechnology.

The year was closed with announcement about theisatgn of (99,65%)
Polpharma, the third biggest pharmaceutical companioland and via this an indirect
acquisition (80,6%) of Akrihin from Russia. WithethPolpharma combination Richter
would have became the pharmaceutical leader inClBE market, No. 2 in the Polish

market and Richter's operations in Russia wouldehbeen enhanced by acquisition of
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Akrihin. However on 3 July, 2008 after the Polishmpetition authority granted approval
for the transaction Richter received a terminatnmification from investment company
Genefa?®, the Dutch majority owner of Polpharma. Genefaompletion of the Agreement
was subject to Richter providing additional rightsd benefits and releasing Genefar from
certain obligations as compared to the Agreemagriesi and subsequently approved by
Richter’'s shareholders. Richter was not obeyingtelad, based on the subscription option
settled in the privatization contract from 2002 ttmenpany completed the purchase of the
stake in the Polish GZF Polfa which was still owtwgthe state (29,6%). As a result of the
transaction, Richter’s stake in GZF Polfa has rigef9,8 % strengthening the Company’s
market position in Poland.

Year 2009 battered by the global economic and &@nturmoil was
characterized by currency devaluations and furtinessure on healthcare budgets that led
to both price erosions and constrains on demanghiarmaceutical products. The year was
inactive from the point of view of Richter’s intetonal expansion.

4.3.2. Understanding the dynamics of internationalization

In the following the process of RG’s internatiomation will be analyzed along the
proposed analytical framework in order to undemstéime reasons (why’'s) behind the
pattern.

Beginning with the internationalization events (Hejerring to country location
and entry mode, Table 6. shows clear patterns ¢§ R@&rnational development.

8 Genefar belongs to Polish billionaire Jerzy Starak
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Table 6. Time-based pattern of RG’s internationaliation: entry/diversity/pace

Date IE1 IE2 IE3 IE4 IER
1990 |Comecom Export
1991 |Cometsm  Splt-up

1992
1993
1994
G
1905 | CEE, 0S| Export JV EFLTS"?' Contractual
N Indirect
acguisition
Seguential
1998 | Fomanial acguisition
{50,88%)

Increasing
1999 | Romania2 Russy EU15 Export |Germany| Contractual
control (08% ) |8

Ukraine | Acguisition | Japan |Contractuall USA | Contractual

Germany | Contractual
| Russia | Acquisition |
Secquential
2002 | Poland1 b USA | Contractual| Japan |Contractual]l USA | Contractual
acguigiton
(51%)
Increase
2003 UsA Contractual |Poland2 | control
(63%)
2004 India N USA Contractual
2005 US4 Contractual
Great
2006 UsA Contractual Japan |Contractual]l USA |Contractuall Britain, | Contractual| Romania [ Acguisition
Sweden
2007 | Germany IN(T0%) Romania | Acguisition
2008 | Poland3 | Fullcontrol
2009
Entry

Being an international company from inception nkanly three years for Richter Gedeon
to reengage in international activity. Followingtbollapse of it's international market the
timing of the first international entry was inflused by changes in the external environment
and the resulting firm level factors. The insolvweraf the Soviet (CIS) countries, the
company’s main export market was a great blow ® ¢bmpany. In 1992 Richter was
burdened by debts and interest payment liabilitedating to a huge quantity of frozen
stocks that had been manufactured for exports $d6untries and which were temporarily
stuck in the warehouses. In the same year thealibation of imports resulted in inflow of
imported pharmaceutical products that were supgafig aggressive marketing methods by

their manufacturers. As one interviewee explained:
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“When the market opened up, domestic companiesdnadt troubles as they had no marketing
knowledge and all of a sudden, they were facingrivdtional companies with tremendous resources

and product quality.”
Thus the increased competition on it's home madetayed the reconstruction of the lost

international markets. Since a loss-maker it's fizial and knowledge resources were
concentrated to reorganize the company before IBbgi the recently lost Eastern
European and CIS markets. The sequential privadizatf the company started at the end of
year 1994 combined with increase of capital broughtfinacials needed for international
activity that was restarted in 1995.

As regards the direction of international growtie fact that Eastern Europe and
CIS were traditional markets where Richter’s braathe was well-known was an important
factor in building the company’s marketing netwash these markets. As one of the

interviewees related the company knew how to maisinless on these markets:

“ Our geographical niche strategy is a traditionwribg the Comecon era Gedeon Richter was THE
PHARMACEUTICAL COMPANY next to the former Yugoslgsharmaceutical companies. In the
nineties Richter Gedeon had a huge advantage ona@GBEIS markets because at that time very few

companies knew how to act on these markets.”

An important advantage of Richter in these marke#s its affordable-priced drugs as
alternative to the very expensive drugs importeoimfrdeveloped markets. However
Richter’'s products were not the cheapest on thekehat.ocal producers without GMP
(Good Manufacturing Product) standard technologsevebeaper.

Diversity
In a period of 14 years the Company reached dmexstence in 30 countries, with a total of
four manufacturing sites, 30 representative offie@sl 14 commercial subsidiaries and
wholesalers. The company’s distribution network eved almost 100 countries in five
continents aroud the world. During these yearsGbenpany established several research
and development contratcs in the U.S. and Japan.

As we could see the first step of international@atvas to rebuild the traditional
CEE and CIS export markets by establishing reptatea offices and commercial
subsidiaries. Russia was special in a sense tisaddserepresentative offices the company
established a joint venture company in order toicatioe possible protectionist economic
policies. Contractual relationships in Germany #mel US were the result of the flexible
license policies that is collaboration with manytpars to avoid one-sided relations, which

leads to dependence. Export diversification comtihwith the acquisition of the Western-
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European, Japanese and US offices of the Hungpharmeceutical distribution company
Medimpex. Since until 1990 Medimpex was responsibleRG’s export activity, taking
over these offices Richter Gedeon actually regaithedost markets.

The first manufacturing site was establised in Roimahen in Russia and after
a failed attempt in Ukraine, the company has dfaidemanufacture in Poland and later in
India. It can be observed that all these manufadwinits are situated in middle-income or
low-income countries. As regards the country distathe first manufacturing unit was
established in a low distance country in terms afheelement of the CAGE framework
(Ghemawat 200%§ and it was a small deal in terms of the valuehef investment. The
motivation of this acquisition was to strengthere@i competitive position by increasing
size. In a global industry such as pharmaceuticadsket concentration is the main driver in
internationalization and companies attempt to remachitical mass in their chosen product
areas as competition in the market increases.c@rithass allows companies to broaden
their product range and allows them to sell to dewigeographic area. For companies from
transforming economies such as Richter Gedeon # also a way to avoid becoming a
target for global companies. Thus the Romanian iaitiun was a rather low-risk move to
build the critical mass needed for competitivenddse Russian manufacturing unit was
established because Russia has been a stratedietrfar the company. It is remarkable
that in spite of the financial crisis the compaagnained committed, moreover strengthened
its position in CIS countries that proved to becad)strategy. Besides the strategic market
motive the other explanation for this strategyhsttRichter was used with unstable markets.
Consequently the willingness to take risk was higheegarding the instable institutional

environment characteristic for the Russian marketterviewee related:

“It is true that for Russia, critical situations ynaccur, but nevertheless is a serious and growing
market where our brand is known, recognized. We'dhnic in 1998, either in Hungary, where our
share price fell from 23 thousand HUF to 3500. Tétail investors were nervous, but the large ones

believed in our strategy.”

The Polish acquisition was a continuation of thrategy to achieve the critical mass. It was
the largest acquisition until then. The size of tharket and Richter's gained position via
the buyout justified the entry. Poland’s populatadrabout 40 million was four times that of
Hungary, and demand for drugs such as oral corgti@es — one of Richter’'s key products
— was on the rise. It is important to mention thahe Comecon era Poland was the second
most important export market after Russia. ThusRbksh market wasn’t new for Richter

8 The acquired firm is located in Transilvania, whethnic Hungarians live, thus the company had the
opportunity to work with Hungarian speaking empleye
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in spite of the increased distance in terms ofucaltand kilometers. Following the Polish
acquisition the management felt that they reachedcttitical mass needed:

“We got what we wanted.”
It should be mentioned that location of these dineeestments was also a consequence of
the possibilities available on the market (i.evatization acquisitions) and affordable for a
company based in a country negatively affectechiyglobal economic disequilibrium. The
financial resources needed for these investmente wadatively modest. Therefore, the
necessary critical mass could be acquired on themkets easier and more quickly than
anywhere else. On the other hand, one should tak®nsideration that MNCs from the
region, being latecomers in the FDI arena have hmeshed towards unstable markets
overlooked by firms from developed economies. B@neple one of the important reasons
that Richter outperformed a US company in the pr@esion tender for the Polish GZF
Polfa was that it accepted the necessary stateoparship for a longer period than its
contender who was willing to do business on “reairket terms without state control.

However as one of the interviewees related:

“Expansion in CEE and CIS is not so easy anymorith e increasing political and institutional
stability foreign companies that avoided these mi@rkbecause of uncertanities now enter these
markets causing us trouble in further expansionghis regard for Richter Gedeon in not a good

thing that the economy in the region is prospering”

The failed acquisition of the Polish pharmaceuticampany that would have led to an
indirect acquisition in Russia as well though fdilgroves that Richter is totally commited
to it's traditional markets.

Richter went to India in order to cut manufacturiegsts of APIs and

intermediates since in India one can manufactieesame product:
“...half price and half the time in comparison witluhgjary.”

as the interviewee stated. This move was not acagln of the existing manufacturing
capacities but an extension of it. Going to Indé@ms to be a huge step towards distant
unknown markets but it is not. As it was detailadhe case-description Richter has been
present on this market starting from 1969 throuth equity shares in the Indian
pharmaceutical company, Themis, it’'s current joamwure partner.

The intensification of Richter’s activity in the BB countries can be attributed
to the fact that many patents were nearing theadrmbmpletion and the Company could
produce the same drug as a “generic” drug.

The world’s leading pharmaceutical market the Wa&s targeted to eliminate

the exposure to market fluctuations on it’s trashtil markets. The international experience
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of the CEO who had worked with the Company since skventies and managed the
Medimpex Mexico unit from 1977 until 1983 and tMedimpex Great Britain unit
between 1988-1992 was highly instrumental.

Contractual relationships with the Japanese comepaon drug development
were an extension of similar collaborations frora gast.

As regards the evolution of entry modes we could &t at the beginning
exports dominated the entry mode choice supplerdentéh several trade related
collaboration contracts. The first foreign directeéstment was actually a forced entry mode
on the Russian market since the local policy fagdi@eign direct investors instead of
exporters. Since in the pharmaceutical marketgereéiiit national regulations constitutes the
main international trade barrier, thus FDI had mupartant role to reach the critical mass
and get over the trade barriers. As we could sgeisition of an existing pharmaceutical
manufacturer was the pricipal mode of entry becdneananagement considered the most
convenient and fastest way to reach the criticagnAccording to our interviewee:

“It is easier and faster to restructure an existompany and to reach G¥fstandards than to build

a new one from scratch”.
Acquisitions were triggered by privatization opponties in CEE as well. Trade related
partnerships intensified after the company reat¢hechecessary critical mass via CEE and

CIS subsidiaries. As one interviewee related:
“Richter Gedeon doesn’t have enough capital tobéista subsidiaries in advanced economies,

consequently in these countries the company creataserships and shares the income.”

Building strategic partnerships with large intefoaal companies from advanced
economies was basically the entrepreneurial atiteofCEO with considerable international
background:

“My years abroad have helped to consistently regmesne standpoint: Richter doesn’'t have the
power to pursue the R&D process by itself or tovjmte funding for the most capital-intensive phases
of human clinical trials, consequently it needstipens. Good molecules must be produced that meet
the requirements of the market, which can be tlodoh t® large international companies and together
with them we can go forth with the product. (...) Amg who is unable to conclude an alliance is
dead. Despite of this, in Hungary has not yet becevidespread working in strategic alliances. In
1992, we formulated in our strategy that the ondywve can be competitive is to form alliances with
Western European and U.S.companies, given thatlafgest market for the active substances
produced by Gedeon Richter, are in the United Statel Western Europe, countries that can afford

top quality.”

8 Good Manufacturing Product
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Joint venture with the Indian partner was a natemaitinuation of the existing business
relationship extremely beneficial in dealing wittetdifferent culture and business practices
in India.

In summary Richter made simultanous use of multipégket entry mechanism

building an extensive international network on diféerent parts of it's value chain.

Pace
Given that the company has always been a tradltiexyorter rebuilding the international
market was it's main priority. Consequently thelizsdion of this strategy has been started
as soon as the financial capital and marketing kedge was available. It took three years
for the company to prepare itself for internatiomxipansion. Since then the company
gradually rebuilt and expanded it's internationakwork of export markets following a
balanced rate up until 2009. The first foreign dirgvestment in the form of acquisition
happened in the year when the Russian economis brighe company’s main markets and
right after the second round of capital increasd¢odk three more years to complete the
second acquisition needed for critical mass. Theaussition lasted six years since it was a
sequential privatization acquisition. Patience eftdr said the willigness to engage in such a
long transaction was decisive to get the deal. m@uthis time the company continued with
export expansion and R&D contracts. Following thes§an financial crisis the company
speeded up the diversification of it's export maska advanced economies such as the U.S.
Since the competitive environment intensified wilik advancement of the low cost Indian
manufacturers in order to remain cost competitine tompany went to India to
manufacture APIs and intermediates. However theydvappened in 2004 the joint venture
in India started to fully operate in 2007. In tleeent years the company strived to speed up
the foreign direct investments in it's traditionaarkets such as Romania, Poland and
Russia. While the Romanian expansion was smoothdhgany failed to expand further in
Poland and consequently in Russia.

The pace of internationalization was backed by testision making. As the

CEO of the company related:
“If we can not decide quickly that is a disadvametagn international level. For a medium-sized
pharmaceutical company quick decision making is dhly viable option. Three or four of us sit
down and decide more quickly than executives afdazompetitors, especially if they are far away

from our traditional markets.”
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Stages

Based on the entry, diversity and pace of crosddyofink formation four stages of
international development have been identified: indernationalization; re-
internationalization; geographical diversificati@mntinuous expansion seeking.

Figure 12. summarizes the results of the analysiggahe proposed analytical framework.

Figure. 12 Stages of RG’s internationalization

Stage 1 Stage 2 Stage 3 Stage d...
De- Re- Geographical Continuous
internationalization internationalization diversification expansion seeking
Context 5 years 3 years 8 years 4 years

—Collapse of RG’s
international market

i:4-Unfaverable policy on

-High inflation in
Hungary
-Increased home-market

The
Environment

home market
. |-Decreasing expansion
i opportunities on
traditional markets

competition

-Tax allowance for 10 -Biotechnology

| -Market diversification
strategy to reduce risk

-Good financial
performance

-Affordable pricing

fitsll -Measures to aveid
unwanted acquisition

The Firm

-Successful
management with
valuable international
market knowledge and
relationships

-CEO with clear

The
Corporate
Entrepreneur

-Previous management -Efficient decision makers
replaced by the owner

{State Property Agency)

-Visionary,
entrepreneurial CEO with
international experience
is appointed

'-Jm?andmt and quicle

on maki

international strategy

Being international almost from inception Richteredson started with a de-

internationalization stage that was very abruptstaphuge debts. The company managed
to restructure itself and re-open its’ traditionzrkets in three years. This was followed by
a longer eight years period of geographical diVieegion that brought the critical mass and
reduced the risk of market exposure. However ggirthie necessary market share for
competitiveness did not stop the company to exgarttier in international markets. One
can observe that the company continued interndtiexgansion opening towards western
markets as well.

An analysis of the contextual influences on thel@van of internationalization
stages shows that while de-internationalization feased by changes in the environment
re-internationalization can be attributed to thenoatment and competences of Richter’s
entrepeneurial CEO. Commitment to long-term strategspite of environmental austerity
proved to be crtitical during international devetmgnt of the firm. Firm level context such
as performance and corporate level strategy ruteddifferent stages. The influence of
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industry-specific context is highly visible as wellorporate entrepreneurs’ ability to decide
quickly when opportunities arised was decisive a.w
As regards the relationship between the time-bagedhationalization behavior

and firm performance data was not available.
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4.4. Comparing findings across cases

Following the within-case analysis and understagdire causalities of internationalization
pattern of the three companies in this sectionmapasison of the findings across cases will
be performed along the proposed analytical framkwor

Regarding the firsENTRY on the international market MOL was the first to
step outside its home market and reaching anothatinent. However this move wasn’t
followed by further expansion until 1994-95 the wyadnen Richter Gedeon re-entered its
traditional markets and contracted with US part@emparing the first foreign market entry
of these two companies just from the point of vi#whe location and saying that MOL was
taking higher risk because went to a more distanintty would be biased. When the
motives of going abroad are reaching natural ressuyou don’t have much choice but
going to the location where you can find it. OTPsveareal latecomer and risk averse in
comparison with MOL and RG since stepped into ttiernational arena seven years later
than RG. This can be explained on one hand by i mecure home-market position of
OTP than for the other two as well as a more invarented attitude of company
management. The mode choice of the first entryaichethree cases reflects the industry
specifics rather than market commitment. From ltinee companies RG was the most active
starter or better said re-starter since enteredipteilcountries simultaneously. This is not
surprising since the international arena wasn't t@whe company. RG and MOL delayed
less the first market entry that led to a highagrde of internationalization measured by the
number of foreign countries as well as commitmenhternational markets.

With respect to the number and distance of counarel the number and range
of entry modes over time, calldVERSITY in this dissertation MOL is the leader as
regards the number of internationalization eveb8 {ollowed by RG (30) and OTP (13) at
the end. However it should be noted that in thee @dsRG it was not possible to follow
every export and license activity separately. Imynaases these activities were grouped
based on regions and considered as a single ititarakzation event. The real diversity is
reflected in the number of countries entered tkathe highest in the case of RG (the
company was directly present in 30 countries asgribducts were marketed in almost 100
countries) followed by MOL (23 countries) and OT&dountries). The main explanation
for this pattern lies in industry specific factossich as intensity of home market
competition, the critical mass needed for competitess in global industries such as

pharmaceutics and oil that could be obtained jushternational markets, the international
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history of RG and the attitude of corporate engapurs towards internationalization.
Regarding the differences between the cases baséldeorange of entry modes one can
observe that while MOL and RG used several mearenter international markets, OTP
continued to use acquisitions to enter markets exghnded further via greenfield. The
main explanation for this difference is industrgsific again. In banking industry you need
market presence in order to provide the serviags #xporting in not an option. In the oll
and pharmaceutical industry contractual relatigmshire frequent due to regulatory systems
of these industries (e.g. oil production, genend &cense drug production). In all three
cases acquisition were more frequent than green@pkerations. One reason for it is the
ability to get the market share and resources @faitquired company; the other reason is
the acquisition opportunities available in the Cittel CIS markets.

Regarding thPACE of internationalization only in the case of MOL svan
almost three year's gap period after the first raaré&ntry. The reasons for this were
discussed in chapter 4.1.1. Except this gap thernationalization was continuous in all
three cases with a divestment year for MOL andyma gap period in the case of RG. The
peek point of internationalization was year 2006ewhmost internationalization events
occurred in all three cases. For MOL this was thgiag year of a new strategy that aimed
going beyond the region, strengthening the upstreagment and it was a period a
favorable oil price condition as well. For OTP tkias the year of acquisition opportunities
that were dangerously approaching to the end itC&E region - the target market of OTP -
forcing the company to act more aggressively. Hohter Gedeon this was the year of most
internationalization events however these wereatitractual agreements, not the biggest
cross-border deals in its history. However thedkeated the growth of export markets
offsetting the increasingly difficult market condits and declining performance in
Hungary. The end of the period analyzed in thisaligtion (2008-2009) was obviously a
slowdown for OTP that started to reconsider itstxg international markets. The company
certainly was hit hard by the global financial isVith the failed Polish acquisition that
would have made Richter the most important pharotéc@ company in CEE region
international expansion of Richter slowed as wellcontrast MOL didn’t decelerated and
continued international expansion in spite of tledgl economic crisis.

With respect to th&TAGES of internationalization the length and character o
these stages differ by firm and it is highly intheed by the industry specific context. In the
case of OTP firm level factors were more instruraknih shaping these stages. The

proactive outward oriented attitude of the corporantrepreneurs as well as their
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commitment to stay an independent company was Yighmiluential in shaping the

development stages of internationalization.

148



Emma Incze Ph. D. Dissertation

5. Discussion and conclusion

Firm internationalization has been an extensivelearched subject especially as regards
firms originated in countries that have been traddlly international oriented. At the same
time, firm internationalization research is chaeaized by static, cross-sectional studies.
Research on the complex internationalization befragf firms over time are generally
lacking. Studies dealing with the sequence anddefgendence of events along a period of
time are missing. Further on firm internationali@at is context-specific not only in
temporal terms but also as regards the spatiaegbnAs it was stated the environment of
the phenomenon should be considered as an exptarfaicior and not as a boundary
condition (Cheng 2007). There is a lack of undeditag of contextual influences on the
process of internationalization of indigenous comes from non-traditional home markets.
The literature review indicated as a valuable sutlgpé investigation the time based process
of internationalization of indigenous companiesrir€EE. Accordingly the purpose of this
dissertation was to describe and explain the iate@nalizaton process of three Hungarian
MNCs and to understand the dynamic linkages betwbentemporal context and the
content of firm internationalization using a phereon oriented research design.

To achieve this study’s purpose an analytical fraork was developed based
on the literature and pilot empirical studies andesponding research questions have been
formulated. The analytical framework indicates tiaernationalization is a time-based
process of involvement in international operatioasted in the specific environmental, firm
and corporate entrepreneurial context. Subsequetlsatives of the internationalization
process of three Hungarian based MNCs were prodaet interpretation of their
internationalization process was made along thé/eea framework.

In this final chapter the empirical findigs arealissed in the light of existing
theory and research, theoretical and managerididatipns of the study are presented and

directions for future research are identified.

5.1. Discussion of findings

The broad research questions of this study was “Hwsvtemporal and spatial context
influences the content of firm internationaliza?8T his broad question was decomposed in

more specific ones: “When the company initiated fin& internationalization event and
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what influenced the timing?”; “How the number andtance of countries and the number
and range of entry modes evolved over time and wifatenced the pattern?”; “How

quickly the company expanded into internationalkeaand what influenced the rhythm of
internationalization?” and “What internationalizatstages can be identified over time and
what are the contextual conditions that shape thesges?” In this section, still drawing on
the research sites, but taking some distance flmir specific circumstances we revisit

these questions.

Entry

The "typical" starting point of internationalizaticof analyzed companies was after their
own restructuring reflecting available firm resaesc including financial, human and
knowledge capital. At the general level, this resupports Penrose’s (1959) argument that
firm resources can be seen as a vital driver of behavior and growth. It is also consistent
with the resource-based view (Wernerfelt 1984, Bwarri991) that emphasizes firm
resources as being essential to its long-term cotivemess. At more specific level this
result is consistent with the proposition that ing&tionalization is a strategic approach of
consistent development and allocation of resour¢btelin 1992) and supports
Wiedersheim-Paul et. al. (1975) observation thhatna's readiness to commit to a foreign
market is also affected by its resource attribuié® export-developmental models such as
Bilkey and Tesar (1977), Reid (1981) suggests dktha firm’s resource strength presents
a strong influence on the decision-makers’ foreagmmitment decision. The Uppsala
model (Johanson and Vahine 1977) highlights mathetvledge as an essential feature of
internationalization. However the issue of intelmadl market entry, the beginning of
internationalization process is not addressed gy riodel. According to Welch and
Luostarinen (1988) in order to understand how #erivationalization orientation originated
within the firm, we need to track back to examihe decision-making process that is
responsible for establishing international committse In all three cases the decision to
start internationalization was made by a small rgangent team empowered by the owner
at that time (the State) to make strategic decssiatone. Our results supported the
proposition that decision-makers’ perceptions ¢énnational markets and their attitudinal
commitment towards internationalization leads (othtolds) a firm towards (from)
initiation a foreign market entry (Wiedersheim-Patilal. 1975, Calof and Beamish 1995).
The evidence suggests that the main external sisrtol enter international markets was the

competitive pressure in the domestic market. Thisni accordance with the findings of
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Antaloczy and Eltét (2002) and our survey results performed on a wiffe set of data
(Incze 20064, Incze 2010) about the motives tolyoaa of some Hungarian companies as
well as Svetliic and Jakk's (2003) study about the motive of CEE compan@ivest
abroad that is market-related motives.

Based on the above the following observation camade:

Observation 1: First foreign market entry of Hungarian MNCs was a reflection of the
competitive pressure on their home markets, their riternal readiness as regards

financial and knowledge resources and the attitudial commitment of decision makers.

Diversity

As regards the number and distance of countriesreshtand entry mode diversity it was
common that each company started in close markgtsralatively low commitment that
confirms the Uppsala model's explanation of inté@oralization. The model views
internationalization as a learning process wheeegitadually acquired market knowledge
rules the incremental process of internationalimatiincrementalism is reflected both in
location pattern and entry mode choice. If we ignibre industry specific characteristics and
exclude those internationalization events thatlmarexplained solely by industry specifics
then all three companies followed a gradual intiéonalization approach as regards the
location of their foreign direct investments. Altlgh, all the three companies started their
foreign expansion with relatively small investmeriteey successfully participated in some
of the biggest transactions in the region. In spitthe late mover status on the international
arena and economic disadvantages that affecteubtine countries of these companies they
were able to achieve sufficient financial strengthd were able to develop adequate
knowledge to carry out major cross-border acquisgi All interviewees agreed that many
times Western competitors underestimated the rblelungarian companies as regional
multinationals. Contrary to the expectations, thessmpanies managed to become
successful in the region, which caused some ofdngpetitors to leave the market.

The Uppsala model claims that internationalizatien affected by the
compatibility between a firm’s market knowledge atglresource capabilities, as well as
the perceived psychic distance of the potentiaifpr market (Johanson and Vahine 2003).
As seen with OTP the knowledge of how to restrectand upgrade an inefficient bank
influenced very much the location selection. Thempany went to countries with

underdeveloped banking markets where it's resocagabilities matched with the market
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needs. RG’s well-known and appreciated brand naméhé region and CIS markets
confirms as well this compatibility. It should betad that though location-bound firm-
specific advantages shape the diversity it may disot the scope and nature of
opportunities.

The evolution of location choices was also a cousrge of the possibilities
available on the market and affordable for thesapamies based in a country negatively
affected by the economic disequilibrium that poiatgin towards resource capabilities
matched with markets. The financial resources retéulethese investments were relatively
modest. Therefore, the necessary critical massldmibcquired on these markets easier and
more quickly than anywhere else. Since these comepdrad the knowledge of how to act
on unstable markets they were not reluctant toresateh markets from the region. However
one should take in consideration that MNCs from tegion, being latecomers in the
international arena were pushed towards unstablekatsa overlooked by firms from
developed economies.

Besides the compatibility recquirement between uss® capabilities and
market knowledge as well as the perceived psycistartce industry specific factors were
highly instrumental in determining the location.pply chain characteristics in the oil and
gas industry (MOL) are obvious influencing factofdocation choice. Internationalization
event may be connected to a specific value chdiwitgcthat influences the location. This
result points out that in the process of studyirtgrationalization within a strategy process
framework, it is crucial to focus on organizationsgheir sectors (Child 1988, Melin 1992).

As regards entry mode evolution during time incretaklsm suggested by the
Uppsala model was not confirmed. There are patternthe data, but they reflect the
specifics of individual firms rather than any peutar, generalized sequence. Market entry
modes are actually different forms of businessviigs suitable for different types of firms
in different circumstances, conditions, and areaxampetence. Gradualism in market
commitment is reflected in resource commitment.(easts of market entry and exit).
Acquisitions were preferred against greenfield heeaof financial and other resource
constrains. Further on, the need to act quicklpnter to get the necessary critical mass
facilitated acquisitions. A great number of sulmidis were acquired by privatization
acquisitions. Research on privatization-acquisit@@an entry mode choice in transition-
markets (Uhlenbruck and Castro 2000, Meyer 2008pssts that such acquisitions differ
from ordinary acquisitions because of several memagt challenges that firms have to

face. Acquired firms need massive restructuringréhare severe restructuring conditions
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imposed by host governments that need to be resp@deyer 2002). The restructuring and
consolidation process implies several politicallgnstive issues, such as workforce
reduction, rising prices etc. In the course of rregtiring of the acquired, formerly state-
owned companies, Hungarian MNC’s with state-ownprdiackground oneselfs, took
advantage of their own experience of restructurlrgarning from their own experience,
Hungarian MNC’s knew how to restructure a “soctalsompany as well as how to deal
with the State. This observation is consistent htn findings of Antal-Mokos (1998) who,
analyzing the privatization process in a Hungafiam, argues for a political view of
organizations. Selling a national company withtsgec importance for the host country to
firms from former state socialist countries is podlly very sensitive issue. One could say
that this is rooted in the “national pride” of teerms and, especially of the governments
with interest in them. It is a delicate issue toaoguired by a counterpart who started the
restructuring and development process from appratelym the same level. The general
opinion regarding regional foreign investors waat tthey were not prepared enough to
carry out such deals. Therefore the Hungarian MNiGS$ had to secure their acceptance as
trustworthy companies. Investments in countriesrartibe opinion about Hungarian firms
is sensible not only politically but also cultusa(le.g. countries where Hungarian minorities
live) the political considerations are much mormgngicant. In these countries, Hungarian
investors “have to face the pain from the histdrigast” as well (Figyél, 2003). These
inexplicit political and social (nationalism) factohad also influence internationalization.
These findings support the literature accordingcwithe strategic logic of foreign market
entry may express not only rational formulas budtitationalized myths and subjective
rationales (Melin 1992). Finally some entry modessevchosen because of the institutional
environment of the specific country. This is cotesis with the pervious findings from the
literature such as the host country’s institutioealironment has influence on the entry
mode choice (Henisz, 2000).

Based on the above the following observation camade:

Observation 2: Evolution of international diversity of Hungarian MNCs was a

reflection of their resource capabilities matched vwth market opportunities.

Pace
The notion of pace of internationalization is nobhsidered by the traditional models such as

the Uppsala model, export-developmental models etwaork approach. The Uppsala
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model’s implicit assumption is that ability to gaimarket knowledge that rules the pace of
internationalization. However speed has becomefiaidg feature of the “born global” or
“international new venture” (INV) firms. There igdrature dedicated to understand the
dynamism of early rapid internationalization (elgnes 1999, Oviatt and McDougall 1994,
Rennie 1993) however the post entry speed of iatemmalization got little attention even in
this case. The issue have been addressed recer8ME and INV literature (e.g. Morgan-
Thomas and Jones 2009, Prashantham and Young 200®)eir conceptual model of
internationalization as a time-based process ofepréneurial behaviotfr Jones and
Coviello (2005) consider speed as indicative of ¢inérepreneurial, proactive, innovative
and risk-seeking behavior. The results of our @asdysis show that our case companies
began internationalization at a slower pace andugiy accelerated the pace with intense
periods in later stages. However there are greaftian in the dynamics of firm
internationalization. OTP started late but speedpdvery quickly becoming a kind of
regional (CEE and Russia) attacker. RG’s speed rather balanced during the different
periods of internationalization while MOL accel@@internationalization in the later phase.
But how can we explain differential internationalibn speed among Hungarian MNCs
aftertheir initial entry into international markets? éind factors common across sectors
such as the degree of industry concentration, attopn opportunities (privatization), boom
and recession times in industries at environmefaakl; availability of capital and
knowledge resources to be used in foreign markedsdaversification strategy along the
value chain on firm level; attitude (proactive wsactive) towards international markets and
motivation to avoid being acquired by competitors entrepreneurial level. In each case
internationalization speed, to some extent wasripeance variable in itself. The need to
act quickly in order to get the necessary critroalss for competitiveness or even to realize
first-mover advantage was crucial. The speed ofaegion during the boom period of
acquisition opportunities that fit resource captibg of the company was a performace
indicator as well. Our case results showed alsbftster speed translates into higher rates
of geographic growth. At the time of closing newadsearch (the end of year 2009) RG was
the most international company as regards geograpHiversity followed by MOL and
OTP at the end. Their speed of internationalizat®m concordance with this diversity.
This supports one of the earliest contributionghentiming of foreign direct investment of
Buckley and Casson (1981) which models the “opfirtialing of a switch from exporting

% The model was presented in subchapter 2.3.5.
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to FDI and argues that faster speed leads to higiersity. In all of our cases there were
periods of de-internationalization as well. The imeg behind these moves is rather firm-
specific, we cannot trace any common across sesjolanation for it. Causes vary from

environmental constrains such as collapse of iatemnal market in the case of RG,
changes in diversification strategy across valuagircin the case of MOL and failure to

achieve the critical mass on foreign markets in ¢hse of OTP. De-internationalization
moves in the case of MOL and OTP draws our attaertbevards the fact that accelerated
speed of internationalization not always leads ighér overall firm performance. This

supports Autio (2005) and provides evidence thatedps primarily relevant to the extent
that it improves firm performance.

Based on the above the following key observationlmmade:

Observation 3: The different post entry pace of inérnationalization of Hungarian
MNCs was primarily influenced by their need to adap to market opportunities and

threats.

Stages

Our case study analysis indicates that in a compestpry different internationalization
stages can be differentiated. These stages mdesofollow the firm overall development
process and significant changes in firm strategyhasconsequence of changes in firm’s
environment, in firm resources or in the powerdtite, such as appointment of a new CEO
combined with the decision makers interpretatiomhef situation will imply the emergence
of a new stage of internationalization. The intéoralization stages identified in our cases
do not have any particular theoretical significanitleey are not “stages” in the sense of a
predictable sequential process but a way of stringfuhe description of internationalization
process. However beyond its descritive utilitysttypes of temporal decomposition helped
structuring internationalization process along tbatext and indentify the most important
influencing factors in different epochs. Considégabariation in these different stages of
internationalization can be accounted for factasch as internal firm development,

external environmental changes and internatior@aktir lead by corporate entrepreneurs.
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5.2. Theoretical and practical implications

Firm internationalization is definitely a well resehed area. However the need to study
firms international development and dynamics oweetin order to better understand the
internationalization process has been reportedeaent internationalization literature. In
spite of the relevance of addressing evolution gtiome studies dealing with the sequence
and interdependence of events along time are latking. There have been calls for
contextual studies as well to draw out fine andtextspecific differences between firms.
The time based process of internationalization mdigenous companies from non-
traditional home-bases such as CEE is still an raxgidored area. The aim of this
dissertation was to analyse the time based progkessternationalization of these firms
nested in their specific context.

A comprehensive review of theoretical literatur@wabfirm internationalization
was presented and significagnpirical studies about the internationalization offirms
originated in non-traditional markets were analysedgiving a brief historical overview of
the phenomenon.

An attempt was made to find a new way to understabernationalization
process by invoking process theories and methodsoiyjom organization theory field.
Thus, this dissertation might be perceivedaasattempt to link international business
and organization studies The traditional process model in InternationakiBess that is
the Uppsala model (Johanson and Vahlne 1977, 180Qyests a gradual, linear and
sequential process of internationalization duehi® ihcremental nature of learning about
foreign markets. This model communicates well \hté life-cycle theory of organizational
change (Van de Ven 1992, Van de Ven and Poole 198B¢ general model of
entrepreneurial internationalization process (Jomed Coviello 2005), that is a recent
International Business model proposes a focus o tand suggests a more holistic
approach to study internationalization without présng any predetermined output or
pattern of internationalization. This approachriere close to the teleological theory of
organizational change (Van de Ven 1992, Van de &f@hPoole 1995). The results of this
dissertation suggests thahile the entry on international markets is characerized as a
gradual process in the forthcoming phases the pross becomes more dynamiaather
unpredictable using the logic of Uppsala model. pharess is characterized by a range of

expansion patterns including de-internationalizatmoves as well. Country location and
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entry mode patterns are not linear and the paagt@iationalization is not even. There are
more intense periods followed by slow downs. Thelaxation of this dynamics requires a
more holistic approach as suggested by Jones aviélloq2005). Answering the call for a
holistic perspective the framework used to guides thtudy views internationalization
process as a complex system where multilevel psesesre considered simultaneously. The
results showed thathe process of internationalization is a multi-layeed, multi-
directional phenomenon that calls for the understading of the linkages between
events, actions and actors from different levels ofrganizational reality such as the
external environment, the firm and the decision-makrs levels It has been found that the
time dimension should be considered at all of trezsgextual levels. Our case analysises
provides evidence that on the environmental ldvelgace of institutional transformation in
the region i.e. consumer market development, pratbn opportunities, boom and bust
periods in the specific industries and nationalnecoies had a great influence on the
dynamics of firms internationalization. The rhythoh firms internal transformation, the
speed of capital expenditure via privatization, peed of organizational learning at the
firm level as well as the speed of decision-malpngress at corporate entrepreneurial level
significantly shaped the pace of international@atiAs seen on these different levels there
are events that are external to firm and can natdmrolled and events that the firm can
control. The analysis showed thatents at different contextual levels are related red
their interrelatedness shapes the internationalizabn process.The evolution of these
contextual level processes such as industry boamir@ment), capital increase (firm),
changes in decision-making system (corporate emnepr) can occur at different pace. It
can happen that the positive processes in the@magnt are not in sync with the internal
business processes and decision-makers actionsc@nassume that the pace differential
creates arrhythmia which impacts international@atprocess. We can conclude thia¢
development speed of the multi-level context shap@sternationalization process thus
the contextual factors driving internationalization and the inter-relatedness between
them are of particular interest.

As regards the specifics about Hungarian MNC’s thsults suggest that
internationalization of indigenous firms from trémrsnational countries such as Hungary is
a phenomenon shaped by the specific historicaligratransition, privatization, economic
crisis). The implication of this result is that i$ important to connect the firm’s
internationalization against a relevant historiga. It is also notable that since the speed of

recognition and exploitation of international oppaities was fundamental during
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international expansion, the locally controlled anthnaged companies with good
knowledge about the region could act more quicklyhie region then MNC headquartered
outside the region.

As regards the practical implications of this dits#gon we can conclude that
identifying the factors influencing internationaton and the inter-relatedness between
them during time may help prepare firms for the gdam of too slow or over-rapid
internationalization. Internationalizing too slowtyay mean lost growth opportunities but
internationalizing too rapidly can be dangerousvall. Our results suggests that key issues
that are likely to be important include the abilibtymake appropriate decisions about when
is appropriate to step on international market, ardch patterns of development are
appropriate to the firm's long-term needs and gtakimg in consideration the multilayered

context of internationalization.

5.3. Limitations and future research

By its nature process phenomena is complex, coesdiguprocess data tend to be eclectic
and difficult to analyse (Langley 1999). | am caefnt of the many limitations that results
from applying a process research design howevgrdeawith Van de Ven and Poole that
“...only research that adopts the processual perspdstsuited for the study of processes.”
(Van de Ven and Poole 2005 p. 1390). In order tdleathe eclectic data that results from
the empirical analysis of process-complexes | usdublistic framework. This approach
helped to capture the complexity of the internatl@ation process over time but resulted
complex relationships. In order to analyse somtheffindings for example the contextual
levels dis-synchronization effect on the interomadilization speed and to obtain more
precise results one should select a manageablebarunh constructs that can be used in a
survey as well.

Reliability, validity, generalisability and objeetly are fundamental concerns
for scientific research. For qualitative researcbwever, the role of these dimensions is
blurred. Some researchers argue that these dinmsnsiee not applicable to qualitative
research and a qualitative research should encempemies such as credibility,
dependability, transferability and confirmabilit@oviello and Munro (1997. pg. 383) state
that case research provides ,richness and deptindérstanding to internationalization
which is not possible with survey data’. The numbafr variables involved in

internationalization decisions, the variety of maei, and the heterogeneity of firm
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characteristics suggest that internationalizatimt@sses may be unique to individual firms.
Thus the credibility requirement of a research scdlbr a small number of cases.
Nevertheless the external validity of this disg@sta may be limited to the type of firm

under investigation: previously state-owned localbntrolled and managed MNCs from
CEE. | am confident that it would be interesting tmmpare the process of
internationalization of Hungarian companies wittifesent ownership and development
histories.

One objective of this dissertation was to perfornsoatextual study of firm
internationalization in order to see how the cohshapes internationalization. Most of the
knowledge created in this disseration is contextaauntry- or industry-bound and thus
cannot readily be transferred to other contextyvelkibeless the main findings portrayed in
the discussion section have more general propettigswould have relevance in other

contexts than Hungary or the specific industriestdgerein.
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