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PERHEYRITYSTEN KANSAINVÄLISTYMINEN - Tutkimus suomalaisten 
teollisten perheyritysten kansainvälistymiskäyttäytymisestä ja sen eroista ei-perheyrityksiin verrattuna

Tutkimuksen tavoitteet
Tutkimuksen tavoitteena oli analysoida suomalaisten 
perheyritysten kansainvälistymisprosessia ja verrata 
tätä muihin yrityksiin. Pyrkimyksenä oli selvittää 
miten perheen omistajuus ja johtaminen vaikuttavat 
kansainvälistymisessä käytettyihin operaatiomuotoihin, 
kohdemarkkinavalintoihin ja tuoteratkaisuihin sekä 
näiden tekijöiden kehittymisdynamiikkaan. Lisätavoit
teena oli esitellä perheyrityksille ominaisia piirtei
tä, jotka johtavat näihin eroihin, sekä analysoida kan
sainvälistymisen vaikutuksia kohdeyritysten toimintaan.

Lähdeaineisto
Teoreettisen lähdeaineiston muodostivat kansainvälis
tymisen vaiheteoriat sekä perheyritysten erityispiir
teitä käsittelevä ja selittävä kirjallisuus. Empiirinen 
aineisto perustui 174 perhe-yrityksen ja 307 ei-perhe- 
yrityksen kyselylomakkeella kerättyihin tietoihin.

Tutkimusmenetelmä
Tutkimus suoritettiin professori Reijo Luostarisen 
johtamassa FIBO-projektissa. Kansainvälistymistä 
tutkittiin teoreettiseen viitekehikkoon perustuen 
kohdeyritysten johtohenkilöille lähetetyillä 
kyselylomakkeilla. Saadut tiedot analysoitiin HKKK:n 
keskustietokoneen SPSS-X tilasto-ohjelmalla.

Tulokset
Teoriaosassa esitetyn kansainvälistymismallin todettiin 

hyvin perheyritysten kansainvälistymis- 
käyttäytymistä. Perheyritysten todettiin etenevän 
kansainvälistymisprosessissa hitaasti ja rajoitettuja 
strategisia toimintavaihtoehtoja hyväksikäyttäen. Myös 
kansainvälistymisen vaikutukset toimintaan olivat 
pieniä. Näin päähypoteesi perheyrityksille ominaisesta 
vahvasta sivuttaissuuntaisesta jäykkyydestä 
kansainvälistymistä kohtaan tuli todennetuksi. 
Poikkeuksena olivat kooltaan suuret perheyritykset, 
jotka etenivät aggressiivisemmin ja tuloksellisesti 
ulkomaisilla markkinoilla. Tästä pääteltiin, että eräs 
merkittävimmistä syistä perheyritysten epäaktiiviseen 
kansainvälistymiseen on alhaiset kasvutavoitteet.

Avainsanat
Perheyritykset, kansainvälistyminen, 
kansainväliset operaatiomuodot
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1 INTRODUCTION

1.1 Background of the study

This study is part of two individual research projects.
On the one hand it continues the series of studies 
conducted at the FIBO research project (Finland's 
International Business Operations). On the other hand it 
is part of a Finnish-Spanish cooperation research project 
set in motion by Professors Luostarinen and Gallo at The 
Helsinki School of Economics and Business Administration, 
and Instituto de Estudios Superiores de la Empresa 
(IESE), Barcelona.

The FIBO research project was established by Professor 
Luostarinen at the Helsinki School of Economics and 
Business Administration in 1974. Its objective is to 
provide valuable, up to date information on matters 
relating to the international business activities of 
Finnish and foreign companies. To date, almost one 
hundred reports and books have already been published to 
be used by various organizations. So far Luostarinen and 
his teams in FIBO have conducted three all-inclusive 
surveys of great magnitude that have studied several 
aspects of the internationalization of Finnish firms 
(1976, -83, and -90). These surveys were all census-level 
studies; in other words the target group was the whole 
population of Finnish companies that had international 
operations at that time. The latest study concentrated on 
the internationalization of different sized companies, as 
it was in 1990, and utilized the research questionnaire 
and theoretical frameworks developed by Luostarinen on 
the basis of the previous FIBO studies.

The current research will use the theoretical model of 
the internationalization process of a firm that resulted 
from the first all-inclusive study and the empirical



material collected for the most recent one. It is 
possible to use this empirical material since this 
particular study was taken into consideration when the 
questionnaire for the 1990 study was being formulated. In 
the near future additional studies with differing 
perspectives will also be conducted partly based on the 
same material. Furthermore, a comprehensive 
internationalization analysis on all 1990 target 
companies will be made by Professor Luostarinen before 
the next all inclusive survey.

The cooperation research project initiated by Professors 
Gallo and Luostarinen aims at producing comparative 
knowledge on the internationalization of family firms. 
Until today the research on international business has 
more or less concentrated on gigantic MNCs or 
managerially and professionally run small and medium- 
sized firms. So far family firms have been neglected by 
researchers working in the field of international 
business, and this research project is taking the first 
steps to correct the situation. The report in hand is the 
first preliminary study by the Finnish research team. It 
is a analytic-descriptive study, and its purpose is to 
define the problem more clearly and show the way for the 
subsequent parts of the project.

1.2 Objectives and limitations

Until recently internationalization for most firms in 
Finland has been an active growth strategy (Luostarinen, 
1980, pp. 5-8). Now the accelerating process of European 
integration and increasing globalization of operations 
are changing that; the role of internationalization in 
corporate strategy is changing. Internationalization may 
not only be a growth strategy, but it is also becoming an 
essential survival strategy for companies established in 
a small and open market (Luostarinen, 1980, p. 14). This 
means that even the most reluctant firms must open their 
eyes to international markets and competition.



The work hypothesis here is that family firms follow the 
theoretical model of internationalization presented more 
closely than the non-family firms. It is also 
hypothesized that family firms have some special 
characteristics that make them exceptionally rigid and 
even reluctant in their internationalization process.

The main objective of this study is to illuminate the 
internationalization process of Finnish family firms and 
present some factors, typical of those firms, that may 
affect it. This is mainly done by a comparative analysis 
between family firms and non-family firms. This primary 
objective will be tackled by setting the following sub
objectives:

1. To present supporting theories on the 
internationalization of business and the behavior of 
corporate management.

2. To present the theoretical framework for this study.

3. To discuss the distinctive features of family firms 
that may affect their internationalization process.

4. To illustrate how family firms have used different 
international inward-coming, outward-going, and co
operative operations and to analyze interesting 
differences compared with non-family firms.

5. To examine the patterns of internationalization 
utilized by family firms and to search for interesting 
contrasts between them and non-family firm patterns.

6. To reveal the major effects of internationalization on 
family businesses' performance and to compare the groups 
of comparison.

7. To try to explain the differences which have been 
discovered between family firms and other firms based on 
the earlier theoretical discussion.



The results of this study are expected to serve the 
following audiences: a) family firms will be able to 
compare themselves with others, and will get encouraging 
support for their efforts to internationalize, b) 
governmental and educational organizations will get 
information on a so far neglected but important field of 
international business, and c) researchers carrying out 
the later parts of the family firm research project will 
have a more defined problem to deal with.

The theoretical discussion in this study is somewhat 
limited. This is due to the fact that the empirical 
material had already been collected before the start of 
this project. The questionnaire used was the same as in 
1976 and 1983 studies. However, for the future 
cooperation with Professor Gallo, Luostarinen added some 
questions with a family firm perspective. The collection 
of the data was carried out based on a theoretical 
framework by Luostarinen and for this reason an extensive 
discussion on choosing the most suitable theory for this 
study has no justification. For a more profound 
theoretical discussion, please see the three earlier FIBO 
reports (Huttunen & Posti, Avikainen & Harra, and 
Valtonen; 1992).

The analysis here is limited to a descriptive method. A 
causal analysis would call for new data collection and 
that is left to the later parts of this research project.

.3 Implementation of the study

The data gathering, screening, and coding phases of this 
study were carried out under the supervision of Professor 
Luostarinen by five previous researchers at FIBO, Tiina 
Avikainen, Kirsi Harra, Sari Huttunen, Simo Posti, and 
Maarit Valtonen. This study that used the family firm 
perspective was completed for the theoretical synthesis, 
data analysis, and reporting parts by the present 
researcher, also at FIBO, under the supervision of 
Professor Luostarinen. I am grateful for the hard work
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that my predecessors at FIBO have done to gather the vast 
body of empirical material that I was able to use in my 
study.

1.3.1 Schedule

The work done by Luostarinen and the five previous 
researchers between March 1991 and January 1992 was as
follows:

March - 
April 1991

Planning the whole project, planning 
the questionnaire, gathering contact 
information on target companies.

April - 
May 1991

First mailing of the questionnaires to 
3157 companies.

June 1991 Second mailing of questionnaires to
2022 companies which had not replied.

May -
December 1991

Completion of the missing information 
to the questionnaires returned and 
dunning the unreturned questionnaires 
by telephone.

September - 
October 1991

Mailing of dunning letters to 1600 
companies that had not replied.

September - 
November 1991

Questionnaires sent to a set of 
managers of companies who did not 
respond (all participants in courses at 
FINTEA and the JOKO-program, total of 
100 copies).

June 1991 - 
January 1992

Feeding the data into a relational 
data base application on Paradox 3.5.

The supporting theoretical synthesis, data analysis, and 
reporting for this family firm study was completed 
between September 1992 and July 1993:

September - 
December 1992

Studying of the existing theoretical 
background on the issue and definition 
of the problem.

October 1992 
June 1993

Writing the research report.
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November 1992 - Planning and executing the statistical 
April 1993 runs, data analysis.
July 1993 Revising, finishing and printing the

research report.

1.3.2 Target groups

The target group of the study consisted of Finnish 
industrial companies that had exports worth more than FIM 
50,000 in 1990. Companies with a foreign ownership of 
more than 50% were not included. Industrial companies 
were those with a Standard Industrial Classification 
figure between, or egual to 11 and 29 (see Table 1-2).
The intention was to reach the whole population, and thus 
the questionnaire was sent to 3157 potential targets. The 
names of the targets were collected from a number of 
sources, such as The Finnish Foreign Trade Association's 
database and diverse Chambers of Commerce, etc.

After an extensive dunning phase, the result was that 593 
usable answers were obtained and the maximum population 
was reduced to 1746 (out of which 540 were non-clarified 
possible exporters). This means a minimum rate of return 
of 34%. The real figure is most probably higher since it 
is likely that only a portion of the 540 non-clarified 
possible exporters were really exporters. Thus the real 
rate of return was between 34% and 49%, and through 
intrapolation a figure of 41.6% is reached. For a more 
thorough description of the data collection see the 
earlier FIBO reports.

Defining the family firm criteria: A critical task in the 
research design was to establish the criteria on which 
the distinction between a family firm and a non—family 
firm was to be made. The questionnaire, which can be seen 
in the appendix, included a few classifying questions 
that were used in making this distinction. The 
frequencies of these variable were as follows:
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"Is the company a family firm, Yes 286 ( 51.3%)yes or no?" If yes, answer also No 307 ( 48.7%)the following three questions.
Tot. 593 (100.0%)

"What is the Family's %-share of 0-49% 9 ( 3.2%)total voting power?" 50% 4 ( 1.4%)
51-97% 63 ( 22.0%)mean 91.2 98-100% 207 ( 72.4%)std dev 18.2 N. A. 3 ( 1.0%)
Tot. 286 (100.0%)

"How many family members are there 0 37 ( 12.9%)
on the board of directors?" 1 76 ( 26.6%)

2 74 ( 25.9%)
3 57 ( 19.9%)mean 2.0 4 23 ( 8.0%)std dev 1.4 5-6 11 ( 3.9%)
N. A. 8 ( 2.8%)
Tot. 286 (100.0%)

"How many family members are there 0 69 ( 24.1%)in the management team?" 1 94 ( 32.9%)
2 65 ( 22.7%)
3 36 ( 12.6%)mean 1.5 4 11 ( 3.9%)std dev 1.3 6-7 4 ( 1.4%)
N. A. 7 ( 2.4%)
Tot. 286 (100.0%)

The first criterion of a family firm is, of course, that 
the respondent had answered "yes" to the first question. 
The second criterion is also easily determined: the 
family's share of total voting power has to be more than 
50% to ensure that the family has, if it so wishes, a 
final say in all decision-making in the firm. After these 
screenings the number of potential family firms goes down 
to 270.

Now the problem is how to treat the companies that are in 
this group of 270 but are not directed and managed by the 
family. The approach adopted is that many, but not all, 
characteristics of the family firm originate from the 
fact that it is not only family owned but also family 
directed and managed. For this reason two additional 
criteria are adopted: there has to be at least one family 
member both on the board of directors and in the
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management team. Even though this may seem very strict, 
it assures that the family dimension is present in the 
operational, as well as strategic administration of the 
company. After these two additional screenings the final 
number of companies defined as true family firms in the 
sample is 174. Figure 1-1 depicts the screening process.

Figure 1-1. The screening process of the target groups

( 593 companies

Question 2:
What is the family s voting power in % ?

<50%
13

> Jit УО

270
n.a.

3

>
Question 3:
Number of family members on board ?

-0
36

>=/
229

n.a.
5

It is then not justifiable in this study to include the 
112 companies that answered "yes" to the first question, 
but did not pass the three following screenings to the 
true family firm cluster. Nor should they be included in 
the comparison cluster of non—family firms since they



cannot be considered pure publicly controlled companies. 
In order to secure a meaningful contrast between family 
and non-family firms, these 112 companies are not 
included in either cluster.

But what kind of difference does family ownership alone 
have on the way a company goes about its business and 
internationalization? In order to be able to analyze 
that, a third group of companies is introduced, the 
family owned (voting power >50%) but professionally 
managed firms. This cluster is limited to the 13 
companies that passed the first two screenings, but did 
not have any family members on either the board of 
directors or the management team. In other words, this 
group consists of companies that are family assets 
affected by the family only through a stock holder 
relationship. It would be interesting to find out, 
whether their internationalization process resembles that 
of family firms' or non-family firms'. However, the size 
of this cluster was so small that it could not be 
included in the full analysis.

The ten companies that gave the n.a.-answers for 
questions 2, 3, and 4 are left out. Leaving them out may 
cause threats to reliability but their significance is 
only marginal in this large sample. The 13 companies that 
answered "yes" to the first question, but were not 
dominantly owned by a family, were left out. The same was 
done with the 76 family dominated companies (in terms of 
voting power) that had one or more family members in only 
the board or the management team. These 89 (13+76) 
questionnaires should not be regarded as unusable 
answers. They simply make a fourth cluster of companies 
which has to be left out of the analysis because of the 
complexity within it. None of these rejections threaten 
the validity of the results. Thus the approximate 40% 
rate of return explained earlier is, in terms of this new 
perspective, still factual.

Consequently, the two groups to be analyzed were
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eventually 174 family firms and 307 non-family firms (the 
13 family-owned firms were left out), the total being 481 
firms. Out of the total sample of 593 companies, 89 were 
left out of the analysis because they could not be 
defined as pure family firms or non-family firms, and 10 
because their nature remained unclarified. Thus the 
number of usable answers amounts to 583. For the sake of 
convenience, the word "sample" is used in this report to 
refer to the 583 companies even though this group is not 
a sample in the statistical meaning of the word. This is 
because no sampling procedures were done to limit or 
choose the included companies - the whole population was 
targeted. So the group of 583 companies actually is the 
part the whole population that rendered usable answers. 
Correspondingly, the sample-term is used to refer to the 
481 companies that are included in the analysis.

The short forms for the two groups under analysis, which 
appear later in the text, are FFF for family firms, NFF 
for non-family firms (and FOF for family-owned but 
professionally managed) firms. It should be pointed out 
that the term "public company" can not be used when 
referring to NFFs since these companies may be privately 
owned, but by some other group or community than a 
family. Table 1-1 shows some illustrative information on 
the different types of companies.

Despite the relatively large number of FFFs, their share 
of total personnel, sales, and exports, in this sample of 
internationalized companies is rather small. One should 
not, however, draw the conclusion that they have only 
little importance. On the contrary, family-firms, share 
of total economic activity on the national level is 
considerable. These figures only make the point that 
family firms are usually smaller, and do not 
internationalize as much as non-family firms.



Table 1-1. Distribution and/or means of some key 
variables on the three groups of companies

11

Variable FFF FOF NFF ALL
Number of firms 
% of all firms

174
35.2%

13
2.6%

307
62.2%

494
100.0%

Domestic personnel 
mean

% of all firms
130

13.2%
189

1.4%
478

85.4%
348

100.0%
Total personnel 

mean
% of all firms

151
11.4%

253
1.3%

659
87.3%

469
100.0%

Consolidated sales 
mean

% of all firms
72 M 
6.1%

144 M 
0.9%

620 M 
93.0%

415 M 
100.0%

Exports, goods ; mean 
% of all firms

12 M 
3.8%

26 M 
0.6%

174 M 
95.6%

112 M 
100.0%

R&D-% of sales, mean 2.4 1.1 3.4 3.0
Upgrading per
employee, mean 202,000 212,000 209,000 207,000
Monetary figures are in Finnish Marks, M=million

The relative indicators of technological level (R&D- 
percentage of sales) and efficiency (upgrading per 
employee) suggest that NFFs invest most and FOFs least in 
R&D, and that FOFs operate most, and FFFs least 
efficiently. Table 1-2 provides additional information on 
the technological level of the firms in the form of 
industry sector data. The SIC—numbers of three companies 
remained unclarified.

The table shows that the greatest number of companies 
operated in the machinery and equipment manufacturing 
industry. Using broader groupings of industries, the 
metal industry (SIC-figures 23-27) was number one with 
44.6% of all companies. It was followed by the forest 
industry (SIC-figures 14-15), 14.9%, and the textile, 
wearing apparel, leather goods and footwear industries 
(SIC 12-13), 12.9%. The remaining sectors accounted for 
27.6% of the companies. The industry sector dimension is 
further elaborated in the analysis part of this paper.



12
Table 1-2. Industry sector distribution of the firms according to the SIC-classification
SIC, Field of industry FFF FOF NFF ALL
11 food, beverage and 
tobacco manufacture

10
5.8%

1
7.7%

14
4.6%

25
5.1%

12 textiles manufacture 10
5.8%

1
7.7%

11
3.6%

22
4.5%

13 wearing apparel, 
leather goods and 
footwear manufacture

32
18.5%

1
7.7.%

8
2.6%

41
8.4%

14 wood and wooden 
products manufacture

16
9.2%

1
7.7%

28
9.2%

45
9.2%

15 pulp, paper and paper 
products manufacture

3
1.7%

0
0.0%

25
8.2%

28
5.7%

16 publishing and 
printing

0
0.0%

0
0.0%

8
2.6%

8
1.6%

17 furniture manufacture 9
5.2%

0
0.0%

10
3.3%

19
3.9%

18 chemicals and chemical 
products manufacture

4
2.3%

1
7.7%

22
7.2%

27
5.5%

19 petroleum and coal 
products and nuclear fuel 
manufacture

0
0.0%

0
0.0%

1
0.3%

1
0.2%

21 rubber and plastic 
products manufacture

14
8.1%

1
7.7%

10
3.3%

25
5.1%

22 glass, clay and stone 
products manufacture

5
2.9%

0
0.0%

14
4.6%

19
3.9%

23 basic metal industries 0
0.0%

1
7.7%

8
2.6%

9
1.8%

24 manufactured metal 
products 17

9.8%
4

30.8%
29

9.5%
50

10.2%
25 machinery and 
equipment manufacture

26
15.0%

1
7.7%

48
15.7%

75
15.3%

26 electrical products and 
instruments manufacture

13
7.5%

0
0.0%

53
17.4%

66
13.4%

27 transport equipment 
manufacture

8
4.6%

1
7.7%

10
3.3%

19
3.9%

29 other manufacturing 
industries

6
3.5%

0
0.0%

6
2.0%

12
2.4%

TOTAL 173
100.0%

13
100.0%

305
100.0%

491
100.0%



1.3.3 Reliability and validity

In order to reduce the data collection error certain 
measures were taken. Firstly, before mailing out a 
questionnaire to a firm that had taken part in the 
earlier FIBO studies, it was precompleted with the 
already existing information on that company in the FIBO 
databank. The firm was then asked to check the data. The 
number of these companies was 166, i.e. 34% of total 494. 
Secondly, the questionnaires were sent to the highest 
ranking executives, and thirdly, inexplicit or incomplete 
questionnaires were checked over the phone.

There are, however, some problems concerning the 
reliability of the results. Firstly, many of the firms 
were actually parts of groups, i.e. they were, for 
example, parent companies, subsidiaries or divisions of 
groups. This may have produced some errors in the answers 
since many times it is hard to separate the operations 
and date of different parts of a group. Secondly, some 
companies were not able to provide all the information 
requested in the questionnaire, usually because of the 
plain fact that they were not able to track down the 
complicated data inquired in the research questionnaire 
(especially some sales figures). Thus, the number of 
observations varies somewhat even with variables that 
concerned all companies. These deficiencies in the 
questionnaires were corrected by phone as completely as 
possible. On the other hand, it can be argued that the 
data given by the companies was accurate and reliable, 
not just put on the questionnaire to satisfy the 
researchers.

The validity of the study may be argued to be affected by 
the definitions used for FFFs and NFFs. However, in the 
absence of a universally accepted definition of a family 
firm, it can be said that the results depict the 
different types of companies as defined in this study.
Thus, if this approach is taken, the validity is not 
affected by the definitions. Nevertheless, one point
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related to this may decrease validity: a company 
acquisition boom took place in Finland at the end of the 
last decade and a considerable number of family firms 
were sold to public companies (Salmi, 1989, p. 20). Thus 
some of the companies (including a few big firms) in the 
non-family firm group used be family firms up to late 
80's, which may decrease the discovered contrast between 
the groups of comparison from what the contrast really 
is.

The validity of the depiction, i.e. how well the results 
characterize the total population, is slightly affected 
by the relatively low rate of return, approximately 40%. 
However, the following reasoning sheds some positive 
light on this matter. According to the Board of Customs 
(1991, p. 76) , the total exports of Finland's industry in 
1990 were FIM 100,001 million. The total exports of the 
sample (n=583) were FIM 53,795 million. Thus, the share 
of the sample's summed exports, of Finland's industries' 
total exports in 1990 was roughly 54%. This implies that 
the companies that were not included in the study, were, 
on the average, smaller exporters. In addition, the 
figure of Finland's industries' total exports also 
includes the exports of foreign-owned companies that 
operate in Finland. This means that the percentage of 
sample companies' exports, of the surveyed populations' 
total exports, is notably higher than 54%. Thus, the 
conclusion that the results depict the population rather 
well, can be defended.

1.4 Structure of the study

The study is built up as illustrated in Figure 1-2.

After this introduction, the second chapter provides a 
general type of theoretical discussion on the topics of 
importance to the study. Different approaches to the 
internationalization of companies are presented. Firm 
behavior and organizational culture are also considered 
meaningful themes. The characterization of various
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domains of culture found in family firms bring a family 
firm perspective to the discussion. At the end of the 
second chapter, the chosen theoretical frame of 
internationalization will be introduced in detail.

Figure 1-2. Structure of the study

THEORETICAL LEVEL

DISCUSSION FRAME

Firm Internationalization Lateral rigidity
Behavior of the firm b Motives
Organizational culture * Prerequisites
Arenas of culture In family firms Strategy and process5Z 5Z

' FAMILY FIRM CHARACTERISTICS ^

Goal hierarchy & ownership 
Resources
Neopotlsm & succession 
Organizational culture and behavior 
Situational factors

I
ANALYSIS OF INTERNATIONALIZATION

IMPACT ON BUSINESS STRATEGIES FUTURE PLANS

Products
Operation modes
Markets
Process patterns

Chapter three is devoted to discussing the points that 
differentiate the family firm from other type of firms. 
These points are assumed to affect the 
internationalization aptitude and process of family
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finns. In the fourth chapter, the empirical analysis aims 
to clarify the internationalization strategies and 
process of family firms. A concurrent comparison with 
non—family firms and a search for differences is done.
The impact of foreign operations on business, and future 
plans of the companies are also analyzed. Finally, in 
chapter five, the theoretical frame is challenged, and 
the conclusions and implications of the results are 
given.

2 THEORETICAL BASIS FOR THE EMPIRICAL DATA & ANALYSIS

2.1 Supporting literature and theories on the issue

The perspective of this study is on the micro-level. For 
this reason, some of the existing theories pertaining to 
corporate internationalization are briefly presented. 
Criticism is given as well. Also other theories that may 
help explain the actions associated with the 
internationalization of family firms vs. non- family 
firms are introduced.

2.1.1 Theories on foreign direct investment and multinational 
enterprises

The classical and neoclassical trade theories laid the 
foundation for the more modern theories of corporate 
internationalization. They concentrated on explaining the 
aggregate movement of capital and goods between nations. 
Though they have not lost their significance, one has to 
bear in mind that the real international transactions are 
carried out by companies which do not necessarily act 
solely according to the logic presented in those 
theories. (Reinikainen, 1991, pp. 7-20). These theories 
were based on macro-economic considerations relating to 
issues such as abundance vs scarcity of capital, interest 
rate differences etc. On the firm-level the neoclassical 
trade theory, as a macro-instrument, explained only 
international portfolio investments, based on differences



in interest rates, but not investments with managerial 
interest (Nordström, 1991, p. 11).

Hymer (1960, published in 1976) was among the first who 
introduced an explanation of foreign direct investment 
(FDI), and thus multinational enterprises (MNEs) that 
relied on the assumption of imperfect information and 
monopolistic advantage. The investing company must have 
some transferable advantage to compensate for its 
information handicap and it must be able to earn higher 
profits abroad than in domestic markets because of the 
higher risk involved. It also has to be more profitable 
in its foreign market than local firms to cover the extra 
cost of operating abroad. (Luostarinen, 1979, pp. 2-3)
The exploitation of this advantage may cause a firm to 
engage in international operations of some type (Hymer, 
I960, p. 44 in Nordström, 1991, p. 11).

Kindelberger (1969) continued in the same line. He, 
however, explained the existence of FDI by imperfections 
of four types : imperfections in goods markets, 
imperfections in factor markets, scale economies, and 
government interference. He concluded that this kind of 
deviation from perfect competition was the primary reason 
for FDI since it can explain the choices between 
licensing and FDI, and between domestic production and 
FDI. The two researchers' accomplishments together are 
often referred to, in literature, as the Hymer- 
Kindelberger theory. The major draw-backs of this line of 
theory are that: 1) it does not explain how the advantage 
is generated and at what cost, 2) it deals with the 
matter as if it is a single innovation or patent, not a 
dedication to international operations, and 3) the 
explanation is based on a firm-specific advantage only, 
which is not a sufficient condition for FDI. (Nordstrom, 
1991, p. 12, and Buckley & Casson, 1976, pp. 67-69)

Vernon's theory of the product life-cycle (1966) takes 
another angle in explaining exports and the shift to FDI 
(and their direction) with differences in economic levels

17
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of countries and the innovation adoption process. He 
assumes that companies are oriented primarily to serve 
the home market and then, as the innovation diffusion 
process proceeds, extend the product overseas through, 
firstly, exports and, secondly, foreign production. This 
resembles a rather ethnocentric viewpoint which is 
applicable to companies with large and highly developed 
home markets. (Nordstrom, 1991, pp. 15-16, and Kosonen, 
1991, p. 45) In addition, though the theory is dynamic, 
it gives no indication as to how quickly the process 
flows and it portrays the process as not being the result 
of integrated long-run strategic planning (Buckley & 
Casson, 1976, pp. 76-78). In 1979 Vernon renewed his 
theory and added that the FDI location decision is 
affected by action-reaction patterns of competing MNEs, 
i.e. oligopolistic behavior. Here he had close links with 
the ideas developed by other researchers, Knickerbocker 
and Graham, in the early 70's. (Nordström, 1991, p. 17)

Knickerbocker's oligopoly theory of foreign direct 
investment (1973) implies that an oligopolistic situation 
in an industry leads to a follow-the-leader tactic ; in 
case the leader makes an FDI, competitors follow to 
diminish the possible advantage to the initiating 
company. This simplistic reasoning provides an 
explanation for foreign subsidiary operations of some 
MNEs operating in an oligopoly-like industry.
(Luostarinen, 1979, p. 2)

While Knickerpocker's theory was based on U.S. empiria, 
Graham conducted a comparable study on European MNEs 
investing in the U.S. (1974). He claims that in 
oligopolistic industries the investment of a U.S. company 
in Europe was countered by a European investment to the 
U.S. This aimed to maintain equilibrium and created a 
"mutual hostage position", which enabled the actors to 
strike in each other's home market. (Nordström, 1991, p. 
17) The short falls of the oligopoly theory of FDI are 
that it does not pay attention to the objectives of the 
company and that it provides no answer as to why the



initiating firm invested in the first place (Buckley & 
Casson, 1976, pp. 79-80).

Caves (1971) studied international corporations' exports 
and FDIs from a diversification perspective. The essence 
of his work was that horizontal diversification aims to 
use the immaterial resources and abilities of the company 
to the full. This was most efficiently done by extending 
the differentiated product to the international market. 
(Buckley & Casson, 1976, p. 72) This presupposes a clear 
growth objective of the firm. The diversification 
approach is in line with the theory of excess managerial 
capacity; both are based on the internationalization of 
business knowledge. Especially when a company has a small 
home market, the managerial capacity is not fully 
utilized in domestic operations after the firm has an 
established position at home. This capacity is rather 
mobile and efficiently utilized with international 
horizontal diversification, which may lead to capital 
investments in the FBI form. (Reinikainen, 1991, pp. 43- 
45) The diversification strategy has also been explained 
with risk reduction and financial hedging. However, this 
approach has mainly had portfolio-analysis grounds and 
does not fall into the scope of this discussion even 
though it is an interesting topic.

Buckley & Casson's theory of internationalization (1976), 
as that of Caves, was based on managerial thinking; it 
explains FDIs as a result of the profit-maximizing firm's 
propensity to internalize certain activities. Buckley & 
Casson claim that MNEs are created when this 
internalization process crosses national boundaries. 
Internalization, in turn, takes place because of 
imperfections in markets related to knowledge, such as 
process technology. They also maintain that this type of 
internalization is very common in R&D-intensive 
industries. (Nordström, 1991, p. 12, and Reinikainen,
1991, p. 27)
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All the above mentioned theories had weaknesses in taking
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into consideration both the micro aspects of the 
corporate growth process and the macro aspects of the 
surrounding environment. In this sense Dunning's 
synthesizing explanation (1977, 1979) comes closer to the 
ideal. His "eclectic theory of international involvement" 
selectively combines different partial explanations. 
(Reinikainen, 1991, pp. 21-22) Dunning introduces three 
major factors that influence the FDI decisions of 
companies ;

1) Location-specific advantages
2) Ownership-specific advantages
3) Internalization incentive advantages

Location-specific advantages refer to why certain 
production in a given host country is advantageous. This 
is explained by the host country's relative advantage in 
this field of production. Ownership-specific advantages 
refer to the special in-house expertise that enables the 
firm to compete in international markets. These 
advantages help the firm to compensate for the evident 
disadvantage of being a foreign outsider compared to 
local firms. Internalization incentive advantages, which 
are due to an imperfect knowledge market and the 
reduction of transactions, refer to the motive of 
companies to keep certain operations within their own 
organizations. This fact explains the preference for 
direct investments over licensing and exports.
(Nordström, 1991, pp. 13-14, and Reinikainen, 1991, pp. 
22-23) Reinikainen proposed a number of problems 
concerning the eclectic theory based on existing 
literature and his observations, but concluded that still 
it gives a reliable picture of significant elements of a 
FDI decision, (see Reinikainen, 1991, pp. 53-57)

Aharoni's (1966) perspective in studying FDI was quite 
different from the researchers' approaches presented 
above. He looked at FDI as a behavioralistic decision 
making process and concluded that investments abroad were 
rarely based on sophisticated and objective decision—
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making (Nordstrom, 1991, p. 19). Aharoni's theory of the 
FDI process proposes that the firm's decision to look 
abroad for investment possibilities is strongly 
influenced by some triggering force that initiates the 
process (e.g. a tariff increase). Once the investigation 
process is initiated, it is characterized by risk 
considerations and uncertainty, which is diminished as 
the company gains experience in foreign operations. If 
the natural pessimism of top management is corrected 
after reviews and negotiations, the investment decision 
is made. Aharoni claims that the most important codes of 
behavior are the avoidance of uncertainty, the focus on 
only certain problems, and a sequential search for 
solutions. He also asserts that the continuous learning 
process changes the organization and its way of dealing 
with the issue of internationalization. (Aharoni, 1966)

Aharoni was the first to introduce a step-wise 
perspective into the internationalization discussion, 
though it can not be classified as a stages theory. His 
theory has been criticized mostly because of its strong 
conflict with the profit-maximization hypothesis (Buckley 
& Casson, 1976, p. 81). Aharoni's work, however, has 
paved the way for further studies of the 
internationalization of the firm, especially from the 
process perspective. The ideas he presents may also be 
rather valuable when family firms are under inspection, 
since it is hypothesized that their decision making 
process resembles the one he introduced.

Criticism
All the theories briefly presented above in this chapter, 
although they add up to our understanding of 
internationalization, are more or less partial theories 
with a shallow consideration of the whole process of 
corporate internationalization. They take 
multinationality for granted and do not explain the 
firm's initial involvement in international operations. 
Generally speaking they are rather vague about 
assumptions (objectives, constraints etc.) and just
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provide an answer for the FDI vs export question from a 
U.S. standpoint (i.e. based on an assumption of a very 
large home market). In addition, the view they have is 
still quite a macro one (except for Aharoni), and the 
strategic thinking in them doesn't distinguish between 
long-run and short-run planning. To summarize, implicitly 
speaking, the presented theories contribute to our 
understanding of the phenomenon in question but appear 
rather distant when the internationalization process of 
main stream family firms with small and open domestic 
markets (like Finland) are concerned.

2.1.2 Stages theories of internationalization

Dynamic theories that explain the gradual 
internationalization process of firms, i.e. stages 
theories, represent another major school of thought in 
the research of the internationalization of business. 
Nordic researchers (e.g. Luostarinen, Johanson, 
Wiedersheim-Paul, Vahlne) have been especially active in 
this field since internationalization in their small and 
open markets has been an important growth strategy for 
firms already in early phases in their development and 
hence the process is closely connected with the 
companies' growth. In other words, the 
internationalization of Nordic-based companies is a 
significant domain of business research. Most Nordic 
researchers have found the step-by-step model to be very 
usable and valid when companies with Nordic type of home 
markets are concerned. The stages theories try to explain 
the whole process starting from modest commitments in 
foreign markets up to an MNE stage by including the 
organizational learning element into the explaining 
variables (they all were more or less influenced by 
Aharoni's ideas). For these reasons, it looks as if they 
are better suited for the present study. Here the most 
significant stages theories are examined briefly.

Johanson & Vahlne (1977), together with their colleagues 
Hörnell and Wiedersheim-Paul, made case studies of the
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internationalization process of Swedish firms and 
presented their model of knowledge development and 
increasing foreign market commitments as a synthesis of 
the results they obtained (Johanson & Vahlne, 1977). 
Johnson and Vahlne tried to create a model that explains 
all steps in corporate internationalization with a focus 
primarily on the extension of operations in a given 
market. The main structure of their model comes from the 
distinction between the state and change aspects of 
internationalization shown in Figure 2-1. The state 
aspects are market commitment (=resource commitment to 
the market in question) and market knowledge (=knowledge 
about the market and foreign operations). The change 
aspects are commitment decisions (=decisions to commit 
resources to the market) and current activities (=the 
procedures and performance of current business activities 
in the market).

Figure 2-1. structure of the Johanson & Vahlne 
internationalization model

STATE ASPECTS CHANGE ASPECTS

affects

changes

MARKET KNOWLEDGE
-general vs market specific 
-objective vs experimental

CURRENT ACTIVITIES
-result In experience 
-market vs firm experience

MARKET COMMITMENT
-amount of resources 
-degree of commitment

COMMITMENT DECISIONS
-economic (or scale) effect 
-uncertainty effect

Source: Johanson & Vahlne, 1977, p. 26 (modified)

Johanson and Vahlne claim that the present state of 
internationalization (state aspects) is an important 
factor which explains the course of present and future 
internationalization (change aspects) which in turn 
changes the state of internationalization. The state of
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market commitment is assumed to affect the firm's 
perception of opportunities and risks thus affecting the 
change aspects. The components of market commitment are 
the number of resources committed and the degree of 
commitment (=the difficulty of finding an alternative use 
for the resources). Market knowledge also affects the 
change aspects since it acts as a basis for the 
evaluation of and choice between decision alternatives. 
The components of market knowledge are objective and 
experimental knowledge. In this context experimental 
knowledge is more important since it cannot be as easily 
acquired as objective knowledge. Market knowledge can 
also be divided into general knowledge and market- 
specific knowledge, which are both important. The former 
can be transferred from one country to another but the 
latter is accumulated only through experience in a given 
market. The connection between market knowledge and 
market commitment is that knowledge can be considered a 
resource and, consequently, the better the knowledge the 
stronger the commitment.

Current activities are important since they are a prime 
source of experience, which carries the process of 
internationalization forward. The components of 
experience are market experience (related to the specific 
market) and firm experience (related to the way the firm 
in question functions), which are both important and 
needed together. For this reason recruiting people with 
market experience but without firm experience is not a 
viable short cut. This fact is an important reason why 
the internationalization process is often a slow one.

Commitment decisions depend on what alternatives are 
raised and how they are chosen. Alternative solutions 
generally consist of extensions of the currently 
performed operations in the market. Alternatives may also 
be offered from outside the company and the probability 
that the firm is being offered alternatives depends on 
its commitment to the market. Each additional commitment 
has economic effects (=increase in the scale of
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operations) and uncertainty effects (=reduction of the 
decision maker's perceived lack of ability to estimate 
the present and future market and factors that influence 
them). Scale-increasing decisions will be made by 
companies with large total resources or by companies that 
feel little uncertainty about the market. Uncertainty- 
reducing commitments will be made by companies which feel 
that the existing market risk is higher than tolerable. 
These commitments are made by taking steps to increase 
interactions with and integration to the market. Johanson 
and Vahlne conclude that cumulating market experience 
results in additional commitments (increase in scale of 
operations and integration to the market). This increased 
commitment will be made in small steps that resemble the 
development of the perceived risk and uncertainty and it 
will be speeded up by market growth.

Later Johanson and Vahlne contrasted the eclectic 
paradigm with their theory. They assert that the basic 
inconsistencies are the differing assumptions: 1) perfect 
information vs underpinnings in behavioral theory, 2) 
optimization vs no optimization 3) and static nature vs 
dynamic nature. They also acknowledged that their model 
is extremely partial, and it deliberately excludes many 
relevant explanatory factors. (Johanson & Vahlne, 1990,
pp. 16-18)

Luostarinen (1970 and 1979) made an important 
contribution to the stages theory already before the 
Swedish researchers. In 1970, he presented the dynamics 
of foreign operations on four distinct levels: 1) the 
firm's penetration of a given target country, 2) the 
firm's utilization dynamics of foreign operation modes in 
general, 3) the dynamics of foreign operations of a 
country, and 4) the dynamics of foreign operations on the 
world-level. (Luostarinen, 1970, pp. 128-178)

In his 1979 dissertation Luostarinen tested the pattern 
of the firm's utilization dynamics of foreign operation 
modes. He presented his holistic theory of corporate
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internationalization after an extensive survey of Finnish 
industrial companies with international involvement. In 
his work the explanatory factors were mostly based on the 
behavioral theory of the firm, the theory of the growth 
of the firm, and the theory of strategic decision-making. 
Figure 2-2 depicts the structure of Luostarinen's theory.

Figure 2-2. Structure of Luostarinen's 
internationalization model
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Source: Luostarinen, 1979, p. 20 (modified)

Luostarinen noticed two kinds of factors that explained 
the internationalization of these companies. The why- 
factors are the general motives of engaging in foreign 
operations and they are divided into home country 
related, host country related, and firm related factors. 
The how-factors illustrate the patterns of gradual 
internationalization and they deal with the sequence of 
introducing different product levels into foreign 
markets, the usage of various foreign operation modes, 
and the order in which different markets are entered.

According to Luostarinen, the process of 
internationalization is hindered by the natural lateral 
rigidity of decision making towards internationalization. 
This rigidity is reduced by means of organizational 
learning which explains the gradual nature of the
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process. In his dynamic model Luostarinen also introduced 
a division of the process into four distinctive stages:
1. starting stage, 2. development stage, 3. growth stage, 
and 4. mature stage of internationalization.
(Luostarinen, 1979, and 1990) Luostarinen also points out 
that the internationalization process of the firm and the 
further penetration of a given market are different. The 
internationalization process describes the overall 
activity level of a company's foreign operations while 
the market penetration process is a separate target- 
country- level process guided by other situation specific 
factors. This distinction explains many of the phenomena 
first interpreted as irregularities in the process. 
(Luostarinen & Welch, 1988, pp. 47-48)

An important part of Luostarinen's holistic 
internationalization model is the recognition of, and 
distinction between inward-coming, outward-going, and 
cooperative international operations. This notion is 
meaningful since firms can acquire international 
experience through all of these different avenues of 
international involvement. (Luostarinen, 1979, p. 106) 
This aspect and Luostarinen's theory as a whole will be 
discussed in more detail later in this paper.

Cavusgil (1980), inspired by e.g. the Swedish 
researchers, presented his "conceptualization of firms' 
initial involvement process in international marketing". 
He assumed that this involvement is typically in the form 
of exporting and thus he concentrated solely on that. 
Cavusgil revealed three major conclusion about the 
process based on the examination of existing literature:
1) the involvement in international activities is a 
gradual process that takes place in incremental stages 
over a long period of time, 2) this involvement can be 
considered an innovation adaption process within the 
closed environment of the firm, to which findings on 
other types of innovation will apply, and 3) companies 
appear to proceed in exporting without much rational 
analysis or deliberate planning due to the difficulty of
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assessing its benefits and the lack of adequate 
information systems. (Cavusgil, 1980, pp. 273-275) The 
core of Cavusgil's theory is a division of the initial 
export involvement process into five distinctive stages 
characterized in Figure 2-3.

Figure 2-3. Stages of initial export involvement

INTERNAL & EXTERNAL MO I IVES CRITICAL ACTIVITY STAGE
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Source: Cavusgil, 1980, p. 275

Many firms are in the domestic marketing stage because 
they are not willing to experiment with exporting or they 
are preoccupied with day-to-day problems of domestic 
operational management. Unfavorable attitudes towards, 
and lack of knowledge of foreign market opportunities is 
also common for companies at this first stage.

Firms move on to the pre-export stage encouraged by 
various external and internál stimuli that trigger the 
decision makers' interest in exporting. According to 
Cavusgil's study the amount of external stimuli at this
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stage exceeds that of the internal stimuli. However, 
management lacks the knowledge and experience needed to 
make the required analysis of foreign market 
opportunities, and since it is costly to acquire the 
information needed, the analysis is more or less based on 
diffuse impressions of the attractiveness of exporting. 
When management finds exporting attractive, the firm 
proceeds to the experimental involvement stage. Now 
exporting is marginal to total sales and only a small 
number of markets, within a close psychic distance, are 
entered. Indirect exporting is the preferred operation 
mode and short run profit is the motivating force. 
(Cavusgil, 1980, pp. 276-277)

If the experiences gained in exporting are favorable, the 
company may progress to the active involvement stage.
This means entering new markets, expanding the volume of 
exports, or using direct exporting. In general, 
everything related to exporting will now be made more 
systematically and thoroughly, and increasingly based on 
the firm's own experience. As the company starts 
allocating resources based on international 
considerations the company enters the committed 
involvement stage. Managing the international marketing 
mix becomes a critical task that affects the survival of 
the whole company. Cavusgil acknowledges that firms may 
continue from here on with other foreign operation modes 
such as licensing and FDI, but does not elaborate on 
that. (Cavusgil, 1980, pp. 277-278)

It is clear that Cavusgil's model is limited in many 
respects. It does not discuss the motives of 
internationalization, the development of the product 
dimension, nor the use of a variety of operation modes.
In addition, the basic assumption is that the home market 
is large and it alone gives opportunities for growth if 
the company so wishes. However, Cavusgil presents a 
clarifying overall description of the initial involvement 
phase of exporting, which is actually what it is aiming 
at.
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Criticism
Juul & Walters (1987) conducted a small scale study of 
Norwegian companies' operations in the UK which was based 
on the theoretical framework developed by the 
Scandinavian researchers discussed above. In general the 
findings supported the theories but the evolution of the 
product dimension (presented by Luostarinen) was not as 
clear as that of the other dimension (operation mode and 
target market). An additional finding was that the use of 
information and experimental knowledge gained from the 
foreign market was not as systematical as expected. (Juul 
& Walters, 1987, p. 65)

In his study of Swedish firms, Nordström (1991) found 
that the sequence of entries into various foreign markets 
was determined more by means of Luostarinen's concept 
"business distance" than by "psychic distance" presented 
by the Swedish researchers ("business distance" includes 
the size of the target market as a determinant of 
closeness). Nordström also found that companies tend to 
skip stages in the proposed evolutionary chain of 
operation modes used in a given market. He claimed that 
this was caused by faster gathering of information and 
experience than before and by other, more pressing 
considerations like competitive pressure. Also in general 
Nordström argued that the internationalization pattern of 
a firm is strongly affected by the prevailing industry 
structure, which is an aspect that is not included in the 
Nordic stages theories. However, Nordström still 
acknowledged the validity of the stages theory, 
especially in the case of small and/or new entrants in 
the international arena. (Nordström, 1991, pp. 175-183)

Turnbull (1987) doubts the significance of the stages 
theory since it has not been backed—up enough by 
empirical studies. He also sees problems in it because 1) 
the unit of observation is so complex (MNE), 2) the 
distinctions between the stages are vague, and 3) the 
definition of the degree of internationalization is too 
problematic. (Turnbull, 1987, p. 25) Turnbull's own study
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of British companies7 internationalization in Europe does 
not support the evolutionary path of export 
organizational development. He suggests that "a company's 
stage of internationalization is largely determined by 
the operating environment, industry structure, and its 
own marketing strategy" (Turnbull, 1987, pp. 36-37). The 
problems with Turnbull's critique are that he sees the 
stages theory as a deterministic model, and that his own 
study is not very representative. Furthermore he did not 
include Luostarinen's firm level theory with strong 
empirical evidence in his group of stages theories. What 
we can learn from him, however, is that exceptions exist 
and that the industry structure is a determinant of the 
internationalization pattern.

The stages theory of internationalization by Luostarinen 
was selected as the theoretical framework for the survey 
made by FIBO in 1991, the empirical material of which is 
used in this study as well. This selection can be 
supported. Luostarinen's theory is a holistic model that 
includes the aspects of internationalization that this 
study wishes to analyze. Additionally, it was based on a 
very representative sample of internationalized Finnish 
industrial companies, which also constitutes the target 
group of this study. Furthermore it has been supported by 
a number of subsequent studies at FIBO and elsewhere. 
Moreover, importantly enough, it acknowledges the 
behavioralistic nature of the internationalization 
process which, according to the work hypothesis, is very 
important in the case of family firms.

2.1.3 Notions on the behavioral theory of the firm

Studying the behavioralistic aspects of corporate 
management has a justification in this context. It is 
expected that the differences between management behavior 
in family firms and non-family firms result in different 
patterns of internationalization. Even though the 
empirical material analyzed in this study does not 
include data of specifically this type, this overview
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will, however, add up to our understanding of the reasons 
why companies operate in diverse ways.

Cyert & March's behavioral theory of the firm (1963) has 
been a corner stone in many organizational, as well as 
internationalization studies. It explains the effects of 
organizational structure and conventional practice on the 
development of goals and the implementation of decisions. 
Cyert & March argue that the goals of a firm are 
constraints imposed on the organization through 
bargaining among individuals, or coalitions of 
individuals, and that they are elaborated over time in 
response to short-run pressures. Goals are formed by 
individuals with different demands, changing foci of 
attention, and a restricted ability to concentrate on all 
organizational problems simultaneously. In the long-run, 
changes in the decision makers result in changes in 
goals. These changes, however, are rather gradual, and, 
at one point in time, most goals can be considered fixed. 
In addition, the goal setting conflicts between 
individuals or coalitions in an organization are never 
fully resolved. (Cyert & March, 1963, p.43)

As to the formation and handling of information, and how 
it affects decision-making, Cyert & March maintain that 
an organization does not reguire completeness or 
consistency in information. In decision situations, the 
level of information search is based on perceptions of 
what is adequate. Resource allocation is done to satisfy 
existing constraints, i.e. goals — not to optimize 
operations based on perfect information (=quasi 
resolution of conflict). In general, the search for 
information on decision alternatives is problem-oriented 
and is intensively done only after committing to a 
specific decision (=problemistic search). In addition, 
search is affected by organizational structure and the 
locus of search responsibility (Cyert & March, 1963, pp. 
78-80, 83)

Cyert & March see the firm as an "adaptive", i.e.
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learning system. At any one point in time, the system 
prefers a specific state or posture. As the system 
receives external impulses, it manipulates a number of 
decision variables according to some decision rules. The 
combination of the impulses and decision variables 
changes the state of the system. A decision rule that 
leads the system to a certain preferred state is likely 
to be used in the future as well (-organizational 
learning). In general, the decision rules that guide the 
choice procedure between alternatives in an organization 
are uncertainty avoiding, persisting, and simplistic 
(-uncertainty avoidance). The decision rules an 
organization employs affect its goals, the perception 
about the environment, the range of alternatives 
considered, and managerial procedures. (Cyert & March, 
1963, pp. 99, 102, 112) Cyert & March's ideas are 
relevant in explaining the process of international 
involvement of a firm. For this reason they have 
considerably inspired Luostarinen's (1979) theory of 
internationalization, and hence they will reappear later 
in this paper.

2.1.4 Notions on organizational culture and its change

The function of this chapter is much like that of the 
previous one. The organizational culture and the way it 
evolves plays an important role in the 
internationalization process of a firm. It is 
hypothesized that family firms in general have different 
organizational cultures compared to non-family firms and 
especially that they also change in a dissimilar manner. 
The word "culture", in an organizational context, has 
been defined in different ways by various researchers. 
Some meanings are: observed behavioral regularities in 
interaction between people, norms or rules that evolve in 
working groups, dominant values adopted by organizations, 
an organization's philosophy towards its employees and 
customers, and a feeling or climate that is conveyed in 
an organization (Schein, 1985, p. 6). These definitions 
imply that the behavior of a firm is closely related to
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its organizational culture.

Schein (1985, p. 9) defines organizational culture as "a 
pattern of basic assumptions-invented, discovered, or 
developed by a given group as it learns to cope with its 
problems of external adaption and internal integration - 
that has worked well enough to be considered valid and, 
therefore, to be taught to new members as the correct way 
to perceive, think, and feel in relation to those 
problems". The problems of external adaption are (Schein, 
1985, p. 52):

1) obtaining an understanding of the firms 
mission and strategy.
2) formation of accepted goals derived from the 
core mission.
3) developing a consensus on the means to be 
used to reach the goals.
4) establishing the measurement criteria used to 
evaluate performance.
5) developing a model of correction to be used 
if the measured performance is not meeting the 
goals.

Concerning family firms, points 1 and 2 (which affect 
subsequent points) are interesting; Schein argues that a 
firm may choose to hold on to its present identity even 
at a high economic (opportunity) cost.

On the other hand, the problem areas of internal 
integration are (Schein, 1985, pp. 65-82):

1) communication
2) group boundaries
3) power and status
4) intimacy
5) rewards and punishment
6) ideology

These variables of the internal atmosphere of a firm 
affect the thinking styles of individuals and the way new
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employees are being filtered into the organization. This 
results in individuals in a firm somewhat resembling one 
another.

The founder of an organization has an important role in 
shaping the culture. Certain solutions to problems and 
ways of doing things, which survive and become parts of 
the culture, typically reflect the core assumptions of 
the founder. As long as these solutions reduce anxiety 
and produce goal accomplishment, they are likely to 
endure. (Schein, 1985, pp. 209-210, 221-222) External and 
internal events act as change agents in the organization 
(e.g. they may induce internationalization). Culture has 
an effect on such a process, and culture itself may 
change in the process. Culture change may mean behavioral 
changes, value changes, changes in assumptions, or 
changes even in the whole paradigm. However, even 
considerable changes may take place in an organization's 
operations without a reformation of the cultural 
paradigm. Whatever the case, the commitment of management 
and its clear expression of willingness to change is 
crucial to the success of a cultural change. (Schein,
1985, pp. 244-245, 267)

Schein also claims that the function of culture in the 
organization's life changes as the firm matures.
Initially culture creates a stable environment and 
provides identity and a communication system. Later the 
culture may have become so fixed and traditional that it 
only reinforces the assumptions and values held by the 
older and conservative elements in the organization.
Under these conditions a rebellious counterculture may be 
created by the younger and externally oriented elements. 
The type of change that is possible depends on the 
developmental stage of the organization and on the degree 
to which the organization is unfrozen and ready to 
change, caused by either external or internal forces. 
These forces are also different at different stages in 
the organization life, and certain change mechanisms are 
relevant at certain stages.
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Figure 2-4 shows three developmental stages in an 
organization's life and the respective culture issues and 
change mechanisms. The stage refers to the generational 
age, size, and complexity of the organization. 
Generational age, the most important variable indicates 
whether the firm is managed by the founder (first 
generation), the owner family (second or third 
generation), or by professional managers with no 
substantial ownership. The generational age, size and 
complexity are independent of each other even though they 
may correlate. (Schein, 1985, pp. 270-273)

Figure 2-4. Developmental stages in an organization's 
life, and respective culture issues & change mechanisms

GROWTH STAGE FUNCTION OF CULTURE/ISSUE CHANGE MECHANISMS

I DIRI 11 AND EARLY GROWTH

1. Founder domination, 
possible family domination

SUCCESSION PHASE

ILOROANIZAII0NAL MIDLlfC

1. Culture is a distinctive competence
* ^ and source of identity
I 2. Culture is the glue that holds the 

organization together
* 3. Organization strives toward more
I integration and clarity

4. Heavy emphasis on socialization as 
evidence of commitment

I
1. Culture becomes battleground 

1 between conservatives and liberals
I 2. Potential successors are judged on 

whether they will preserve or 
1 change cultural elementsn--------------

1. Natural evolution
2. Self-guided evolution, 

organizational therapy
3. Managed evolution 

through hybrids
4. Managed "revolution" 

through outsiders

1 Гxpansion of products/markets
2. Vertical integration
3. Geographical expansion
4. Acquisitions, mergers

1. Cultural integration declines as 
new subcultures are spawned

2. I oss of key goals, values, and 
assumptions creates crisis of 
identity

3. Opportunity to manage direr tron 
of cultural change is provided

5. Planned change and orga
nizational development

6. Technological seduction
7. Change through scandal, 

explosion of myths
8 Incrementalism

1 Maturity or decline of markets
2. Increasing internal stability 

and/or stagnation
3. I ack of motivation to change

I HANSr ORMAI ION OP I ION

Dl I, I III JCI ION OP I ION 
1 Bankruptcy, takeover, or .
merger, and reorganization

L

1. Culture becomes a constraint 
on innovation

2. Culture preserves the glories of 
the past, hence is valued as a 
source of self-esteem, defence

1. A culture change is inevitable
2. Essential culture elements must 

he identified and preserved
3. 1 lie change process can he managed 

or simply allowed to evolve

1. Culture changes at paradigm levels
2. Massive replacement of key people

9. Coer sive persuasion
10. Turnaround
11. Reorganization, 

destruction, rebirth

1
Source: Schein, 1985, pp. 271-272
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The figure speaks for itself, and going into detail with 
the issues is not within the scope of this study.
However, some notions on the succession phase from stage 
1 to stage 2 are in order. That is when the founder 
dominated culture is challenged. In stage 1 the cultural 
influence comes primarily from the founder(s). When the 
firm moves toward the succession phase, the founder(s) 
has difficulties in giving up what he/she has created;
He/she wants to maintain high levels of control. 
Conservatives and liberals debate over the culture issue. 
The founder is still in control but is increasingly 
sharing responsibility with people whom he/she selects 
for future powerful roles (family members, insiders, or 
outsiders). If the founder or his/her family is still 
dominant in the firm the culture is likely to evolve only 
moderately. (Schein, 1985, pp. 275-277)

According to Schein, the firm enters organizational 
midlife when the founder or his/her family is no longer 
clearly dominant due to loss of ownership or the sheer 
number of non-family managers. Now the past history of 
the organization is not a good indicator of what will 
follow because of the internal (and of course external) 
changes. Strong forces may emerge toward cultural 
adaptation stimulated by economic difficulties, poor goal 
achievement, or destructive internal power struggles. 
(Schein, 1985, pp. 282-291) Without empirical back-up, it 
may be inferred that this phase of organizational 
development is likely to be the period when the 
internationalization of operations comes into the range 
of strategic alternatives of a family firm. In the 3rd 
stage of growth, organizational maturity, the firm shows 
no signs of a family firm for which reason it is of no 
great interest here.

Finally, Schein reminds us (1985, pp. 303-309) that 
cultural change can be viewed with differing implicit 
assumptions about the change process itself: change can 
be viewed as a general evolutionary process, as an 
adaption and learning process, as a therapeutic process,
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as a revolutionary process, or as a managed process. So, 
a prerequisite for discussion on culture change is a 
common view to begin with or at least an understanding of 
the different implicit assumptions. Even though Schein 
did not present his ideas with particularly family firms 
in mind, they still are pertinent in this context and 
help us to understand the underlying differences between 
family firms and non-family firms.

2.1.5 Cultural configuration of family firms

The life-cycle of a family firm
Dyer (1986) studied cultural change specifically in 
family firms based among others on Schein7s work. He 
begins by introducing a four-stage life cycle of a family 
firm:

Stage 1: Creating the Business
Stage 2: Growth and Development
Stage 3: Succession and Second Generation
Stage 4: Public Ownership and Professional Mgmt

In stage 1 organizing the new business takes all the 
attention and survival is the primary goal. In the second 
stage the founder has to start delegating responsibility 
and sharing power. He/she becomes concerned with teaching 
his/her own business values to employees. An intense 
competition between family and non—family employees is 
often found at this stage. Planning for leadership 
transition also becomes an issue. In stage 3 the business 
has matured and the founder is no longer the dominant 
force. The firm is a complex organization with family 
members, non-family employees, and perhaps outside 
investors. Ownership and equity issues are a cause of 
harmful conflicts. The major challenge now is to manage 
conflict between people with diverse interests in order 
to be able to make strategic changes which are 
characteristic of this stage. In stage 4 the firm, for 
one reason or another, acquires capital from the open 
market and recruits professional management. Only a
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do they often cease to exist as family firms. (Dyer,
1986, pp. 4-5)

This life cycle presents a "typical" case but Dyer states 
that there is diversity in how a given family firm moves 
through the stages. It may move slowly, fast, not move at 
all, or proceed only to the second stage, for example.
The culture of the family firm changes as the firm 
proceeds in its life cycle, and managing the change is a 
crucial issue for the firm. (Dyer, 1986, p. 12)

Levels of culture in familv-firms
According to Dyer, culture consists of four levels:

1) Artifacts 3) Values
2) Perspectives 4) Assumptions

Artifacts are the easily noticeable verbal, physical, and 
behavioral expressions of the underlying belief system 
(e.g. language, stories, myths, art, physical lay-out, 
patterns of behavior, etc.). The second level of culture 
consists of perspectives which prescribe the bounds of 
acceptable behavior in specific situations (e.g. how to 
handle disagreements or on what basis family members 
should be promoted). Perspectives define specific courses 
of action in particular situations whereas values, the 
next level of culture, are broader principles that guide 
overall behavior. Values reflect general goals and 
standards such as "show initiative" or "serve the 
customer". Often some of these values are written down in 
a formal statement of the company's philosophy. 
Assumptions, the most abstract level of culture, form the 
foundation of the firm's culture and underpin the values, 
perspectives and artifacts. (Dyer, 1986, pp. 14-19)

Dyer lists seven categories of assumptions that underpin 
the culture of an organization: 1) Assumptions about 
relationships : are they hierarchical, group-oriented, or 
individualistic? 2) Assumptions about human nature: is it
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good, evil, or neutral? 3) Assumptions about the nature 
of truth: where, or from whom, does it come from? 4) 
Assumptions about the environment: is it manageable, 
should one adapt to it? 5) Assumptions about 
universalism: should all members of the organization be 
evaluated and treated according to the same standards or 
should some be given preferential treatment? 6) 
Assumptions about time: are the people in the 
organization oriented to the past, present, or future? 7) 
Assumptions about the nature of human activity: are 
humans basically active (doing—orientation) or passive 
(being-orientation) or driven by a goal of self
development? In any organization the set of assumptions 
(not all seven are always detectable) and their 
interrelationships form the cultural pattern. (Dyer,
1986, pp. 19-20) It is clear that in family firms in 
particular these assumptions reflect the owner's ideas 
rather strongly. This is due to two reasons : firstly, the 
owner has the legitime power to shape the assumptions, 
and secondly, the family firm owner usually manages the 
firm for an extensive period of time which allows almost 
all his/her assumptions to diffuse into the culture.

Arenas of culture in familv-firms
Dyer presents three arenas of culture that are present in 
a family firm setting, and that have cultural patterns of 
their own: business culture, family culture, and the 
culture of the governing board

The key to the culture of the family firm lies in the 
patterns of the core assumptions of these three arenas of 
culture, which together form the cultural configuration 
of a family firm. Understanding the cultural 
configuration (i.e. the combination of the cultural 
patterns of the business, family, and board) is 
significant because it enables one to grasp the complex— 
ities of a family firm as it evolves over its life cycle. 
(Dyer, 1986, pp. 21—22) Figure 2—5 clarifies the issue.



Figure 2-5. Cultural configuration of a family firm 
setting

CULTURAL CONFIGURATION 
OF THE FAMILY FIRM

FAMILY PATTERNS

■Patriarchal
-Collaborative
-Conflicted

BUSINESS PATTERNS

-Paternalistic
-Lalssez-laire
-Participative
-Professional

GOVERNANCE PATTERNS

-Paper board 
-Rubber-stamp board 
-Advisory board 
-Overseer board

Source: Dyer, 1986, p. 22

Business culture: The four cultural patterns commonly 
found in the business side of family firms are:

-paternalistic -laissez-faire
-participative -professional

The basic assumptions in them reflect considerably 
different means of operating and thinking in the 
organization. The patterns and the assumptions they hold 
are presented in Figure 2-6.

In the paternalistic culture, the most common pattern, 
the founder or family leaders retain all authority and 
key information. Family members are preferred and 
outsiders are distrusted. The organization's primary aim 
is to carry on the founder's heritage. The firm is 
oriented to the past or the present but not to the 
future.
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Category of 
Assumptions PATERNALISTIC LAISSEZ-FAIRE PARTICIPATIVE PROFESSIONAL

Relationships Lineal (hlerarchlal) Lineal Collateral (group- 
oriented)

Individualistic

Human nature People are basically 
untrustworthy

People are “good" 
and trustworthy

People are good 
and trustworthy

People neither 
good nor evil - 
neutral stance

Nature ol truth Truth resides In the 
founder/lamily

Truth resides In 
founder/lamily, 
altough "out
siders" are given 
autonomy

Truth found in 
group decision 
making/participation

Truth found in 
professional rules 
of conduct

The environment Proactive stance Harmonizing/pro
active stance

Harmonizing/pro
active stance

Reactive/proactive
stance

Unlversallsm Particularistic
(neopotism)

Particularistic Universalistic Universalistic

Time Present- or past- 
oriented

Present- or past- 
oriented

Present- or future- 
oriented

Present-oriented

Human activity Doing orientation Doing orientation Being-in-becoming
orientation

Doing-orientation

Source: Dyer, 1986, p. 23

The laissez—faire culture is much like the paternalistic 
one but it differs in that all members of the 
organization are trusted and the initiative for ideas can 
originate from anybody. In a few words, the family 
determines the ends but employees have the power to 
determine the means. In the participative culture, which 
is quite rare in family firms, collaboration is 
emphasized and the power of the family is rather 
diminished. All employees are trusted and they are 
considered potential sources of valuable information and 
solutions to problems. The firm attempts to manage the 
environment and is oriented to the present as well as the 
future. The professional culture assumes that individual 
motivation and achievement are the driving forces and 
that employees are motivated by rewards and punishment. 
This results in the climate of the firm being highly 
competitive. The ends (profit) matter, not the means. 
(Dyer, 1986, pp. 22-34)

Family culture: Cultural patterns in the owner families 
also differ. Dyer divides families into three categories:

- patriarchal family
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- collaborative family
- conflicted family

The three patterns found all embody different ways of 
handling authority, achieving goals, and managing 
conflict. In the patriarchal family the family leader is 
the dominant authority figure. All decisions concerning 
the family are made by him/her and others follow. He/she 
is rather secretive and has no confidence in the other 
members' abilities to handle responsibility and 
information. In the collaborative family all family 
members have the opportunity to influence decision-making 
at some level and they all share the same goals and 
values. The family members are interdependent and aim to 
maintain solidarity inside the family. The conflicted 
family does not share common goals and thus the family 
peace is often challenged by the actions of family 
members driven by individual motives and desires. 
Relationships inside the family are of mistrust, 
conflict, and alienation. In conclusion, these various 
family cultures are often the source of frustrations and 
problems that also affect the family business a great 
deal. (Dyer, 1986, pp. 35-37)

Board culture: Dyer distinguished four different cultural 
patterns in the governing boards of family firms:

-paper board 
-advisory board

-rubber-stamp board 
-overseer board

The "paper board" performs little function and exists 
just to meet the requirements of the law. Generally the 
board members on paper are family members. The defense 
for a paper board is that the family makes the decisions 
anyway, and that outside help is not needed. The "rubber- 
stamp board" often includes members outside the family, 
normally friends who can provide advice and valuable 
business connections. Their role is to support the 
family's decisions and the real power they have to change 
the way business is conducted is very limited. The role
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of the "advisory board" is like that of the rubber-stamp 
board's but in addition its outside members also have 
some influence on decisions. They use their power to 
protect the interests of the shareholders, especially the 
non-family owners. The "overseer board" meets regularly 
and makes major decisions on strategy and policy. It also 
elects officers and concerns itself with keeping 
shareholders and venture capitalist happy. The overseer 
board is frequently found in family firms that have gone 
public and hence it is often an arena for conflict since 
the interests of outside investors and the family are 
many times quite different. (Dyer, 1986, pp. 37-40)

Common cultural configurations
The various cultural patterns described above form 
various combinations, i.e. cultural configurations. For 
example family firms in stages 1 and 2 in the life cycle 
fairly often have a paternalistic business culture, a 
patriarchal family culture, and a rubber-stamp board 
culture. Firms in stage 3, on the other hand, often have 
a cultural configuration with a participative business 
culture, a collaborative family culture, and an advisory 
board culture. A common configuration in stage 4 
companies is one with a professional business culture, 
conflicted families, and an overseer board. These, 
however, are only general findings that are not 
deterministic in any way. Dyer also reminds that no given 
configuration is necessarily related to organizational 
growth, market share, sales, profits etc. (Dyer, 1986, p. 
41, 55) It may be inferred, nevertheless, that unless the 
cultural configuration evolves, the advancement over the 
life cycle is not very likely, or rapid. In the case of 
internationalization, the steps taken depend largely on 
the founders attitudes on international markets and 
operations, and on the degree to which the culture 
acknowledges the impulses that come from outside the 
company and the ideas that other employees have. It is 
probable that, in many family firms, a change in the 
cultural configuration is needed before 
internationalization can fully proceed.
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Change in culture
Dyer also provides a phase-model of cultural change, 
which in short is the following: phase 1: the 
leadership's abilities are questioned and a search for 
alternative behavior begins. This is triggered by some 
crisis, which commonly is an economic recession, death of 
founder/leader, rapid growth, or fundamental changes in 
strategy, technology, or structure. Phase 2: breakdown of 
pattern maintenance symbols, beliefs, and structures. 
Phase 3: new leadership emerges with an alternative set 
of assumptions. Phase 4: conflict - struggle for control 
between proponents of old and new leadership. Phase 5: 
new leadership solves the crisis and becomes the new 
cultural elite. Phase 6: new symbols, beliefs, and 
structures institutionalize the new culture. Dyer 
maintains that an alternative to replacing the leadership 
is that the old leadership adopts new viable beliefs and 
values by first "unlearning" the previous ones. However, 
most family firms do not intentionally adapt their 
cultures to meet changing times. (Dyer, 1986, pp. 42-56)

Dyer's ideas on family firm culture and its change are 
valuable to the internationalization considerations of 
these firms. Internationalization of the operations of a 
firm is something that pertains to the values, beliefs, 
and even assumptions of the firm and the owner family. If 
the company maintains a professional business culture, a 
collaborative family culture, and an overseer board 
culture, its actions may be "rationable" and even 
predictable concerning its internationalization. However 
if that is not the case, the pattern it follows may be 
strongly affected by the cultural configuration. If it is 
borne in mind that the most common cultural configuration 
is the one with a paternalistic business culture, a 
patriarchal family, and a rubber-stamp board, it can be 
argued that, the company will internationalize its 
operations slowly, if at all. This is because the 
paternalistic business culture resists change, the 
patriarchal family wants to place its assets at a low 
risk, and because the rubber-stamp board is not able nor
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In general terms, various studies of organizational 
change, and cultural change in particular, maintain that 
change is difficult and slow. This is because it is in 
the nature of culture that it creates continuity and 
protects the stability of life. Change, on the other 
hand, creates uncertainty. Some writers promote the idea 
of cultural determinism, which suggests that cultures 
change but they cannot be changed. There are, however, 
some arguments in favor of cultural change by intentional 
effort. These arguments see the corporate culture as 
superficial compared to culture in the anthropological 
meaning of the word. They may also rest on the life cycle 
approach to organizations or look at cultural change as a 
learning process. In addition, the successful usage of 
certain managerial tools to support cultural change 
propose that corporate culture can be changed by 
intentional effort. (Aaltio-Marjasóla, 1991, pp. 49-58)

2.2 Theoretical framework for this study -
the internationalization process of a firm

Luostarinen's theory of the internationalization of the 
firm was chosen as a basis for this empirical study. Now 
it will be introduced here in more detail with some 
remarks from other writers as well as observations 
concerning the family firm issue.

2.2.1 Lateral rigidity towards internationalization

Luostarinen presents a behavioral decision-making 
framework based on systems theory, the theory of the 
growth of the firm, the theory of strategic decision 
making, and the behavioral theory of the firm. At the 
heart of the framework is the concept of lateral rigidity 
in strategic decision making (originally presented by 
Vaivio, 1962 and '63). It assumes that the company is a 
planning organization which synchronizes its different 
plans in harmony, and is unwilling to change them. Only a

46
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heavy disturbance may force the plans to be changed. The 
company is active forwards moving on the path directed by 
its plans but rigid in a lateral direction which leads 
away from the planned course. The rigidity is caused by a 
lack of information and an inability to react to the 
disturbances. (Luostarinen, 1979, pp. 21-33) Figure 2-7 
shows the steps and elements in the laterally rigid 
decision making process.

Figure 2-7. Lateral rigidity in the decision-making 
process

Is cau
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Problem
oriented
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Unwilling
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Uncertainty
avoidance escape

LATERALLY RIGID 
DECISION PROCESS

► = successive stages in the decision-making process with related time lags

Source: Luostarinen, 1979, p. 45

Lateral rigidity is a typical feature in every stage of 
the decision making process: the ability to perceive 
business impulses is limited; the reaction to the 
perceived impulses is restricted; search for alternative 
solutions is selective; and the choice between the 
alternatives is confined. Most decisions of a strategic 
nature are innovative and new to the company whereas most 
operative decisions are repetitive and self-regenerative. 
Hence the existence of lateral rigidity and forward 
elasticity results in passive strategic behavior but 
active operative behavior. (Luostarinen, 1979, p. 35)



Strategic decisions pertaining to deeper 
internationalization are definitely ones hindered by 
lateral rigidity.

The above mentioned four causes of lateral rigidity are 
subject to the ten "sub-causes" found in the lower boxes 
in Figure 2-7. The impact of some of them can be assumed 
to be especially strong where the internationalization of 
family firms is concerned. In family firms with specific 
types of cultural configuration, e.g. a paternalistic 
business culture and paper board, the search for impulses 
is rather small because of the low value given to 
individual initiative. In addition, the span of attention 
is also limited since the leader alone takes care of all 
strategic thinking. He or she simply cannot receive, 
consider, and handle as many impulses as more people 
could. A family firm may be unable to react to 
international business impulses due to their limited 
quantity and quality of resources and it may be unwilling 
to act because it is reasonably satisfied with the 
current state of affairs. The leader may also be 
unwilling to react if the initiative comes from the wrong 
person, a non-family member, for example. The selectivity 
of search in family firms is supported by its biased 
nature, i.e. the search is based on the opinions, hopes, 
and expectations of the family and/or the leader. The 
last step in the laterally rigid decision-making process, 
the choice between alternatives, is confined and that is 
caused by uncertainty avoidance and risk escape. 
Uncertainty avoidance which is related to the low level 
of knowledge about the decision issue does not 
necessarily differ in family firms compared to non-family 
firms. Risk escape, however, may be a significant factor 
in family firms with a family culture that puts great 
importance on the safety of the family fortune when 
assessing business operations. (For a more comprehensive 
description of the laterally rigid decision making 
process see Luostarinen, 1979, pp. 36-45)

The degree of lateral rigidity and organizational

48
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learning are closely related. The result of learning is 
an increased stock of knowledge in the company. If this 
increase is positive towards some new strategic 
alternative, e.g. internationalization, it decreases the 
degree of lateral rigidity. The positive increase in the 
stock of knowledge may also shorten the time lags between 
the different stages in the decision making process and 
thus reduce the durability of lateral rigidity. 
(Luostarinen, 1979, pp. 46-49)

The decision making process is laterally more rigid 
concerning internationalization issues because of various 
reasons. The perception of international business 
impulses is limited because of the distant location in 
geographical, cultural and economic terms, the lack of or 
less active search for the impulses, and because the 
focus of attention is only on home markets. The reaction 
to international business impulses is restrictive because 
the company's resources are committed to some domestic 
use or the company is mentally committed to domestic 
business. The search for international business 
alternatives is selective because the problems the 
company faces are mostly domestic and because the 
alternatives are generated in the neighborhood of current 
operations. The choice of international business 
alternatives is restricted to those product, operation, 
and market alternatives obtained in the preceding stages, 
which explains why the alternatives are often only 
domestic ones. Even if international alternatives make it 
to this stage the choice is confined because the 
uncertainty felt towards international business objects, 
operations, and markets is high due to the low level of 
knowledge about them. (Luostarinen, 1979, pp. 51-57) In 
general terms, experience, organizational learning, and 
the stock of knowledge play an important role in 
determining the scale and pace of internationalization. 
This is a point made by many researchers in the fields of 
international business and organizational culture 
(especially the proponents of the stages theory of 
internationalization).
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To sum up, Luostarinen maintains that lateral rigidity is 
factual in international involvement because the 
existence of differences in domestic vs international 
environmental characteristics mean that there are also 
differences in action alternatives. The products and 
operation modes used in foreign markets are likely to be 
unknown and different from the ones familiar from 
domestic operations. Even if the alternatives are the 
same, they have to be used differently in new 
circumstances. These differences are assumed to be the 
reason for initial preference towards domestic 
operations. In addition, it is assumed that the degree of 
lateral rigidity towards international business is lower 
in the later stages of the organization's life cycle than 
in the early stages. (Luostarinen, 1979, pp. 50-51) As 
mentioned in the introduction of this paper, the work 
hypothesis was that family firms have some special 
characteristics that make them exceptionally rigid and 
even reluctant in their internationalization process.
This meant that they are laterally more rigid towards 
internationalization. This phenomenon is part of a 
general tendency of family firms to resist change. This 
resistance is often the major stumbling block in planning 
for reformation in family firms (Beckhard & Dyer, 1983, 
p. 61). Some reasons for this have already been stated 
and some will be discussed later in the paper.

Luostarinen claims that before a company starts to 
consider international business alternatives, there has 
to be a reduction in the degree of lateral rigidity. This 
is achieved by acknowledging the nature of the behavioral 
decision making process, and then by gradually shaping it 
into a posture where international business impulses may 
pass through the process without unnecessary resistance. 
Often the initiative for a firm to reduce the degree of 
lateral rigidity comes from a strong trigger signal. 
(Luostarinen, 1979, pp. 59-62) These trigger signals or 
motives are dealt with in the following section.
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2.2.2 Incentives to internationalize

Most theories of foreign direct investment, theories of 
MNEs, as well as stages theories of internationalization 
recognize various motives of internationalization. 
Luostarinen covers them rather broadly presenting a 
number of motives, macro and micro, that pertain to 
companies with a small and open domestic market such as 
Finland. The major macro-level motives are divided into 
push-factors and pull-factors. The push-factors are the 
smallness, openness, and the distant location of the home 
market, and the pull- factors are the large size and the 
openness of the probable host markets as well as a 
favorable competitive situation in them. The primary 
micro-level motives, in turn, are usually related to the 
general objectives of the company such as growth, 
profitability, and continuity. (Luostarinen, 1979) 
Internationalization, in many cases, gives better grounds 
for achieving those objectives because it produces some 
advantages. They are gained by economies of scale, 
increased specialization, the use of global alternatives, 
and by integration (Luostarinen, 1990).

Albaum et al (1989) deal with the same motives but 
classify them into external vs internal and reactive vs 
proactive. Figure 2-8 lists the various motives.

The classification into reactive and proactive motives is 
an interesting one. The former relate to a firm trying to 
protect its position as it is, and the latter to a firm 
using an active strategy to exploit its competencies and 
emerging market possibilities in international markets. 
(Albaum et al, 1989, pp. 35-36) However, one should 
recognize that if a reactive motive exists, e.g. small 
home market, it does not necessarily mean that the 
internationalizing firm is being passive; a small home 
market is just an existing pressure factor.
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Figure 2-8. Classification of export motives

INTERNAL EXTERNAL

PROACTIVE
-Managerial urge 
-Growth and profit goals 
-Marketing advantages 
-Economies of scale 
-Unique product/lech- 
nology competence

-Foreign market 
opportunities 
-Change agents

REACTIVE
-Risk diversification 
-Extend sales of a 
seasonal product 

-Excess capacity 
of resources

-Unsolicited orders 
-Small home market 
-Stagnant or decli
ning home market

Source: Albaum et al, 1989, p. 35 

Luostarinen (1979, pp. 64-65) considers
internationalization primarily as an alternative strategy 
for growth which may be in the form of geographical 
expansion, or product or industrial diversification. If 
the firm's home market in terms of geographical area, 
population, and gross national product is small, the 
possibilities for growth domestically are rather limited 
as are the conditions for attaining economies of scale 
compared to the companies with a large home market.
Unless the company is willing to diversify strongly, 
rapid market saturation forces it to seek international 
markets at an early stage of growth.

Internationalization through product or industrial 
diversification may also lead to more profitable products 
and longer production runs, but it also means that new 
technologies and knowledge have to be adopted. 
(Luostarinen, 1979, pp. 67-71) Home market openness, i.e. 
the fact that no (or low) trade barriers (tariffs, 
guotas, non-tariff barriers) exist is an important 
stimulus for internationalization as well. On the one 
hand, it pushes domestic companies to foreign markets to 
look for increased sales and a wider base for scale 
economies. This is because the entry of foreign
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competition with the advantages of international 
alternatives and larger base markets takes a share of the 
already small market. On the other hand, the openness of 
the home market is also a pull factor since it means that 
foreign markets are correspondingly open for exports from 
the country in question, in this case Finland. 
(Luostarinen, 1979, pp. 72-76) Luostarinen concludes that 
the two push factors, the smallness and openness of the 
domestic market, and the two pull factors, the reciprocal 
openness and big size of foreign markets form a pressure 
balancing system. The push factors pressurize the company 
to internationalize and the pull factors help to release 
this pressure.

In the case of Finland, these reactive and proactive 
external motives together with a growth motive are the 
factors that underpin the internationalization of almost 
all companies. The other, internal motives vary more from 
firm to firm. Profitability can be increased by utilizing 
the economies of scale or by employing the locational 
advantages of production and other functions in foreign 
markets. The marketing advantages, mentioned earlier, 
refer to the special know-how of marketing or knowledge 
of the market segment that distinguishes the company from 
its competitors. A solid marketing base may encourage the 
firm to use it to its advantage in foreign markets as 
well. This, however, calls for the similarity of the 
marketing systems between the home market and the target 
market or a successful adaption of the marketing 
knowledge (Kaynak, 1992). Utilizing the home country 
effect is also a marketing advantage, which means that, 
in international markets the product in question is 
generally perceived to come from or be the best in a 
certain country (e.g. beer in Germany). In addition to 
marketing advantages, any unique competence of a firm may 
motivate it to internationalize, especially if the 
investments made to acquire this competence have been 
high. Albaum et al also mention managerial urge as a 
motive. In family firms this may become the single most 
important factor that determines whether
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internationalization takes place or not. The reactive 
internal motives shown in Figure 2-8 are also commonly 
encountered, especially where companies with large home 
markets are concerned.

The internationalization motives of family firms 
supposedly vary with the cultural configuration. 
Paternalistic business organizations will 
internationalize only if the family leader has the urge 
or because of reactive motives. Professional cultures, on 
the other hand, are more likely to find proactive reasons 
for foreign operations. The family culture will also be 
an important determinant, especially the attitude towards 
putting the family fortune at risk.

2.2.3 Prerequisites for internationalization

Internationalization will always signify a change in the 
company and its environment, and an increase in the 
external and internal variables the management has to 
deal with. For this reason, successful involvement in 
international operations often requires some 
preconditions to be met beforehand. Normally a lot of the 
prerequisites covered in literature are ones that 
demonstrate good managerial administration in general 
like comprehensive strategic planning, management 
commitment, an existing competitive advantage, etc. Some 
prerequisites that actually are important in the outward 
internationalization of firms, especially family firms, 
are discussed here.

Firstly, domestic operations have to be on a healthy 
basis and the position in the domestic market has to be 
strong. This is important since involvement in foreign 
operations takes a considerable amount of management time 
and effort and the payback period may initially be a long 
one. So, the company's domestic operation has to be able 
to absorb the possible negative medium-range effects of 
internationalization. On the other hand, a strong home 
market position is a precondition for demonstrating the
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superiority of the company's product to the potential 
foreign customers. Often internationalization also 
requires additional resources to be mobilized - financial 
and personnel. Additional financial resources are needed 
to build the administrative network, to finance the 
payment periods (which tend to be longer in foreign trade 
than in domestic trade), to finance the general expansion 
of operations etc.

Personnel resources will also be tied to international 
operations. However, the type of personnel needed with a 
foreign language knowledge and experience in 
international trade is not, in most cases, readily 
available in companies that have previously operated only 
domestically. (Luostarinen, 1979, p. 204) 
Internationalization will not only pressure a company to 
increase the number of its employees, but it also forces 
the company to develop the quality of its staff. This 
quantitave and qualitative development of personnel goes 
deep into the hierarchy structure which means 
considerable changes in the organization. (Luostarinen & 
Svärd, 1982, pp. 135-198) For many family firms, the 
increased need for finance and personnel resources is a 
major restraint which will be discussed more later in the 
paper.

Lateral rigidity may be a barrier to innovative strategic 
internationalization development and hinder the 
utilization of existing and emerging opportunities in 
international markets. For this reason, the reduction of 
lateral rigidity is of great importance to a dynamic 
internationalization process. Luostarinen presents four 
principal ways of reducing lateral rigidity: 1) 
strengthening the firm's impulse exposure position by 
active search for impulses, an effective information 
system, and also sensitivity towards weak business 
impulses. 2) increasing the willingness, ability , and 
preparedness to react to international business impulses. 
3) intensifying the search for new opportunities and 
abandoning the problem-oriented search. 4) gaining
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experience of and collecting, interpreting, and 
evaluating information on international markets, 
operations, and products. These measures will reduce the 
degree of uncertainty felt and the level of risk 
perceived towards international operations. (Luostarinen, 
1979, pp. 204-206) It is only natural that the 
international marketing information systems in domestic 
firms barely exist. However, if internationalization is 
on the managements agenda, the need for international 
information increases drastically and an international 
information system with an organized search for market 
intelligence is needed.

The organizational development of an internationalizing 
company should consistently include the international 
perspective on personnel, physical, and financial 
resources, and on organizational structure. Also planning 
international operations should be integrated with the 
regular corporate planning system. (Luostarinen, 1979, 
pp. 203-206) A point which is important in international 
as well as domestic marketing is that management should 
evaluate the competitive advantage of the company. They 
should particularly consider whether their advantage is 
really an advantage also in foreign markets and whether 
it is sustainable in the international marketing 
environment. It is important that this kind of a 
competitive edge exists prior to going international 
since the prospects for creating one only after entering 
the international competition are rather gloomy. This 
advantage-consideration is one of the corner stones of 
the eclectic theory referred to earlier in the paper 
(Reinikainen, 1991, p. 24). Finally, one cannot over
emphasize the importance of the commitment and urge of 
the leader and the management team to the engagement in 
international operations. This is a fact acknowledged by 
almost all writers in international business.

The prerequisites for internationalization can also be 
examined from the organizational culture point of view. 
The commitment to international operations often means a
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change in the organizational culture (this is especially 
true in many family firms). Schein (1985, p. 271) argues 
that the organization has to be "unfrozen" and ready for 
transformation before it goes through a cultural change. 
The unfreezing stimulus is an externally induced crisis, 
or some internal force toward change.

Dyer (1986, p. 51) adds that before a cultural change is 
accomplished the new culture has to prove and 
institutionalize itself. This means that 
internationalization will not necessarily be enduring 
unless it is successful and approved by the organization 
members. Dyer (1986, pp. 123-137) also provides some 
conditions in the cultural configuration of a family firm 
that favor successful leadership transitions. Some of 
them also apply to internationalization: 1) the 
organization is relatively healthy when in transition, 2) 
communication and relationships between the leader and 
his/her subordinates are interdependent, 3) the family 
shares common views on how equity should be employed and 
allocated, 4) the family has developed mechanisms to 
resolve conflict, 5) shared goals and high trust exists 
among family members, 6) power relationships in the board 
are clear, and 7) the board has expertise to manage both 
firm and family.

2.2.4 Internationalization strategy

The formulation of the internationalization strategy is 
preceded by the strategic decision to go international. 
This decision is made triggered by one or many motives, 
if the company feels the needed prerequisites are being 
fulfilled. In some cases the decision to broaden 
operations outside the domestic market is not a result of 
a strategic planning process like when an unsolicited 
order is being delivered to a foreign buyer. Mostly, 
however, it is or should be the result of a decision to 
commit resources to international operations and to 
formulate the company's strategy with international 
perspectives.
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Lahti (1986, p. 53) claims that the basis for the success 
of Finnish small-sized companies' in international 
markets is the product differentiation and a monopolistic 
competitive position derived from that. He goes on to say 
that these companies are compelled to exercise strategic 
decision making since, without that, product 
differentiation is not possible. Ansoff (1965) specified 
two dimensions that form strategic action alternatives 
for companies, namely product and market area.

Luostarinen (1979, pp. 94-95) elaborated on that. He 
widened the product dimension to include services, 
projects and other intangible items and the market 
dimension to include various foreign markets. In 
addition, he introduced a third dimension, operation 
mode, to the elements that shape a company's 
international strategy. This was done because the ways in 
which the different sales objects are brought to 
international markets are diversified and often different 
from the ones used in domestic operations. Thus 
Luostarinen claims that strategic decisions in 
international business are combinations of decisions 
concerning products, operation modes, and markets. When 
put together, they make the POM-strategy. The elements of 
the POM-strategy formulate the foreign market activity of 
a firm, but they are, however, not the only dimensions of 
internationalization. A wider perspective also includes 
dimensions such as organizational structure, finance, and 
personnel which all contribute to the 
internationalization process of a firm (Luostarinen & 
Welch, 1988, pp. 38-43). The POM-strategy is a major 
concept used in the analysis of this study and, hence, in 
the following the three dimensions of it will be 
discussed.

2.2.4.1 Product level dimension

The sales objects of industrial firms are easily 
interpreted to mean physical goods. However, Luostarinen 
(1979, pp. 95-96) acknowledges that the product of a
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manufacturing company in international markets can be any 
type of offering that satisfies existing needs ; physical 
good, service, know-how, or system. This distinction is 
important at least in two respects pertaining to 
international trade: 1) it seems that in international 
business the share of physical goods compared to the 
other ones is decreasing, 2) various studies assert that 
companies with a small and open market should specialize 
in products where the relative content of software is 
higher than that of hardware. In addition, the role of 
know-how and systems sales is different in international 
markets compared to domestic markets. At home the sale of 
those product types is rather limited since industrial 
markets are small in terms of the number of buyers and 
often the buyer would be a competitor of the seller firm. 
This is especially true for companies with small domestic 
markets. (Luostarinen, 1979, pp. 97-98)

According to Luostarinen7s (1979, pp. 98-102) study the 
different products are introduced to international 
markets in the following order. 1) physical goods, 2) 
services, 3) systems, and 4) know-how. This order is 
explained by the different levels of familiarity towards 
the product in domestic operations, which means that the 
degree of lateral rigidity towards using the various 
product levels is also different. Another reason for this 
is that normally the need for knowledge about the target 
market increases when the relative software content of 
the product increases. In the later stages of 
internationalization, the company starts to consider the 
introduction of other products than goods. "This change 
in the product strategy is due to a change in the degree 
of lateral rigidity which again is due to organizational 
learning through the accumulation of international 
experience and information." (Luostarinen, 1979, p. 102)

Juul & Walters conducted a study on the 
internationalization of Norwegian firms in the U.K. They 
found that only 25% of companies had made changes in 
their product-level strategy during their presence in the
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U.К. However, their findings supported Luostarinen's 
theory in that the changes made in the international 
product strategy were all in the direction suggested in 
the model. (Juul & Walters, 1987, pp. 63-64)

2.2.4.2 Operation mode dimension

Internationalization develops and matures through the 
utilization of different operation modes that are used to 
introduce sales objects into foreign markets. Luostarinen 
puts foreign operation modes into three major categories ; 
outward-going, inward-coming, and cooperative forms of 
foreign operations. He divides the outward-going 
operations functionally into marketing and production 
operations, and according to the need for long-term 
direct investment. This division gives us four 
distinctive categories of outward-going operation modes 
(Luostarinen, 1979, pp. 105-110):

I Non-direct investment marketing operations (NIMOS)
-indirect export operations for goods 
-direct export operations for goods 
-service export operations 
-know-how export operations 
-partial project export operations

II Non-direct investment production operations (NIPOS)
-licensing operations 
-franchising operations 
-contract manufacturing operations 
-turnkey operations 
-coproduction operations

III Direct investment marketing operations (DIMOS)
-sales promotion subsidiaries 
-warehousing units 
-service units 
-sales subsidiaries
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IV Direct investment production operations (DIPOS)

-assembling subsidiaries
-manufacturing subsidiaries

As one can see the operation mode is closely linked with 
the product type being sold. This is due to the fact that 
the nature of the product limits the variety of operation 
modes usable in conjunction with that product. Taking 
that into account, the determination of operation 
strategy is influenced by lateral rigidity so that there 
is a certain order of utilization between different 
operation modes. Luostarinen's study (1979, pp. 120-124) 
found that there is a relationship between the length of 
international business experience and the operation mode 
being used; as experience accumulates the company 
utilizes the modes in the following order: first 
marketing operations then production operations and 
within those categories first non-investment and then 
investment operations. In other words NIMOS, DIMOS,
NIPOS, and finally DIPOS. The differing degrees of 
lateral rigidity are explained by the differences in 
familiarity, risk, and need for local knowledge 
associated with the different operation mode categories.

In addition to lateral rigidity, also other firm related 
factors affect the selection of the operation mode, such 
as the total objectives of the firm, organizational 
structure, and the industry in question. There are also 
target country and home country related factors affecting 
the choice. Examples of the former are size of the market 
and operation climate, and of the latter, production 
circumstances and home government policy towards domestic 
companies' foreign operations. Furthermore, examples of 
decisive factors related to both target and home 
countries are the distance and political and economic 
relations between them. Of course all the factors 
specified above have an effect on the whole POM-strategy, 
not just the operation mode. (Luostarinen, 1970, pp. 23- 
101)
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The strategic function of operation modes varies over 
time with the stage of internationalization, and in 
different situations. The outward going operations can be 
used in different ways (Luostarinen, 1978, p. 20): 1) as 
entry operations when first entering into a new market,
2) as penetration operations for heavier expansion in the 
market, 3) as supporting operations for control, profit 
transfer, or profit creation purposes, or 4) as 
complimentary operations that are independently used 
along with the major operation within the same market. An 
additional way to use an operation mode is as an 
escalation strategy that aims at carrying out an entry 
into a third market by using the operations in another 
foreign market as a basis (Luostarinen, 1990). Supporting 
and complementary, as well as escalation operations are 
likely to be used only in the later stages of 
internationalization, since they call for accumulated 
experience and highly integrated strategies. The dynamic 
use of operation modes suggests that the configuration of 
the operations used by the company changes according to 
new situations in the market and in the company and its 
objectives. This means that new operations are being 
introduced and some operations are being left out. 
(Luostarinen, 1978, p. 21)

2.2.4.3 Target market dimension

The third important component in the company's 
internationalization strategy is the pattern in which it 
enters various target markets (=countries). Target 
markets differ greatly from one another and compared to 
the home market. The existing differences are the primary 
determinants of a company's target market strategy. Often 
the differences are referred to as distances in terms of 
given attributes between the two markets (e.g. 
geographical distance and cultural distance). Here the 
aim is not at attempting to clarify the operational 
screening, evaluation, and selection process of target 
markets, but to present a model of how certain markets 
enter the company's span of attention and how the
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them is formed.

Luostarinen (1979, pp. 124-127) maintains that distance 
has an impact on the level of knowledge concerning a 
foreign market, since it prohibits knowledge flows (as 
well as other flows like material and monetary).
Knowledge again is a central factor in international 
business decision making, also in target market 
determination. Thus the greater the distance, the higher 
the degree of lateral rigidity. Luostarinen used three 
measures of distance, namely physical, cultural, and 
economic distance and combined them into one concept, the 
business distance between countries. He examined the 
impact of these distances on different knowledge flows as 
well as operation-specific material, monetary, and human 
flows. The variables utilized in examining the flows were 
the number of usable methods of the flow, its frequency, 
time, and cost.

In short, Luostarinen (1979, pp. 128-143) stated the 
following on business distance: an increase in physical 
distance hinders the different flows thus increasing the 
degree of lateral rigidity towards a given target market. 
Cultural distance (the sum of factors creating a need for 
knowledge on one hand, and barriers to the knowledge flow 
on the other) also promotes lateral rigidity towards a 
country market, and its role in determining the 
geographical structure of the company's
internationalization pattern is very essential. Economic 
distance which refers to the factors that determine total 
demand as well as per capita demand for the company's 
products in a market, can either encourage or impede 
operations in that market. A combination of these three 
distances, i.e. business distance, either favors or 
disfavors the entry to a specific target market. If the 
home market and the target market are physically and 
culturally close, and the demand in the target market is 
high, then the business distance is short. This results 
in a lower degree of lateral rigidity.

63
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After measuring the business distances between Finland 
and various other countries Luostarinen divided the 
target markets of Finnish companies into five clusters 
according to the results he had obtained. According to 
his model, the closest countries by business distance, 
the "hot" countries are the ones that are likely to be 
entered first. Then, as the internationalization process 
goes on the warm countries will be entered, and then 
medium, cool, and finally the cold countries. 
(Luostarinen, 1979, pp. 144-152) A list that shows the 
countries and their "warmness" is found in the appendix.

Many other researchers have also emphasized the 
importance of the distances presented above. The Swedish 
school uses the term "psychic distance" to refer to a 
combination of cultural and economic distances, which 
usually are related to the physical distance. They claim 
that it is the primary determinant of the order of 
successive establishments of operations in new country 
markets. (Johanson & Vahlne, 1977, p. 24) However, 
Nordström7s recent study found that physical closeness is 
no longer the most important determinant in the market 
selection of Swedish manufacturing companies and that 
market potential (=economic distance) has surpassed it 
in importance. His primary arguments were the 
homogenization of the world markets and easier access to 
foreign market information. (Nordström, 1991, pp.174-175) 
The initial advance to physically distant markets, 
however, calls for innovative industries and products of 
higher technology as well as an active search for 
business impulses and action alternatives in 
international markets, which equals a lowered level of 
lateral rigidity, (see e.g. Alahuhta, 1990, pp. 9-16, 
129-135)

Alternatively, the target market selection can be a 
passive one or guided by some other factors that the ones 
discussed; internationalization may begin after receiving 
and fulfilling an unsolicited order or because the 
management has an exceptionally good knowledge of, or



65
relations to a specific target market. These initial 
international operations may reduce lateral rigidity and 
lead to a strategically motivated internationalization 
process.

2.2.5 Model of the internationalization process

Now that the components of the internationalization 
strategy, i.e. product, operation, and market, are at 
hand the "internationalization posture" can be 
introduced. This posture can be used to examine the 
internationalization pattern of the firm, which means the 
dynamics of how a company proceeds from one stage of 
internationalization to the next. The 
internationalization pattern of an individual firm 
depends firstly on the initial triggering motives, 
secondly on the structural lateral rigidity, and thirdly 
on other exploratory factors such as organizational 
structure, size, and resources, as well as the level of 
commitment and desired degree of control. One has to 
remember that the forces at work change during the 
dynamic internationalization process. In addition to the 
internationalization posture and pattern, the stages and 
various measures of the degree of internationalization 
are also introduced at the end of this section.

2.2.5.1 Internationalization posture

The internationalization posture, or "POM-posture" 
(Product, Operation, Market), is a tool presented by 
Luostarinen that can be used to depict the situation of 
the company in relation to its internationalization 
process. Defining the POM—posture of a company gives an 
answer to the question of what different product, 
operation, and market categories are being utilized by 
the company at a given point in time. Examining the 
changes in the POM-posture, their direction, order, 
magnitude, and duration, provides a characterization of 
the dynamic pattern of the company's international 
expansion. (Luostarinen, 1979, p. iso)



66
Luostarinen points out that a change in the POM-posture 
occurs only when the company progresses from one product, 
operation, or market category to another. Changes that 
take place within a category (for example the 
introduction of an additional physical good to an already 
entered market) do not alter the posture even if they 
increase the commitment to foreign markets. This is 
because those changes aim at generating profits through 
strategic international action alternatives that are 
already being utilized by the company. A true change in 
the internationalization posture means creating new 
profit potential by exploiting innovative growth 
opportunities found in the external environment of the 
firm. These changes require strategic decisions guided by 
entrepreneurial skills opposed to the moves within a 
category that are largely operative. (Luostarinen, 1979,
pp. 180-181)

The occurrence of changes in the POM-posture are 
facilitated by changes in the degree of lateral rigidity 
through the organizational learning process often 
initiated by discontinuities in the external or internal 
environment. At the beginning of the internationalization 
process, the role of external impetuses is often 
important. They guide the formulation of the initial 
structure of the POM-posture, which means that companies 
usually have no predefined holistic strategies directing 
their internationalization at the early stages. In other 
words, strategy follows structure. Nevertheless, in the 
later stages of internationalization, internal strategic 
considerations based on accumulated experience steer the 
POM-strategy, and structure begins to follow strategy. 
However, the tendencies for forward elasticity and 
lateral rigidity remain, as do the possibilities of 
withdrawals of old products, rejections of used operation 
modes, and exits from once entered markets. (Luostarinen, 
1979, pp. 175-179)



67
2.2.5.2 Stages in the process

Various researchers have presented a number of 
classifications and characterizations for the stages of 
internationalization. Luostarinen's approach is discussed 
here, since it best fits the other parts of this study.
By utilizing the POM-posture as a tool, he discovered an 
orderly chronological development process which is 
typical of most internationalizing firms with small and 
open domestic markets. This process was divided into four 
distinctive stages of internationalization:

1) starting stage 3) growth stage
2) development stage 4) mature stage

The progression from one stage to another is achieved by 
a change of category in the product and/or operation 
dimension of the POM-posture. A mere change in the market 
dimension is not a sufficient deviation from the present 
POM-posture to move the company to the next stage since. 
(Luostarinen, 1979, pp.181-183) In the following, the 
four different stages are discussed one by one.

In the starting stage the company's behavior is 
characterized by a high degree of lateral rigidity. The 
firm's initial POM-posture will most probably consist of 
products sold successfully in domestic markets, an 
operation mode familiar from domestic activities, and 
market areas that are as close to the domestic one as 
possible. Usually this means that the company introduces 
physical goods through non-investment marketing 
operations to markets with a very short business 
distance. The first changes in the POM-posture after the 
entry to the first foreign market are likely to be 
entries to other markets with the same or longer business 
distance. However, the company still remains in stage one 
if it continues to utilize the same product and operation 
mode, which usually is the case. (Luostarinen, 1979, pp. 
183-188)
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The development stage is achieved through the 
introduction of services into foreign markets, or through 
the utilization of direct investment marketing 
operations. Often goods are still sold, but NIMOS are 
replaced by DIMOS especially in markets with a very short 
business distance. The markets with a short business 
distance are also the ones where services are likely to 
be introduced. The changes in this direction are 
motivated by a perceived potential and need for 
additional commitment, and facilitated by a lowered 
degree of lateral rigidity. Now the company creates some 
kind of export organization based on the accumulating 
international business knowledge and lateral rigidity 
begins to convert into forward elasticity. (Luostarinen, 
1979, pp. 188-191)

In the growth stage the company is hypothesized to have 
made the following alterations in its POM-posture: the 
company has introduced systems into its range of products 
in foreign markets, and/or it has begun to utilize non
investment production operations (NIPOS) along with NIMOS 
and DIMOS. In addition, the company enters countries with 
an increasingly longer business distance. (Luostarinen, 
1979, pp. 191-192)

In the mature stage, the array of elements in the 
company's POM-structure is at its broadest. The stock of 
knowledge has accumulated so that the number of perceived 
usable action alternatives has increased considerably. 
Strategic decisions are primarily guided by careful long
term considerations, not so much by lateral rigidity. Now 
it is hypothesized that know-how, or at least systems are 
being sold (with goods and services). Additionally, 
direct investment manufacturing operations (DIPOS) are 
being employed with the other types of operation modes. 
Furthermore, the company also begins to operate in very 
distant markets. In the mature stage, it is common that 
the company begins to perform market entries with other 
operation modes than NIMOS. This is a result of the fact 
that the firm enters markets that are unreachable with



traditional export methods or that the company simply 
feels confident enough to use more advanced methods right 
from the start. (Luostarinen, 1979, pp. 193-195)

2.2.5.3 Internationalization patterns and deviation from 
mainstream

The internationalization pattern of the firm refers to 
the path the firm takes to achieve increased involvement 
in international activities. The pattern presented above 
as the staged model explains the mainstream of the 
internationalization process but often the process of an 
individual firm does not follow a smooth and immutable 
path of development. (Luostarinen, 1979, p. 195, and 
Luostarinen & Welch, 1988, p. 47) In addition, the 
process is not always one that takes the company 
inevitably towards increased internationalization. De
internationalization may occur in the process as well as 
again re-internationalization. (Luostarinen, 1979, p.
118)

The internationalization pattern can be examined on 
various levels. Firstly, the establishment chain of a 
given firm in a given country can be studied. Secondly, 
the establishment chains of the same firm in various 
markets can be examined. Thirdly, one can study the 
establishment chains of various firms in a given market. 
Fourthly, the sum of the aggregate of establishment 
chains of various firms in diverse markets can be 
analyzed, which is the approach taken in this study by 
using the model presented above. The patterns found will 
differ from firm to firm and from market to market. The 
variation between individual firms result from, for 
example, differences in the industry and organizational 
size, experience, and commitment. The variations in the 
target market level are due to situational factors such 
as host government policies.

According to Luostarinen & Welch (1990, pp. 261-263) the 
most common irregularities in the internationalization

69
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process on the firm level are leapfrogging over 
intermediate steps directly to other than non-investment 
marketing operations and de-internationalization meaning 
withdrawals of products, the discontinuation of 
operations, and exits from markets.

Leapfrogging, which usually takes place in the later 
stages of internationalization after a number of market 
entries, is mostly explained by the accumulation of 
skills, experience, and knowledge in the use of more 
advanced methods of operation. The on-going environmental 
changes such as the homogenization of markets and 
economic integration have also contributed to the 
changing patterns of internationalization. The reason for 
de-internationalization moves, on the other hand, is 
primarily the failure of operations. Failure causes the 
company to withdraw, and it also likely that it results 
in an increased degree of lateral rigidity towards re
internationalization. Backward moves may, however, also 
be carried out after so called involuntary 
internationalization, which takes place when the company, 
for some pressuring reason, for example competitive 
imperative, has proceeded in its internationalization 
against its specific will. Hence, after the pressure 
factor disappears the company is likely to assume its 
past internationalization posture. (Luostarinen & Welch, 
1990, pp. 250, 261-265 and Luostarinen, 1979, p. 118) De
internationalization may also be an attractive 
alternative for a company if the situational factors 
change. For example, the locational advantages (referred 
to in the eclectic theory) in a market may vanish, which 
brings about the need to reconsider the POM-strategy, at 
least partly.

In his recent study Nordström found that the 
internationalization process of Swedish companies has 
speeded up lately and that direct investments are 
utilized increasingly in the earlier stages of 
internationalization as well. He also found that the 
criteria for target market selection had changed to favor
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demand potential over closeness. This he explained by 
improved market intelligence and homogenizing global 
market segments. (Nordström, 1991, pp. 174-175) Another 
explanation for this is the stabilization of market 
conditions in specific target markets (Johanson & Vahlne, 
1990, p. 12).

Irregularities in the internationalization process and 
alternative traceable patterns of internationalization do 
exist. This, however, does not make Luostarinen's 
internationalization pattern less relevant. Most of the 
new explanatory variables on the firm level boil down to 
the concept of lateral rigidity. This means that if 
increased market knowledge, for example, is considered 
the reason for an irregularity in the 
internationalization process, it actually affects the 
process through decreased level of lateral rigidity 
towards internationalization. To finalize this passage, 
it can be maintained that lateral rigidity, which was 
thoroughly discussed in Luostarinen's theory, is also 
able to explain the irregularities of the process - the 
introduction of new explanations simply means moving from 
an analytical level to a more tangible level.

At this point of discussion, the assumption of a higher 
compliance of family firms toward the presented model of 
internationalization is still appropriate.

2.2.5.4 Measures of internationalization

In the empirical analysis, the state of 
internationalization of companies will be measured by 
utilizing Luostarinen's stages model explained earlier. 
This method can be called an absolute measure of 
internationalization as opposed to the relative measures 
that will be introduced later. The definitions adopted 
for the different stages are as follows:

starting stage: the firm markets physical products
through non-investment marketing 
operations.
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development s.: the firm markets services, or utilizes

direct investment marketing operations, 
or both.

growth stage: the firm markets systems, or utilizes
non-investment production operations, 
or both.

mature stage: the firm markets know-how, or utilizes
direct investment production 
operations, or both.

This set of criteria that will be used is one of many 
possible. However, it has proved suitable in other FIBO 
studies in the past and is in line with the rest of the 
theoretical frame.

Apart from this analytical way of assessing the 
internationalization of a company there are also methods 
that do not go so deep into the process itself. These 
techniques actually measure the degree of 
internationality of a company, or an organization, at a 
certain point in time, either in quantitative or 
qualitative terms. Even though they are rather 
simplistic, they can be used to quickly get a grasp of 
the degree of internationalization of a specific 
attribute of the company. Together a set of these 
yardsticks can give a picture of the whole set-up. These 
techniques are mostly relative measures of 
internationalization, since they compare the 
international share of an attribute to the total.

Among the most applicable quantitative relative measures 
of international involvement of a firm are the 
internationalization degrees of sales (IDS), of 
manufacturing (IDM), of assets (IDA), of profits (IDP), 
and the internationalization degree of personnel 
(IDPersonnel). The formulas for these indicators are: 
(Luostarinen, 1970, pp. 145-149 and Luostarinen 1990)

IDS-ratio = foreign sales / total sales
(Here foreign sales equals total exports 
minus export to subsidiaries plus sales of 
subsidiaries abroad.)
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IDM-ratio = value of foreign manufacturing / 

value of total manufacturing
IDA-ratio = value of assets abroad / 

value of total assets
IDP-ratio = profits from abroad / total profits 
IDPersonnel = employees abroad / total no. of employees

Luostarinen presented eight phases of foreign operation 
and gave them suggested values for the four first ratios. 
Table 2-1 shows these phases and ratio values.

The list of quantitative relative measures of 
internationalization could be extended by introducing 
dimensions such as the international share of R&D 
expenditure or new investments, which would give an idea 
of the future internationalization orientation of a firm.

Table 2-1. Internationalization phases and suggested 
quantitative relative measures of internationalization
Phase of inter - 
nationalization

Value of 
IDS-ratio

Value of
IDM-ratio

Value of 
IDA-ratio

Value of 
IDP- ratio

1. Starting export 
phase n.00 -n.15 0 0 0.00-0.05

2.Developing export 
phase 0.15-0.20 0 0 0.05-0.10

3.Mature export 
phase 0.20-0.30 0 0.00-0.02 0.10-0.15

4.Starting foreign 
operation phase 0.30-0.40 * 0.00-0.15 0.02-0.10 0.15-0.20

5.Developing foreign 
operation phase 0.40-0.50 0.15-0.20 0.10-0.25 0.20-0.30

6.Mature foreign 
operation phase 0.50-0.70 0.20-0.30 0.25-0.35 0.30-0.40

7.Phase of interna 
tional operations 0.70-0.80 0.30-0.50 0.35-0.50 0.400.50

8.Phase of inter
national firm 0.80-1.00 0.50-1.00 0.50-1.00 0.50-1.00

Source: Luostarinen, 1970, p. 146

The qualitative indicators of internationalization, like 
the foreign orientation of management or the quality of 
the international market intelligence system, have
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traditionally been regarded as hard to operationalize and 
measure. The foreign orientation of the leader of a 
family firm may, however, be a very significant 
determinant of the company's internationalization 
process. For this reason this topic is discussed in the 
following paragraph.

Olson & Wiedersheim-Paul (1978) claim that decision maker 
characteristics, i.e. the degree of international 
orientation and cognitive style, act as a major filter of 
export stimuli exposed to the firm. Dichtl et al. (1983) 
offered four elements to the construct of what they 
called "management's foreign orientation". These included 
psychological distance to foreign markets, attitude 
towards export as a company strategy, subjective 
managerial characteristics (such as rigidity and 
willingness to change), and objective managerial 
characteristics (demographics). (Dichtl et al., 1984, pp. 
53-56) One can understand that measuring all these 
characteristics would call for a considerable amount of 
work. Holzmüller & Kasper made a study of Austrian 
managers' foreign orientation in small and medium-sized 
companies based on the construct of Dichtl et al. They 
found that the share of exports of total sales was 
considerably higher for firms with a foreign oriented 
manager compared to firms with domestically oriented 
managers. Their findings were valid in industry sectors 
where the environmental conditions for exports were 
favorable as well as in sectors were environmental 
conditions for exports were unfavorable. (Holzmüller & 
Kasper, 1990, pp. 225-228) In this study, however, the 
foreign orientation of managers will not be measured even 
though it would be very interesting and probably 
rewarding.

2.2.6 The role of inward-coming operations and 
cooperation agreements in the process

Up to this point, the discussion in this paper has 
concentrated on outward internationalization. However,
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inward internationalization and international cooperation 
are also important facets of internationalization as such 
and as parts of the total process of the
internationalization of the firm. In the first FIBO-study 
of 1976 also inward and cooperative modes of 
international business were examined in addition to 
outward-going operations (Luostarinen, 1978b). Roughly 
speaking, inward-coming foreign operations (INFOS) can be 
considered mirror images of outward-going foreign 
operations (OUTFOS) since for every INFO there is a 
respective OUTFO. Examples of cooperative forms of 
foreign operations (GOFOS) are R&D cooperation and joint 
tendering (Luostarinen & Welch, 1990, pp. 181-182, 196). 
See Luostarinen7s FIBO questionnaire in the appendix for 
a more complete list.

Inward internationalization has not been a hot topic in 
research lately. This is probably because of its 
perceived negative effect on the trade deficits of 
nations. Nevertheless, the justification for INFOS, even 
in a nationalistic sense, lies in the fact that they may 
lead to OUTFOS. In some cases INFOS may be a prerequisite 
for successful OUTFOS, like in the case of importing raw 
materials or industrial machinery for production of 
export products. However, the positive effect of INFOS 
often comes indirectly in the form of contact networks, 
knowledge, and experience in international markets and 
international operations. In other words, engagement in 
INFOS usually reduces the degree of lateral rigidity 
towards OUTFOS. In the case of technology importation, 
such as inward licensing, the access to new process or 
product knowledge may itself open export possibilities. 
The licensor may even require that the licensee enters 
certain foreign markets acting as an area sole- 
distributor. (The same applies in franchising.) At its 
most obvious the inward-outward connection is when 
countertrade is concerned; the transaction in one 
direction is conditional upon an equally valuable 
transaction in another direction. (Welch & Luostarinen, 
1990, pp. 2-4, 6-10)
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The above reasoning also explains why companies usually 
become involved in inward operations earlier than outward 
operations. This is especially true in small countries. 
INFOS and OUTFOS may also begin at the same time, as when 
cross-licensing (a company becomes a sub-licensor in a 
defined geographical area) is the company's first foreign 
operation. (Luostarinen & Welch, 1990, p. 187) 
Interestingly enough, a study on the international 
operations of 23 family, and 14 non-family businesses 
based in Argentina revealed that the exports/imports 
ratio of non-family firms was clearly higher than that of 
family firms (4.49 vs. 3.26). This means that for a given 
amount of imports, family firms export less that non
family firms. The researchers explained this by the lower 
level of vertical integration and a less effective use of 
domestic production factors by family firms. Here imports 
were considered as factors of production. (Gallo &
Estapé, 1992, pp. 8-9)

Inward-coming and cooperation operations are not only 
supplementary parts in the internationalization process, 
but they can be strategic choices with long-term 
perspectives and various motives (Luostarinen & Welch, 
1990, pp. 183-184 and 202-203); examples of cooperation 
motives are: access to crucial technology, turning a 
competitor into a partner, achieving a competitive edge 
through vertical integration, or gaining foreign 
distribution channels by providing them for a partner in 
domestic markets. This takes us to strategic alliances, 
which have recently become important success factors in 
international competition. (Welch & Luostarinen, 1990, 
pp. 10, 12) Strategic alliances are very international in 
nature since it seems that partnerships of that kind and 
caliber do not fit into the ambience of just one country 
market. It can be expected, however, that family firms do 
not engage in such arrangements easily, partly because 
they want to keep their independence, and partly because 
potential partners might not look favorably upon the 
family setting.



77
In the early phases of internationalization, the 
relationships between INFOS and OUTFOS are quite 
traceable. Over time, as the company develops its 
operations on both sides, the nature and direction of the 
influence of these operations towards one another become 
less identifiable. The extreme example is a multinational 
company that has a lot of intra-company, inter-company, 
and company-customer transactions over national 
boundaries between the home country and a foreign 
country, and between two foreign countries, and of course 
in various directions. (Welch & Luostarinen, 1990, p. 9) 
The situation reaches this point when the company is 
utilizing global production factors as well as worldwide 
markets to the full, and has actually lost much of its 
initial nationality, at least to some degree. At this 
level, the rationality of discussing in terms of one home 
market and a group of foreign target markets, and 
operations between them, more or less disappears.

Based on the above discussion, a conclusion can be made 
on the order of these three foreign operation categories 
within a company's internationalization process : 
companies usually start with INFOS, then proceed to 
OUTFOS, and finally move on to GOFOS. (For more see 
Luostarinen, 1978b and 1979) These three operation types 
can of course co-exist. In that case the initial INFOS- 
phase is usually followed by some combination of INFOS, 
OUTFOS, and GOFOS. (Luostarinen & Welch, 1990, pp.187- 
188)

3 CHARACTERIZATION OF INDUSTRIAL FAMILY FIRMS IN FINLAND

This chapter aims to give the reader an appreciation of 
the family firm. The family firms' position in the 
Finnish economy is discussed. Also characteristics 
specific to these companies that supposedly affect their 
internationalization are addressed. The approach is a 
descriptive one and not very theoretically-oriented.
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3.1 Family firms in the Finnish economy

The information publicly available on family firms is 
rather limited. There are a number of reasons for that. 
Firstly, the law does not require unlisted companies to 
publish the information available in listed companies' 
annual reports. Secondly, the problematics of family 
firms has not been at the focal point of researchers 
interests (probably because of their perceived 
insignificance in the economy). Thirdly, family firms 
have not been eager to "share their secrets", not 
business secrets, nor family secrets. Many companies are 
very reluctant to even reveal data on their ownership 
(Mikkonen, 1989, p. 24). In addition, the way family 
firms are usually defined is solely based on the 
ownership dimension; a major share-holding by a family is 
enough for a firm to be classified as a family firm.
Often even a 50% stake is not required. Of course it 
cannot be said that is not a correct way to do it, but 
considering the strategic behavior of family firms, it is 
the owner management, opposed to professional management, 
which also makes a difference. Nevertheless, it is only 
fair to say that even family ownership alone may have a 
considerable "family firm effect". This is the case if, 
but only if, the owners are alert and play an active 
owner's role.

The importance of family firms in the economy lies in the 
great number of them. In most developed countries the 
share of family firms is between 70 and 90% of the total 
amount of firms (Luostarinen, 1991). In the U.S. more 
than 90% of businesses are classified as being family 
controlled. These firms account for about one-half of 
employment, and around 40% of the gross national product 
in the nation. (Dyer, 1986, p. 3) These figures clearly 
point out that the average size of a family firm compared 
to that of a non-family firm is rather small. This is 
explained by the fact that, in the early stages of a 
firm's life-cycle, family ownership is very typical. Only 
after a period of growth does public ownership become a
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relevant option. So, it can be argued that, for the 
ownership of small and medium-sized companies, the family 
is a very natural unit (Mikkonen, 1989, p. 24). This, 
however, does not mean that all family firms are small.
It is evident that from the large base of smaller family 
firms some emerge and become major corporations. At that 
stage the pressure for them to be sold to bigger publicly 
held companies is acute, but still many remain within the 
family's control.

A study found that, in 1984, 35% (i.e. 88) out of 250 
biggest companies in Finland were family-owned. Some of 
the^ family firms were very high in the size ranking but 
on the other hand many of the positions between 200 and 
250 were occupied by family firms. These 88 family firms 
accounted for roughly 16% of aggregate turn-over and 20% 
of total personnel of the 250 companies. Nonetheless, 
family firms share of total profits was as high as 26%, 
which implies that they had been very profitable. (Seies, 
1984, pp. 52-53) These percentages presented above should 
be even higher since family firms listed on the stock 
exchange were not classified as family firms in this 
study (for example Kone-Group). As a comparison, in the 
U.S. one third of the Fortune 500 companies, which all 
are truly big, are family controlled (Kets de Vries,
1992, p. 5) As a curiosity, the three biggest family 
controlled companies, or groups, in Finland in terms of 
personnel size in 1987 were: 1) Kone 16 687, 2) Fazer 12 
086, and 3) Ahlström 11 033 (Mikkonen, 1989, p. 24). All 
three are also engaged in international operations.

The restricted visibility of family firms in the economy 
is probably also subject to the nature of their business 
and industries. Many family firms are "mom-and-pop" kind 
of businesses that operate in a small locale and offer 
their products and services to the surrounding community 
only. For this reason the perceived growth potential (and 
export potential as well) and hence outside interest put 
on these companies is rather limited. Even though there 
are, as said before, also a lot of large family firms,
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one can make a mistake by underestimating the importance 
of the smaller ones. For example, in Finland, during the 
year 1990 when the present economic downturn begun, small 
businesses (less than 100 employees) increased the amount 
of personnel employed by 20,000, while other companies 
reduced their staff by more than 14,000 people. At the 
end of 1990 small firms accounted for 45% of total 
employment. Small companies' turn-over also increased by 
5,8% compared to 3,8% of the bigger companies.
(Statistics Finland, 1992, pp. 7, 9)

One idea in this study was not to restrict the size of 
the family firms studied to any specified limits. This 
was done in order to, on the one hand, promote the idea 
that family firms can really make it big and highly 
internationalized, and on the other hand, to comply with 
the fact that an abundance of family firms are smaller, 
but still internationalized.

3.2 Specific characteristics of family firms affecting 
the internationalization process

The following paragraphs show the characteristics of 
family firms that differentiate them from non-family 
firms. However, not all of them are necessarily found in 
every family business. Some family companies may resemble 
publicly held companies and some may carry all the 
idiosyncrasies presented here. In addition, the issues 
raised are very much interrelated and many of them have 
already appeared in the text.

3.2.1 Goal hierarchy and ownership issues

When setting up a firm, some of the founder's motives 
often are to employ him/herself and people close to 
him/her, and to provide value to the community. Even if 
the company grows considerably, these motives may remain 
as background facts guiding decision making. (Beckhard & 
Dyer, 1983, p. 60) Growth and superior profits might not 
be at the top of the goal hierarchy. Such things as
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continuity, a pleasant job for family members, and even a 
meaningful position in the community may surpass them in 
importance. (Kets de Vries, 1992, pp. 6-7) This may be 
true for all types of firms, but it can be argued that 
family firms are more inclined to this kind of behavior.

Even if the goals of a family firm are not as depicted, 
or if they cannot be uncovered, it is a fact that they 
are formulated under other conditions than those of non
family firms. The goals of publicly held companies 
usually boil down to growth and profit - often in a 
surprisingly short term. This is explained by the nature 
of the collective force of the shareholder population, 
and the way the stock markets operate. The motives of 
stock investors are, firstly, an increase in stock price 
realized by company growth, and secondly, dividend 
realized by company profit. These investor motives 
influence the objectives of publicly held enterprises, 
which, in turn, dictate the actions of these companies. 
Privately held non-family firms are not exposed to such 
pressures as the above ones. However, their ownership is 
divided between a number of individuals, who most 
probably differ from one another in many respects. As 
Cyert & March were referred to earlier, the goal setting 
conflicts between individuals and coalitions of indivi
duals are never fully resolved. This makes it difficult 
to pursue any other goals than purely monetary ones.

In contrast to public and private non-family firms, 
family firms were founded by one person or family and are 
still controlled by the same family. Even though it is 
acknowledged that also family members can disagree 
between each other, they and their values still resemble 
one another. Even if that is not the case, the company is 
usually directed by one person whom the others will not 
stand up against. This is a fertile atmosphere for non- 
conventional business missions and goals to be formed and 
pursued, since it gives a certain freedom to one 
individual, or a bunch of similarly-minded individuals.
An additional point is that family firms "are not slaves
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of Wall Street, haunted by quarterly results" (Kets de 
Vries, 1992, p. 7). It is true that this reasoning seems 
to fit smaller family companies better than larger ones. 
The explanation is that the family firms that have become 
large players have probably adopted objectives more or 
less parallel to the ones of professionally managed 
companies. Thus, being a family firm does not mean that 
the company cannot, or will not accept growth and profit 
as its primary objectives. It is just that a greater 
amplitude of alternatives exists. It is self evident that 
the goal hierarchy has an effect on the international
ization of a firm; whether it decides to go inter
national, and how, and with what level of commitment.

The question of goal hierarchy brings us to the issue of 
ownership. In most family firms ownership is kept to the 
immediate family. This principal is contradictory with 
strategies that require large investments or joint 
ownership, which often is the case in international 
operations (Luostarinen, 1991). Thus, a critical concern 
for the family firm, especially during transition periods 
(such as active internationalization), is ownership 
continuity. The family should consider how important it 
is to maintain ownership and at what degree, and how 
shares should be distributed among the family now and in 
the future. It is typical that founders want to continue 
family ownership while it is not as important for the 
spouse and the second generation. (Beckhard & Dyer, 1983, 
p. 59) Limiting ownership to the family not only impedes 
resource availability. It also decreases the number of 
business impulses perceived by the management. This is 
due to a certain myopia and little need for dynamic 
management that come with a smaller number of 
contributing shareholders.

A question related to ownership is the power and asset 
distribution in the company. Most family members want 
their share of power and wealth. However, when management 
and board positions are distributed among them and out
side employees certain conflicts arise. The interests of
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individuals and the whole may collide. This is especially 
true when the company has to reform itself and when new 
expertise is needed. (Beckhard & Dyer, 1983. p. 60)

There are, nevertheless, a few business-wise positive 
aspects to a family ownership. Some of them are: 1) a 
long term perspective which affects all the actions of 
the company and the quality of the product, 2) a "family 
spirit" which makes working relations in the company 
close and apt for fruitful cooperation, 3) a deep 
knowledge of the business and industry, which passes on 
from family member to family member during their whole 
life, and 4) a practically non-existing threat of hostile 
take-overs, which may be a very considerable blessing 
when a small company enters the aggressive environment of 
international business. (Kets de Vries, 1992, pp. 8-10 
and Business Week, 1988, p. 33) These sources of compe
titive advantage are by no means insignificant and they 
should be used as efficiently as possible by family firms 
who strive for continuity, growth and profitability.

3.2.2 Resource problems

Family firms often struggle with limited resources, of 
which finance and personnel are most striking ones. These 
points are often brought up in family firm literature.

As mentioned before, limited ownership is contradictory 
with strategies that require large investments. Even if a 
family firm is not principally against large investments, 
its financial resources are many times so small that 
extensive ventures are simply not possible. In addition, 
the chances for family firms to raise the desired capital 
are not as good as for public companies which can use a 
variety of financial procedures and instruments to 
acquire capital from outside sources (Kets de Vries,
1992, pp. 10-11). This has been a persistent problem with 
small and medium-sized companies in Finland where the 
capital market is rather underdeveloped and venture 
capitalists are scarce, almost non-existent.
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For small and medium-sized family firms the lack of 
financial resources is especially problematic because 
many financiers wish to gain some control over, or even 
partial ownership of the companies they are financing. 
This, of course, is specifically against the wishes of 
most enterprising families. International involvement 
usually calls for considerable initial investment. Even 
in the case of non-direct investment operations there is 
capital tied to the operation in question (for example 
the salaries of export employees and the payment periods 
of goods sold abroad). A common reason for selling out a 
family business is a situation where the continuation of 
successful operations would call for large investment and 
the company has no financial resources for that (Salmi, 
1989, p. 23).

Another resource handicap of family firms is personnel.
To begin with, family firms tend to rely on the 
managerial skills found within the family. This has its 
advantages, like the family members' thorough knowledge 
of business, as well as family interests. But it also has 
some disadvantages such as narrow attitudes and a limited 
perspective. (Kanter, 1980, p. 11) Relying solely on 
family members with management is bound to limit the 
accumulation of talent into a company. For example a 
simple thing such as lack of foreign language knowledge 
among the family may hinder the initiation of foreign 
operations, just as well as the lack of international 
experience of any kind (Luostarinen, 1991). In addition, 
in family businesses it is not unusual that when a lower 
level assignment is concerned, the employee is chosen to 
the post "for life". The qualification requirements are 
low and no personnel development program has been 
established. Thus, when management level positions are 
open, the company has to turn to the outside labor 
market. (Ritvala, 1982, pp. 6-7) This is often the case 
when the company wants to internationalize. Usually 
internationalization requires special knowledge not found 
within a domestically operating firm. The need to hire 
outside professionals increases.
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However, if the family firm wants to recruit professional 
managers it often has to face the fact that family 
controlled companies are not favored by all executive 
level people. An American study found that a third out of 
360 corporate executives surveyed would be reluctant to 
work for a family-owned firm, and another 26% said that 
they would consider it only if the management in the 
family firm showed an especially fair-minded attitude 
towards non-family executives (Alcorn, 1982, p. 212).
Many times the family firm has to compensate for this 
unwillingness by paying higher salaries and offering 
attractive incentives to bring highly skilled and 
knowledgeable professional into the company (Half, 1989, 
p.14) .

3.2.3 Nepotism and managerial succession issues

The phenomenon of family members being preferred in 
personnel management of family firms is called nepotism. 
This topic was touched on in the above section and is 
continued here because of its prominence in family firms. 
On the one hand, nepotism is something related to the 
ultimate mission of the company which may be to provide 
employment for family members, and on the other it 
affects the company's possibilities to evolve and grow.
It is very likely that in a family owned and managed firm 
nepotism occurs at some level. This has its advantages 
and disadvantages (Alcorn, 1982, pp. 209-214). Some of 
the advantages are : 1) adaptability of the family member 
to the social climate prevailing in the firm, 2) interest 
and participation of the family member in the success and 
development of the company, and 3) continuity, meaning 
that the relative in management assures interest in long
term programs and objectives, and that actions are taken 
with not just individual benefit in mind.

The major disadvantages of nepotism in a family firm are: 
1) jealousy on the part of other employees, who feel that 
their career opportunities are very limited, 2) 
discouragement of outside professionals from seeking
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employment in family firms, 3) difficulty in firing the 
relatives that have shown inadequate performance or 
incompetence, and 4) pressure to hire incompetent family 
members. (Alcorn, 1982, pp. 209-214) A situation which is 
characterized by these four points is particularly 
problematic, if a high level of commitment is demanded 
from non-family members, but the incentive system is 
biased toward family members. In these conditions, 
attracting and keeping capable outside staff and 
management is difficult. (Kets de Vries, 1992, p. 12)

The disadvantages of nepotism may have an important 
effect on the company's development and competitiveness. 
If the family firm enters the international arena the 
need to neutralize on nepotism may come up. On one hand, 
outsiders may be needed even in the top management, and 
on the other hand, the pressure to dismiss unproductive 
members in the organization increases as a result of 
intensified competition encountered in foreign markets. 
Nonetheless, Business Week magazine claimed that in the 
U.S. new nepotism is raising its head. They argue that 
the reason for that was "America's exhaustion with the 
yuppie code of greed that has weakened the bonds of 
corporate loyalty" (Business Week, 1988, p. 33)

The issue of nepotism is closely related to managerial 
succession, i.e. the shift of management from the older 
generation to the younger. Managerial succession is 
probably number one topic in business articles that 
address the problems of family firm management. Alcorn 
discusses the presuccession phase when the son/daughter 
is being educated by the family leader to become the 
manager. She calls this collaborative management, since 
actually two people are developing and deciding on 
strategy. This phase may take as long as 20 years, of 
which only four or five (stage 1) are likely to be 
fruitful because after that the heir begins to have 
differing opinions of his/her own. The "trouble on the 
horizon" stage (stage 2) goes on from year 5 to 9 or 10. 
No external signs of conflict emerge. However, after that
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the heir becomes somewhat frustrated and feels that 
he/she already has the capabilities for full takeover. 
Now, in stage 3 open conflicts take place. Often the 
successor wants growth, a change in policy, or expansion, 
but the leader will not go along with that. This may go 
on for another ten years and jeopardize the succession 
and the whole company. (Alcorn, 1982, pp. 144-146) This 
depiction of a family firm presuccession phase 
demonstrates how unfertile ground a family firm can be 
for change and healthy strategic management during the 
long period of succession.

Alcorn (1982, pp. 127-143) introduces some practices that 
may help the succession process. One of them is that the 
present leader should try to "find new worlds for the son 
to conquer". By this she means that the successor should 
be given his/her own domain in the firm to manage. This 
could be in the form of a new branch, a new operation, an 
acquisition, or an expansion of business. Following this 
scheme, the leader's world will not be interfered with, 
and all parties would be satisfied. International 
operations could be one of the possible "new worlds".
That being the case, the successor should be truly 
competent and have all the support from the leader and 
the rest of the company. Nevertheless, it is also thought 
that adjusting the organization to the inputs and demands 
of the new generation, which family firms do a lot, is 
not a goal for sound business planning. Thus, it may 
sometimes be beneficial to split the family firm into a 
group of enterprises to attain the two objectives of 
family continuity and financial success. (Barach et al, 
1988, p. 49-50)

The consideration of how the younger generation's entry 
to the organization should be arranged is a well-covered 
topic in literature. The questions range from age of 
entry to ways of achieving legitimacy, and from fear of 
death to forming a family council. This discussion is 
interesting, but it won't, however, fit the scope of this 
study. The point which is being made is that the internal
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environment of a family firm often has a multifarious 
atmosphere, the managing of which takes a share of 
everybody's attention. (For further exploration see for 
example Handler, 1989 and 1991, or Barach et al, 1988, or 
Alcorn, 1982.)

3.2.4 Organizational culture and behavior

The different sub-cultures found in family firms were 
discussed earlier. The combination of business culture, 
family culture, and board culture, i.e. the cultural 
configuration of the family firm, is a complex structure. 
This may result in family firms being organized in a 
confusing way, not only on paper but also in power 
relations. Authority and responsibility may not be 
clearly defined and jobs may be overlapping. It may also 
happen that decision making hierarchy is ignored. (Kets 
de Vries, 1992, p. 11) This can lead to a situation where 
nobody in the organization feels that receiving and 
handling international business impulses is his/her 
responsibility. This is not abnormal in non-family firms 
either, but the confusing elements of a family firm 
culture make it prone for that kind of a situation. If 
internationalization is initiated in an obscure 
organization, the process is likely to be a slow one. On 
the contrary, some family firm organizations are very 
clear-cut: the patron-leader says and others do 
accordingly; no other power relations exist. This is, 
however, possible only in small organizations.

If the family's perspectives, values, and assumptions are 
strongly ethnocentric, the company will give priority to 
domestic operations over foreign ones. If this 
domestically oriented company decides to internationalize 
it will do it the easy way - by exporting goods to close 
markets. Also details on the artifact level, the least 
deep level of culture, may affect the 
internationalization aptitude of a family firm. For 
instance, the name of the family is often used as the 
company's or the product's name, even if it is impossible
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for foreigners to read and remember it. To sum up, "the 
lateral rigidity caused by artifacts, perspectives, 
values, and assumptions... can have a damaging effect on a 
company's internationalization". (Luostarinen, 1991)

As Schein was referred to earlier, the organizational 
culture is formed by, among other things, 1) the way the 
people in the company understand the firm's mission and 
strategy as a part of external adaption, and 2) the way 
power and status relationships are constructed in the 
mechanism of internal integration. These are the points 
that differentiate the organizational culture of a family 
firm from that of the non-family firm. The former point 
may result in that a family firm may adopt a collective 
belief that its mission is to serve the domestic market. 
The latter point, in turn, may result in the employees 
feeling that they are not in a position to consider and 
find opportunities for international marketing.

Notions on the behavioral theory of the firm were also 
made in the earlier parts of this paper. The managerial 
behavior in family firms is presumably very much charac
terized by Cyert & March's suggestions. Resource alloca
tion is made not to optimize, but to attain goals that, 
in turn, are made by managers with individualistic 
motives. The information used in decision making is by no 
means complete and certain type of decision rules are 
held as long as they provide adequate results. This means 
that family firms are reactive in their strategies and 
internationalization will occur in a slow manner and only 
when a strong pressure exists. It can be argued that 
public corporations are more inclined to adopt proactive 
strategies because of the constant growth pressure they 
are exposed to.

3.2.5 Situational factors

In the world economy public firms' share of international 
operations is much greater than their share of total firm 
base (in terms of the number of firms). This makes the



90
situation look as if a firm's internationalization is 
hindered by the fact that it is family controlled. 
However, when studying the internationalization of family 
firms compared to non-family firms one has to bear 
certain things in mind. Firstly, the normal life cycle of 
a firm follows a path which goes from a small family firm 
to a large public company. This suggests that usually 
older and developed firms are publicly held and younger 
firms are family controlled. Thus, on the average, public 
companies have proceeded further in the corporate life 
cycle and they are more likely to have extended their 
operations to foreign countries as well. So, it is not 
only family involvement, if at all, that lowers the 
propensity to internationalize, but also the position of 
family firms in the company life cycle.

A similar point is that many companies stay small and 
local because they operate in an industry sector which 
favors small and local units. These companies, if they 
are family firms, are also more inclined to continue as 
family controlled compared to the firms that grow 
rapidly. These companies may, of course, be sold out, or 
go public, but probably for other reasons than growth and 
capital shortage. In addition to those reasons, among the 
most common ones for the family to give up ownership are: 
strained family relationships, there's no successor to 
continue the business, a desire to cash-out the business, 
and increased taxation. The company acquisition boom that 
took place in Finland at end of the 80's is believed to 
have been caused partly by European integration, which 
calls for bigger unit sizes if companies want to retain 
competitiveness (Salmi, 1989, p. 21-23).

In addition, it can be argued that family firms stay 
domestic because not enough attention has been given to 
their internationalization. Research, institutional 
support, and the media have not given much thought to the 
special problems of family firms, and especially little 
to their internationalization - not in Finland, nor in 
the rest of the world.
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To conclude the pre-analysis discussion, a compilation of 
the assumed rootings and implications of family firm in
ternationalization behavior are presented in Figure 3-1.

Figure 3-1. Rootings and implications of internationa
lization behavior of family firms vs. non-family firms
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4 ANALYSIS OF EMPIRICAL DATA - THE SEARCH FOR KEY 
DIFFERENCES BETWEEN THE GROUPS OF COMPARISON

This chapter provides an analysis of the empirical data 
collected by using the FIBO-questionnaire, which was 
developed by professor Luostarinen. The questionnaire is 
found in Appendix 1. It is organized to be in line with 
the presented theoretical frame. The emphasis is clearly 
on the outward-going internationalization, and the 
picture given is of the situation that existed in 1990. 
After a description of the sample companies, an analysis 
of the operation modes that have been utilized is made. 
Then, a process view of the patterns of 
internationalization is given. Finally, the impact of 
internationalization on business is examined.

The primary intention is not to give an overall portrayal 
of family firm internationalization, but to look for 
interesting differences between family and non-family 
firms in the internationalization process and operations. 
The four previous FIBO studies made on the same empirical 
data provided an overall picture. The view here, with a 
family firm perspective, is that finding and analyzing 
the differences is more rewarding than merely producing a 
description of what has taken place.

A certain problem is present throughout the whole 
analysis: when a clear dissimilarity in some respect in 
the actions of family firms in contrast with non-family 
firms is found, one can not be sure whether the 
dissimilarity is caused by the family control aspect, or 
some other related aspect. One good example of this is 
that many differences found may actually be better 
explained by the fact that family firms are considerably 
smaller than non-family firms. It may be inferred that 
the larger the size of the FFF, the more similar it 
becomes with NFFs (Gallo & Estapé, 1992, p. 8). The 
complexity of the problem is increased by the notion that 
even if company size is more important an explanatory
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variable than the family aspect, the very size itself may 
be a result of the company being family-owned and 
managed.

The explanatory power of size will be tested at times in 
the analysis. The tests will be done by executing three- 
dimensional crosstabulations; the family-aspect on one 
axis and the size (in terms of size of domestic personnel 
or consolidated turn over, whichever is more appropriate 
in the context) on the other. In the resulting tables the 
variable under analysis is kept constant to enable the 
effects of size and family-control to be traced. This is 
a common and uncomplicated statistical method used to 
analyze the effects of two different determinants on one 
variable. When necessary, the tables are shown in the 
text.

4.1 Description of the sample companies

Before the analyses of the internationalization 
strategies, processes, and impacts, a thorough background 
depiction of the sample companies is in order. It will 
contribute to the understanding of the actions they have 
taken in their internationalization endeavors. In 
addition, this description itself, alone, is valuable 
since it gives a portrayal of the internationalized 
companies in the different groups of comparison.

Number of employees home and abroad
Table 4-1 shows that family firms in the sample are 
clearly smaller than the others, and that only 4% of them 
are classified as large companies according to the 
criteria used by Statistics Finland, i.e. 500 employees 
or more. As much as 71% of them are small companies with
1-99 employees. The respective figures for NFFs are 39% 
(small) and 26% (large). FOFs fall in between the two.
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Table 4-1. Number of employees in home country
Number of
employees FFF FOF NFF ALL
1-50 106 6 83 195

61% 46% 27% 40%
51-99 17 1 38 56

10% 8% 12% 11%
100-249 34 2 60 96

20% 15% 20% 19%
250-499 11 2 47 60

6% 15% 15% 12%
500-999 3 2 40 45

2% 15% 13% 9%
1,000-2,499 2 0 25 27

1% 0% 8% 6%
2,500- 1 0 14 15

1% 0% 5% 3%
TOTAL 174 13 307 494

100% 100% 100% 100%
MEAN 130 189 479 348

Table 4-2 shows the number of employees abroad for the 
three groups. It implies that FFFs employ significantly 
less people in foreign countries than NFFs, the averages 
being 21 and 177 (177/21 = 8.4). The difference between 
these means is significantly larger than the difference 
between domestic personnel means, 130 and 479 (479/130 = 
3.7) respectively. Also the portion of family firms with 
no personnel abroad was very large, i.e. 85%. These facts 
are partly explained by the larger average size of NFFs, 
but it can also be alleged that they are due to the 
different nature and strategic function of foreign 
operations utilized by the companies.



95
Table 4-2. Number of employees abroad
Number of
employees FFF FOF NFF ALL
0 147 7 185 339

85% 58% 61% 69%
1-10 13 0 30 43

8% 0% 10% 9%
11-50 5 1 26 32

3% 8% 9% 7%
51-100 3 2 14 192% 17% 5% 4%
101-500 3 1 28 32

2% 8% 9% 7%
501-2,000 2 1 11 14

1% 8% 4% 3%
2,001- 0 0 10 100% 0% 3% 2%
TOTAL 173 12 304 489100% 100% 100% 100%
MEAN 21 100 177 120

On the basis of the two tables above, the leaning is 
obvious; firstly, FFFs are small, FOFs are in between, 
and NFFs are large. Secondly, family firas tend to, more 
strongly than FOFs and NFFs, act in foreign markets using 
operations that do not require much or any own personnel 
abroad.

The companies were also asked the number of foreign 
employees in Finland and the number of Finnish employees 
abroad. In all the three groups foreign employees in 
Finland were very rare. 86% of the companies reported 
having none, and 11% had 1-5 foreign employees in 
Finland. Less that one percent had more than 10 of them. 
There were no significant differences between FFFs and 
NFFs. The number of Finnish expatriates was also 
unexpectedly low. However, some differences between the 
groups were found. 91% of FFFs had no expatriates while 
the same figure for NFFs was 75%. The average number of 
expatriates for the 92 companies that had them was 6.6 in
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family firms and 11.0 in non-family firms. Thus, family 
firms were less eager to send Finns to work in foreign 
markets. Again, this may be due to the nature of 
operations, but also the unwillingness of family members 
to move abroad.

Domestic sales and exports of physical goods

Table 4-3. Domestic sales (FIM in millions)
Sales FFF FOF NFF ALL
0-25 127 6 118 251

73% 46% 39% 51%
>25 - 50 18 3 40 61

10% 23% 13% 12%
>50 - 100 11 2 39 52

6% 15% 13% 11%
>100 - 200 10 0 41 51

6% 0% 14% 10%
>200 - 500 3 2 47 52

2% 15% 16% 11%
>500 - 1,000 2 0 8 10

1% 0% 3% 2%
>1,000 - 2 0 11 13

1% 0% 4% 3%
TOTAL 173 13 304 490

100% 100% 100% 100%
MEAN 55 M 67 M 240 M 170 M

Table 4-3 together with Table 4-4 illuminate the volume 
of sales of the sample companies. They also go on 
revealing the clear size differences among the three 
groups of companies.

Table 4-4 demonstrates that a large share of the 
companies, especially family firms, are actually rather 
small exporters ; the physical product exports of as much 
as 64% of FFFs was FIM 5 million or less, whereas 70% of 
NFFs had physical product exports worth more than 5 
million. The difference in the export means of the groups 
is also considerable. The scope of the difference is much



greater than that of the domestic sales figures (174/12
14.5 vs. 240/55 = 4.4).

Table 4-4. Exports of physical goods (FIM in millions)
Exports FFF FOF NFF ALL
>0-1 56 3 33 92

34% 25% 12% 20%
>1-5 49 2 52 103

30% 17% 18% 22%
>5 - 10 26 3 20 49

16% 25% 7% 11%
>10 - 50 26 2 80 108

16% 17% 28% 23%
>50 - 100 7 1 25 334% 8% 9% 7%
>100 - 250 1 1 32 34

1% 8% 11% 7%
>250 - 500 1 0 19 20

1% 0% 7% 4%
>500 - 0 0 26 26

0% 0% 9% 6%
TOTAL 166 12 287 465

100% 100% 100% 100%
MEAN 12 M 26 M 174 M 112 M

After quantitatively examining the personnel and sales
data a rough statement on the size difference between
FFFs and NFFs can be made : concerning domestic 
operations, non-family firms are roughly four times as 
large as family firms, but NFFs' foreign operations are 
more than 10 times as large as those of FFFs'.

Year of establishment
Studying the year of establishment of the companies will 
give an idea of the stages of corporate life cycle the 
companies were at. This is interesting as it yields a 
suggestion of the time span it requires to begin 
international operations. Furthermore it reveals whether 
family firms on the average are younger than the other 
companies.



Table 4-5. Year of establishment
Year of
establishment FFF FOF NFF ALL

- 1859 2 1 10 13
1% 8% 3% 3%

1860 - 1899 4 0 28 322% 0% 9% 7%
1900 - 1939 32 0 47 7918% 0% 16% 16%
1940 - 1954 31 2 27 6018% 15% 9% 12%
1955 - 1969 39 1 59 9922% 8% 20% 20%
1970 - 1979 33 5 54 9219% 39% 18% 19%
1980 - 1989 32 4 72 10818% 31% 24% 22%
1990 - 1991 1 0 5 6

1% 0% 2% 1%
TOTAL 174 13 302 489100% 100% 100% 100%
MEAN 1955 1957 1950 1952

Table 4-5 shows that family firms are actually somewhat 
younger than non—family firms. The results are slightly 
distorted by the fact that there was variety in defining 
the actual year of establishment; the responding 
companies that were parts of groups, or had been merged, 
etc. sometimes reported the year of the "second 
establishment". This fault is very likely to lower the 
discovered average age of non-family firms, since they 
are the ones that are most engaged in arrangements of 
this type. Thus, it can be inferred that the age 
difference between FFFs and NFFs in reality, or in life 
cycle terms, is even greater than Table 4-5 shows. This 
means that the (yet undiscovered but hypothesized) 
differences in the degree or stage of 
internationalization between the two groups are partly 
explained by family firms' less mature position in the 
corporate life cycle.
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The reader might now argue that FFFs should actually be 
older than NFFs if the assumption of laterally very rigid 
family firms were true. That assumption will, however, be 
tested only when the stages of internationalization are 
analyzed.

Field of industry
Table 1-2 in the introductory chapter presented the 
distribution of the companies in different industry 
sectors. The metal industry as a whole dominated the 
statistics accounting for approximately 45% of the firm 
base before forest industry which accounted for 15% of 
all companies. The column distributions of FFFs and NFFs 
were fairly similar but some interesting differences were 
found: firstly, there were two industries on which family 
firms had clearly concentrated more than non-family 
firms. Those industries were "wearing apparel, leather 
goods and footwear manufacture" (19% vs. 3%) and "rubber 
and plastic products manufacture" (8% vs. 3%). Secondly, 
there were three industries with an opposite situation. 
Pulp & paper (2% vs. 8%), chemicals (2% vs. 7%), and 
electrical products (8% vs. 17%) were industries where 
non-family firms had more concentration. In addition, in 
publishing and printing, basic metal, and petroleum 
industries there were no internationalized FFFs operating 
at all.

These findings let us assert that 1) family firm 
concentration was found in non-capital intensive 
industries and vice versa, and 2) non-family firm 
concentration was found in highly internationalized 
and/or commodity-like industries and vice versa. These 
findings are in line with the previously stated 
assumption that one of the situational factors that cause 
a low percentage of family-firms to internationalize is 
the nature of the industries they are in.

R & D expenditure and upgrading per employee 
Examining the R & D expenditure as a percentage of sales 
gives a picture of the technological level of the
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companies, but it also implies something about the
companies' hunger' for future growth. The R & D percentage
of sales figures are shown in Table 4-6.

Table 4-6. R 6 D expenditure as percentage ofconsolidated sales
R & D % FFF FOF NFF ALL
0.00 - 0.5 73 5 85 16345% 42% 29% 35%
0.51 - 1.0 15 3 51 699% 25% 17% 15%
1.01 - 5.0 56 4 115 17535% 33% 39% 37%
5.01 - 10.0 13 0 24 378% 0% 8% 8%
10.01 - 15.0 3 0 7 102% 0% 2% 2%
15.01 - 2 0 12 141% 0% 4% 3%
TOTAL 162 12 294 468100% 100% 100% 100%
MEAN 2.4 1.1 3.4 3.0

One can see that the average R & D percentage is one unit 
higher for NFFs than FFFs. This difference basically 
comes from the fact that a large number of family firms 
are in the lowest category, i.e. less than half a percent 
of consolidated turnover spent on R & D. This, in turn, 
is partly due to the different industry distribution of 
the companies, but it can also be considered a sign of 
limited financial resources or even lower-level 
dedication to future growth. According to some criteria 
the level of R & D expenditure in high-tech companies is 
usually between 5% and 15% of sales. Using this 
yardstick, about one tenth of both FFFs and NFFs are 
classified as high-tech companies.

The degree of upgrading per employee is one indicator of 
operational efficiency. The findings on that variable are 
illustrated in Table 4-7.



Table 4-7. Upgrading per employee (FIM)
Upgrading
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per employee FFF FOF NFF ALL
- 50,000 7 2 16 25

4% 18% 6% 6%
50,001 - 100,000 25 2 26 53

15% 18% 9% 12%
100,001 - 150,000 51 0 45 96

32% 0% 16% 21%
150,001 - 250,000 53 4 132 189

33% 36% 47% 42%
250,001 - 500,000 21 1 52 74

13% 9% 19% 16%
500,001- 5 2 9 16

3% 18% 3% 4%
TOTAL 162 11 280 453

100% 100% 100% 100%
MEAN 202 ,000 212,000 209,000 207,000

The figures in Table 4-7 reveal that if this operational
efficiency yardstick is used, non-family firms seam 
somewhat more productive than family firms. The 
difference between the means is not large, but the share 
of FFFs that have a figure higher than FIM 150,000 is 
only 39% compared to NFFs' 69%. However, like the 
previous variable, the R & D percentage, also this one is 
affected by the field of industry in question. Given that 
NFFs operate in more capital intensive and FFFs in labor 
intensive industries, the significance of this spread as 
an indicator of efficiency difference decreases.

Both variables above (R&D-expenditure and upgrading per 
employee) are affected by the fact that regardless of the 
field of industry FFFs are inclined to employ less 
capital in their operations than NFFs. (Gallo & Estapé, 
1992, p. 8) In other words, FFFs utilize more human 
resources where NFFs tend to use tangible assets, 
machinery.

e.g.
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Group Companies and foreign ownership
To get an even more precise understanding of the nature 
of the targets in the study the questionnaire inquired 
the companies7 "independence”, i.e. whether they were 
mother companies in a group, parts of groups, or totally 
independent entities. It is only natural that almost all 
family firms were independent, since being one means that 
the family is in control - not another company. However, 
seven (4%), of FFFs were subcompanies, divisions, or 
other parts of larger groups. The obvious explanation for 
them being classified as family firms lies in that they 
are separate entities in legal terms, but belong to a 
family-managed group and are actually controlled by the 
family in question. The rest of FFFs were independent, 
two of them (1%) being mother companies of a group.

The figures for non-family firms were clearly different. 
Only 60% of them were independent entities with no 
affiliates. Two percent of them had a parent company 
standing, and the rest 38% were parts of larger groups, 
but had their own international operations.

As stated before, companies with a foreign ownership of 
more than 50% were left out of the analysis. Of the 
remaining companies two family firms, and six non-family 
firms had a foreign minority ownership. In addition, the 
ownership in 11 NFFs was evenly split between a Finnish 
and a foreign party. Thus, the results of the following 
analysis can be said to depict the Finnish way, and they 
are not affected by foreign ownership.

4.2 Motives for going international & basis for competitiveness

The array of internationalization motives were earlier 
discussed on a general level. The sample companies7 
motives would most probably be a mixture of the ones 
explained there. The FIBO questionnaire examined only one 
of them which is central to Luostarinen7 s theory of 
internationalization: the significance of the smallness 
of the domestic market as a motive for
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internationalization. Figure 4-1 illustrates the 
different attitudes the two groups of companies had 
towards this consideration. This variable is an 
interesting one since it depicts the growth pressure the 
companies have.

Figure 4-1. The significance of the smallness of the 
domestic market as a motive for internationalization

Significance of home market smallness

Family firms ¡Ш53 Non-family firms

The inclination is clear; as much as 78% of NFFs 
considered the smallness of the domestic market at least 
rather significant, whereas only 54% of FFFs were of that 
opinion. The first impression may be that the smaller 
size of FFFs is the explanatory factor here, since the 
importance of total domestic market saturation to small 
niche-player-companies is lower than for larger ones. 
However, a crosstabulation of the "significance of the 
smallness of the domestic market" and "company size" in 
terms of consolidated turn over with the family-aspect as 
a background variable showed otherwise : although the 
significance of the smallness of the domestic market grew 
parallel with turn over, it was still considerably lower 
for family firms in any given turn-over category. Table 
4-8 shows the percentages of companies in certain 
categories that reported the significance of the 
smallness of the domestic market as a motive for
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internationalization to be very significant or rather 
significant. Turn over was used as a size indicator since 
it relates better to market size than the size of 
personnel does. The percentages may be interpreted as the 
significance of domestic market smallness as an 
internationalization motive, in the six clusters.

Table 4-8. The significance of domestic market smallness as push factor explained by company size and family control

Consolidated
turn over (FIM) FFF NFF
0-50 million 51% 72%
51-100 million 60% 80%
over 100 million 65% 82%
ALL 54% 78%

At first this may seem contradictory to the work 
hypothesis that assumes the FFFs to follow the presented 
internationalization pattern more closely than NFFs. 
However no such conclusion should be made; the work 
hypothesis was related to the process - not motives, and 
motives alone do not dictate the actual POM-strategy. 
Furthermore, this finding reveals some other points that 
are meaningful; firstly, non-family finns (for reasons 
explained earlier) have a higher pressure for growth and 
expansion which means that a small domestic market very 
quickly becomes a restraint. Secondly, the smallness of 
the domestic market and the expansion of business go hand 
in hand as number one rationally explainable motives for 
going international, and since this aspect is less 
highlighted in FFFs, it may be inferred that their 
internationalization motives are more inclined to result 
from personal or "non-business-like" considerations like 
managerial urge rather than from sheer profit 
calculations.

Another interesting point to be examined here in the 
beginning is what the companies considered (and in what
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order) as their three most important bases for 
competitiveness on the international markets. The 
questionnaire gave eight (plus one open-ended) answer 
alternatives, but the distribution of the answers was 
concentrated on only some of them. Table 4-9 depicts the 
importance of the various sources of competitive 
strength. In the table the importance indexes have been 
derived by weighing the most important success factor 
with a multiplier of 3, the second with a 2, and the 
third with a 1, and after that by transforming them into 
percentages that sum to one hundred.

Table 4-9. Bases for competitiveness in foreign markets

Competitive edge FFF NFF
Products & product development 40.2% 39.7%
Sales & marketing 23.8% 23.0%
Production & process development 10.7% 14.2%
Advantageous cost structure 7.1% 7.7%
Delivery & Service 4.5% 8.3%
Purchasing & materials management 3.1% 1.4%
Management 1.9% 1.4%
Finance 0.8% 0.6%
Other 2.6% 3.2%
Not available 5.3% 0.5%
TOTAL 100.0% 100.0%

One has to bear in mind that these figures are derived 
and that it is impossible to identify the real 
"importance difference" between the three sequenced 
success factors reported in the questionnaire. However, 
some lines can be drawn. For both types of companies 
their products & product development is clearly the 
primary source of advantage on the international markets. 
Quite as clearly, sales & marketing comes second and 
production & process development third. The only real 
differences between FFFs and NFFs in this respect are
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that the importance of production & process development 
and delivery & service are more emphasized in non-family 
firms, whereas purchasing and materials management was 
more important to family firms. The last point reflects 
the strict expenditure control (executed by the owner) 
often found in family firms.

The primary success factors were also crosstabulated with 
the "effect of internationalization on the firm's overall 
profitability" keeping the family-aspect as a background 
variable. This did not reveal much difference between 
FFFs and NFFs in the profitability-effect of a given 
success factor. The only rough conclusion was that the 
effect of international operations on the overall 
profitability was clearly less positive in family firms 
than in non-family firms, if production & process 
development was reported as number one success factor. In 
other words, NFFs did much better than FFFs in 
concentrating their efforts on production as a means of 
gaining international competitiveness. This fact is, in 
many cases, due to the larger size of NFFs, which fact 
was further enhanced by the crosstabulation of primary 
success factors and size in terms of domestic personnel; 
it revealed that the importance of production & process 
development as a source of competitive advantage grew 
together with company size for both types of companies. 
Another finding from this crosstabulation was that 
especially for family firms the significance of product & 
product development diminished as size grew. This 
supports the image of the small family firm that bases 
its mission solely on the product, and as the firm grows 
it increasingly develops other aspects in the value 
chain. Other clear differences or interesting points in 
these two three-dimensional crosstabulations were not 
found. The issue of profitability, scratched above, will 
be discussed more widely later in the analysis.

4.3 Outward-going operations

The foreign operations in which the product flow is
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directed towards a foreign country are analyzed here.
This section covers exports of goods, services, systems, 
and know-how, as well as foreign subsidiary operations 
since they are mostly geared to international sales. 
Contract manufacturing in Finland is of course included 
and so is contract manufacturing in a foreign country, 
since it is often related to possible exports.

In order to conduct the analysis conclusively, the design 
follows Luostarinen's POM—concept (Product—Operation- 
Market) . Each product type will be examined at a time and 
the examination will be broken down, first, into 
operation mode, and second, into target market. Since 
subsidiary operations do not fall into any product type 
in particular, they are given special treatment in a 
separate section. The definitions of various operation 
modes used here are from the theoretical framework, the 
questionnaire used in this study (Luostarinen, 1991 В), 
or from the book "International Operations" by 
Luostarinen & Welch (1990) that are all based on the same 
theoretical background. When needed, the natures of 
product types and operation modes will be explained in 
short before analysis. For more complete discussion the 
reader is asked to refer to the above mentioned book.

4.3.1 Physical product operations

This section covers indirect export, export through a 
foreign intermediary, and direct export to the final 
customer, as well as contract manufacturing in Finland 
and abroad. All these operations (with the possible 
exception of contract manufacturing in a foreign country) 
involve physical product flows into a foreign country.

Indirect export operations: Indirect exporting takes 
place when the exporting company administers foreign 
sales by letting another domestic party take care of the 
actual transactions across the border. The domestic (or 
foreign owned but located in the home market) middleman 
can be privately or publicly owned, a target market
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specialist or an industry specialist, a joint export 
organization or just another industrial company with 
exporting resources. Common to all these arrangements is 
that the manufacturer's commitment to exporting is rather 
low, as is the level of risk. Many times the aim is at 
extending the domestic product to foreign markets to gain 
some extra sales. The problems with indirect exporting 
are a restricted information flow to and from the target 
market, and low commitment from the middleman's part. 
(Luostarinen, Welch, 1990, pp. 21-23)

Indirect exporting among sample companies was very 
common. In 1990 approximately 46% of both FFFs and NFFs 
used this operation mode. Also the percentage of 
companies that had used indirect exporting before, and 
the percentage of companies that planned to use it in 
1991 was similar for FFFs and NFFs; 7% and 1% 
respectively. There was, however, a clear contrast in the 
number of target countries handled by indirect exports. 
The percentage of companies (engaged in indirect exports) 
that were operating in less than four foreign countries 
through this operation mode was 73% for FFFs, and 58% for 
NFFs. The average number of countries was 4.0 for FFFs 
and 8.1 for NFFs.

The effect of the size difference was tested here, too. 
Table 4-10 shows that larger companies are more inclined 
to operate in a larger number of countries, but it also 
shows that in all three size categories NFFs operate in a 
greater number of countries through indirect exporting. 
The figures in the table are percentages of companies 
that reported having indirect export operations in four 
or more different countries, i.e. in a large number of 
countries.
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Table 4-10. The propensity to target many countries by 
indirect exporting explained by company size and family- control

Consolidated 
turnover (FIM) FFF NFF
0-50 million 26% 35%
51-100 million 14% 28%
over 100 million 40% 53%
ALL 28% 42%

The conclusion from Table 4-10 is that FFFs operate in 
less countries through this operation mode than NFFs 
regardless of the size difference.

The companies were also asked to name the first target 
country in which they used each operation mode. The two 
most frequently reported first target countries for 
indirect exporting were The Soviet Union and Sweden for 
both FFFs and NFFs. Table 4-11 shows the countries and 
the percentages of companies that had them as first 
target markets for indirect exporting. Countries that had 
five or more quotations altogether are shown.

Table 4-11. First target markets for indirect exporting
Country FFF NFF ALL
Soviet Union 37% 45% 42%
Sweden 28% 25% 26%
West Germany 10% 4% 6%
United Kingdom 7% 5% 6%Norway 3% 1% 2%
Egypt 2% 2% 2%
Cumulative-% 87% 83% 84%
ALL n=90 n=150 n=240

The percentages do not differ greatly, but they show that 
FFFs have greater values in four of the five top 
countries, which all are ranked very high in the 
attractiveness ranking based on the concept of business 
distance. A conclusion from the table is that family 
firms, compared to non-family firms, are somewhat more
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inclined to start indirect export operations in countries 
that have a short business distance in relation to 
Finland. This is in line with the work hypothesis.

The firms were also asked to list the ten most important 
target markets for each operation mode. These data were 
used to come up with a list of five most important 
markets for each operation mode. The method used was as 
follows: the countries reported as the five most 
important markets, and the number of quotations they 
received, were recorded. Then the same thing was done 
with the top five countries given as the second most 
important market, and the third most important market. 
After this, the number of quotations for each single 
country (that had appeared in any of these three sets of 
five countries) were summed together. Finally these sums 
were divided by the total number of quotations given for 
the three most important markets to obtain percentage- 
based indicators that would demonstrate the relative 
importance of a given market. The conclusive list of top 
five markets was determined by using these indicators. 
This same technique was utilized for each operation mode, 
and it was applied to FFFs and NFFs separately.

In the case of indirect exporting the lists turned out as 
in Table 4-12. The percentages in the table should be 
understood as one way of demonstrating the importance of 
a market (in the case of a given operation mode) to the 
whole of FFFs or NFFs. A value of 100% would mean that 
all companies engaged in the operation mode had reported 
the country to be the most important, and that this 
country would be the only target market for this 
operation mode for all companies.



Table 4-12. Five most important markets and their 
importance indicators for indirect export operations
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FAMILY
Country

FIRMS

Soviet Union 22%
Sweden 20%
West Germany 7%
Norway 6%
France 6%
Cumulative-% 61%

NON-FAMILY FIRMS
Country
Soviet Union 17%
Sweden 14%
West Germany 11%
United Kingdom 10%
Norway 6%
Cumulative-% 58%

The table is to a great extent self-explanatory, but one 
remark can be made. The cumulative percentages imply that 
NFFs are less dependent on their top five countries, all 
hot or warm ones, than FFFs are on theirs. More generally 
said, FFFs rely on fewer countries than NFFs in indirect 
exporting. In addition, an interesting comparison can be 
made between the five most important markets and the five 
most quoted initial markets. In this case these lists are 
very close to one another. The deviation in the 
percentages is naturally greater in the list of initial 
markets.

In the following analyses on other operation modes the 
methodology and rationale behind similar target market 
list will be the same as presented here. The explanations 
will not be repeated, and the reader is kindly asked to 
refer back to the previous paragraphs if in need of 
details on how the lists were constructed.

Exporting through a foreign intermediary: This type of 
exporting is characterized by the producing firm taking 
care of export transactions and being in direct contact 
with the first middleman in the target country. The 
foreign intermediary can be an importer-distributor, a 
joint-purchasing organization (private or public), or an 
industrial company using the exporter as a subcontractor. 
These arrangements require more commitment and planning 
from the exporter, but also offer better market specific 
knowledge and thus profit opportunities. (Luostarinen & 
Welch, 1990, p. 25)
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Exporting through a foreign intermediary was also very 
common among sample companies. The share of firms using 
this operation mode in 1990 was 53% for FFFs and 62% for 
NFFs. The percentages of companies that had used this 
operation mode before, and the percentages of companies 
that planned to use it in 1991 were 6% and 1% for FFFs, 
and 3% and 1% for NFFs. To summarize, NFFs exported 
through a foreign intermediary rather heavily. FFFs were 
also active, but not as intensely. However, there was a 
slight indication towards FFFs engaging more in this 
operation mode in the future.

Examining the number of target countries for exporting 
through a foreign intermediary revealed additional 
differences between FFFs and NFFs. The average for FFFs 
was 8.4 and for NFFs 12.8. As much as 56% of NFFs 
operated in more than five countries, whereas only 44% of 
NFFs did so. This tendency of NFFs to operate in a 
greater number of countries was tested for the effect of 
size, as in the case of indirect exporting. Table 4-13 
shows the results. The percentages in the table show the 
share of companies in a given size category that operated 
in more than three countries by utilizing this operation 
mode.

Table 4-13. The propensity to target many countries by 
exporting through a foreign intermediary explained by company size and family-control

Consolidated 
turnover (FIM) FFF NFF
0-50 million 51% 54%
50-100 million 70% 68%
over 100 million 60% 78%
ALL 55% 68%

The table suggests that although size is a determinant of 
the number of target countries, family- control also 
plays a role in decreasing the propensity to operate in 
many markets through this operation mode.
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The two most frequently reported first target countries 
for exporting through a foreign intermediary were Sweden 
and The United Kingdom for both FFFs and NFFs. Table 4-14 
shows the countries and the percentages of companies that 
had them as first target markets for this operation mode. 
Countries that had 12 or more quotations altogether are 
shown.

Table 4-14. First target markets for exporting through a 
foreign intermediary
Country FFF NFF ALL
Sweden 48% 37% 40%
United Kingdom 12% 14% 14%
West Germany 11% 12% 12%
Soviet Union 5% 9% 7%
Norway 5% 6% 6%
Denmark 6% 3% 4%
Cumulative-% 89% 81% 83%
ALL n=97 n=191 n=288

The difference between FFFs and NFFs in the cumulative 
percentages after six most quoted countries (all rather 
"hot" ones) is somewhat larger here than with the 
previous operation mode. The inference is of the same 
kind: FFFs, compared to NFFs, are more inclined to start 
export operations through a foreign intermediary in 
countries that have a short business distance from 
Finland's point of view.

The five most important target markets were calculated as 
with the previous operation mode. The results are in 
Table 4-15 which again shows that FFFs are more dependent 
on a small number of markets.



Table 4-15. Five most important markets and their importance indicators for exports through a foreign intermediary
FAMILY FIRMS NON-FAMILY FIRMS
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Country Country
Sweden 21% Sweden 17%
Norway 16% West Germany 15%
West Germany 11% United Kingdom 10%
United Kingdom 8% Norway 6%
Denmark 5% Soviet Union 3%
Cumulative-% 61% Cumulative-% 51%

Direct exporting to the final customer: These operations, 
often also referred to as own exports, take place when 
there are neither domestic nor foreign intermediaries 
between the exporting firm and the final customer in the 
foreign country. Here, the exporter has to carry out all 
the tasks involved in the commercialization of a product 
in a target market. This, of course, requires resources, 
time, and dedication, but in turn it contributes to a 
broad and unrestricted information flow between the 
market and the company. The use of own exporting 
operations is, naturally, restricted to industrial 
products and few consumer durables - consumer non
durables usually require effective retail distributor 
networks, which are not rationally internalizeable. 
(Luostarinen & Welch, 1990, p. 27)

The results from the analysis of direct export operations 
to the final customer were very much in line with those 
from the analyses of the two previous operation modes.
57% of FFFs and 64% of NFFs had own export operations. On 
the average FFFs operated in 5.1 different foreign 
countries compared to NFFs7 8.5. Only 37% of FFFs had 
direct exports to more than three countries, whereas the 
figure for NFFs was 58%. When this was crosstabulated 
with consolidated turnover, the finding was that FFFs had 
own exports to less countries than NFFs regardless of 
size. As a matter of fact, in the case of family firms, 
size had no increasing effect on the number of target 
countries. Table 4-16 shows the share of companies in



given size categories that operated in more than three 
countries by utilizing this operation mode.

Table 4-16. The propensity to target many countries by 
direct exporting to the final customer explained by company size and family-control
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Consolidated 
turnover (FIM) FFF NFF
0-50 million 38% 43%
50-100 million 33% 54%
over 100 million 36% 67%
ALL 37% 58%

The first target markets were as in Table 4-17. It 
displays the countries and the percentages of companies 
that had them as first target markets for this operation 
mode. Countries that had eight or more quotations 
altogether are shown.

Table 4-17. First target markets for own exports
Country FFF NFF ALL
Sweden 57% 50% 52%
Soviet Union 8% 11% 10%
West Germany 7% 8% 7%
United Kingdom 5% 5% 5%
Norway 5% 4% 4%
Denmark 4% 2% 3%
Cumulative-% 87% 79% 82%
ALL n=113 n=199 n=312

Again, using this yardstick infers that FFFs concentrated 
their own export operations in "hot" countries more than 
NFFs, which implies their higher preference for closer 
and more convenient target markets.

The most important target markets for own export 
operations are shown in Table 4-18. Sweden seems to be a 
very important market for FFFs' direct exports.
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Table 4-18. Five most important markets and their 
importance indicators for direct export operations

FAMILY FIRMS
Country

NON-FAMILY FIRMS
Country

Sweden 27% Sweden 21%
Norway 13% West Germany 13%
Soviet Union 9% Norway 11%
West Germany 8% United Kingdom 10%
United Kingdom 8% Denmark 6%
Cumulative-% 65% Cumulative-% 61%

Conclusions on physical product export operations: The
above analysis showed that physical product export 
operations are rather extensively used by both FFFs and 
NFFs. In terms of percentage of companies, as well as in 
terms of number of targeted countries, family firms were 
found to be somewhat less active in utilizing them. In 
addition, FFFs were found to be more inclined than NFFs 
to begin their physical product export operations in 
close markets. Furthermore FFFs were found to rely on 
fewer markets than NFFs.

The importance of these types of operations to the sample 
companies can be illustrated by the ratio of physical 
product export sales to consolidated sales. Table 4-19 
shows the percentages of companies in various 
export/sales categories. The export sales figures that 
were used to calculate the ratios were cleaned off of 
intracorporate transactions.

The results in the Table 4-19 show that as much as 30% of 
the companies' sales revenues come from physical product 
export operations. Not surprisingly, NFFs7 average ratio 
is clearly higher than that of FFFs, but what is 
interesting is that only 16% FFFs had a ratio higher than 
0.50, whereas 29% of NFFs had this sign of high 
dependence on physical product exports.



Table 4-19. Ratio of physical product exports to 
consolidated sales
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Exports to con
solidated sales FFF NFF ALL

Hоо 40% 31% 34%
0.101-0.25 20% 19% 20%
0.251-0.50 24% 21% 22%
0.501-0.75 12% 15% 14%
0.751-1.00 4% 14% 10%
MEAN 0.25

n=164
0.34

n=284
0.30 

n=4 4 8

The number of different physical product export operation 
modes utilized at the time of the study by each company 
was also analyzed. The results that demonstrate the level 
complexity of the companies' operation mode strategy are 
presented in Table 4-20.

Table 4-20. The number of different physical product 
export operations utilized simultaneously by the firms 
at one point in time
Number of operation 
modes utilized
simultaneously FFF NFF ALL

0 2% 1% 2%
1 56% 48% 51%
2 26% 29% 28%
3 16% 22% 20%

100% 100% 100%
MEAN 1.55 1.72 1.66

n=174 n=307 n=481

The first inference from the table is that almost all 
Finnish industrial companies with international 
involvement had some sort of physical product export 
operations going on. Only seven (3+4) out of 481 
companies were inactive in this respect. The second 
conclusion is that NFFs were somewhat more inclined to 
have more than just one type of operation mode in their 
physical product export strategy. 42% of FFFs used 2 or 
three modes, while the figure for NFFs was 51%.
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To finalize the analysis of physical product export 
operations a look from the longitudinal perspective is 
taken. Table 4-21 shows the time it took for companies 
from their establishment to begin a given export 
operation. The right-most column shows data on the first 
physical product export operation the sample firms got 
engaged in. The figures in the table are based on a sub
sample which includes the companies established after the 
Second World War (1945 or later). This restriction was 
made in order to make the results better demonstrate the 
way things are presently, with international trade in a 
much more important role than before the war. In 
addition, the companies that reported having started an 
operation earlier than they had even been established, 
were left out. These cases were possible, since some of 
the companies (mostly NFFs) had experienced changes in 
their legal form or standing etc. after starting their 
export operations. Including them in the table would have 
given a false picture of the real situation. There may, 
however, still be companies included that had, before the 
export operation, actually been in business longer than 
reported.

Table 4-21. Time period from establishment to getting involved with a given export operation
Time
in

years
Indirect 
exporting 
FFF NFF

Foreign 
intermed. 
FFF NFF

Direct 
exporting 
FFF NFF

First 
operation 
FFF NFF

0-2 16% 31% 28% 46% 31% 39% 30% 46%
3-5 13% 16% 5% 13% 11% 13% 10% 14%
6 -10 18% 18% 22% 15% 15% 16% 20% 16%
11-15 16% 13% 18% 9% 11% 10% 18% 12%
16-20 15% 5% 9% 6% 13% 12% 10% 6%
21-30 12% 9% 9% 4% 11% 6% 7% 4%
31-50 10% 8% 9% 8% 8% 4% 6% 3%

100% 100% 100% 100% 100% 100% 100% 100%
MEAN 13.2 10.0 11.7 8.8 10.9 8.3 10.0 6.8
n= 61 87 67 107 80 110 123 176
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The conclusion from the table is obvious: family firms 
take more time after establishment before they start 
physical export operations. This is true for all three 
operation modes separately, and can also be seen when 
looking at the whole picture as in the right-most column 
of the table. What is interesting is that the longer 
average time periods of FFFs seem to result mostly 
because of the large share of NFFs that begin their 
export operations within a very short time from 
establishment. This implies that NFFs' strategies are 
more geared towards exporting right from the beginning 
than those of FFFs.

Contract manufacturing in Finland and abroad: 
International contract manufacturing means that the 
foreign contractée produces the final product which is 
then directly transferred to the contractor's marketing 
process. The products may be sold in the producing 
country, in the contractor's country, or in a third 
country. The most frequent motives for using a foreign 
manufacturer in this way are cheaper production factors. 
(Luostarinen & Welch, pp. 112-117) On the reverse, the 
motives to become a contractée are found not only in a 
favorable cost structure, but also in capacity 
utilization or lack of adequate own marketing channels.

Contract manufacturing in Finland, for the Finnish 
contractée, would call for an advantage other than low 
cost (because low cost is usually not attainable in 
Finland). This advantage would most probably be a high 
and steady quality of products and/or delivery. However, 
as Finnish contractées are very scarce, it seems that low 
cost is what international contractors are especially 
looking for. Only three (1.7%) out of 174 FFFs were 
contractées and another three had been before. NFFs were 
slightly more active in this sense; 17 (5.5%) out 307 
were contractées and three had been before. The number of 
targeted countries was also low, averages being 3.0 for 
FFFs, and 3.5 for NFFs. The number one initial target 
country was Sweden for most companies (FFFs: 50%, NFFs:
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37%), and not so surprisingly, all other countries 
mentioned were OECD members. Nevertheless, the conclusion 
on contract manufacturing in Finland is that FFFs were 
not engaged in it on any significant level, whereas NFFs 
showed some endeavors in this operation mode (or 
distribution method) as well.

Contract manufacturing abroad should be attractive in 
many cases for Finnish companies because of the 
considerable savings it offers. On the other hand, 
however, the quality and sophistication of products 
procured this way is not always up to the level required 
by the demanding consumers of highly developed countries. 
Among the sample companies this operation mode was 
moderately utilized. Somewhat surprisingly, FFFs were 
more active here; 8% of them used foreign contractées 
while the figure for NFFs was 7%. This is probably 
explained by the fact that this operation mode is not as 
sensitive to lateral rigidity since the Finnish company 
has a buyer# s role and the capital risk is much lower 
than in many other foreign operations.

The number of countries in which the companies had 
contractées also spoke in favor of FFFs utilizing this 
operation mode more than NFFs. The average figure for 
FFFs was 3.1 and for NFFs 2.6. These findings do not, 
however, imply that NFFs would not utilize foreign 
production factors as much as FFFs. They only suggest 
that NFFs make use of them through other operation modes, 
most probably through manufacturing subsidiary 
operations. The most important countries where the 
contractées were located were Poland and Portugal for 
FFFs, and Sweden, The United Kingdom and West Germany for 
NFFs. This indicates that FFFs use sub-contractees mostly 
for low-cost production, NFFs for other reasons, such as 
quality.

There was also a difference of the same kind between FFFs 
and NFFs in the countries where they had their first 
contractées. FFFs' initial operations were mostly
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concentrated in culturally close, low cost countries 
(Poland, Portugal, and The Soviet Union), whereas NFF 
concentrations were found in industrial countries 
(Sweden, West Germany, and The United Kingdom). NFFs, 
unlike FFFs, also operated in some more distant 
countries, but not to any great extent. This means that 
FFFs looked for low cost, but not from culturally distant 
countries, and NFFs looked for more sophisticated 
products from developed producers or low cost from even 
culturally distant countries.

4.3.2 Service operations

Services as saleable product concepts are less thought of 
in the context of international trade. However, they have 
an important part in the product portfolio of many 
industrial firms as well. Many times, as the hardware 
content of even technical products is very similar from 
manufacturer to manufacturer, it is the related service 
that best differentiates international suppliers from one 
another. Attached services also often give a chance for 
the supplier to earn higher profits than by selling 
standard products. Services marketing requires a more 
close and confident feeling, than physical products, 
about the target market. This is because of the high 
software content, and thus human involvement, related to 
them.

This study distinguished between four different types of 
service operations, namely planning and supervising 
services, installation and testing services, training and 
development services, and servicing and maintenance 
services. These services may be either separately sold as 
such or they may be connected to some other delivery, 
such as a physical product or a turnkey project. The 
categorization used in this study seemed to be rather 
comprehensive, since only five of the 494 companies 
reported using some other type of service operation mode.

The sample companies were, in absolute terms, much less
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active in exporting services than physical products. 
Table 4-22 provides the percentage shares of companies 
that were engaged in specific service operations. The 
figures in parentheses also include the companies that 
had sold the service in question before, but not at the 
time of the study.

Table 4-22. Share of companies exporting services
Service operation FFF NFF ALL
Planning & supervising 2%

( 5%)
12%
(14%)

8%
(10%)

Installation & testing 9%
(10%)

14%
(18%)

12%
(15%)

Training & development 5%
( 6%)

12%
(14%)

9%
(11%)

Servicing & maintenance 5%
( 6%)

10%
(12%)

8%
(10%)

Other 2%
( 3%)

0%
( 1%)

1%
( 1%)

Any one or more 
service operation

13%
(17%)

22%
(25%)

19%
(22%)

Any two or more 
service operations

6%
( 7%)

15%
(18%)

11%
(14%)

In all service categories NFFs had a larger share of 
active companies than FFFs. In addition, the lower part 
of the table shows that the diversity of services offered 
by one company is much lower for FFFs than NFFs. It 
appears that only a small part of FFFs has deepened its 
international involvement in this respect.

Family firms and non-family firms also differed in the 
number of target markets entered into with service 
operations. The average number of countries and the share 
of companies with four or more target countries are shown 
in table 4-23.
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Table 4-23. Average number of target countries for 
service sales and the share of companies with service 
operations in four or more different countries

Average no. % of firms with 4
Service of countries or more countries
operation FFF NFF FFF NFF
Planning & 
supervising

2.8 5.9 20% 46%

Installation
testing

& 2.7 6.5 20% 52%

Training & 
development

6.1 6.6 44% 47%

Servicing & 
Maintenance

2.7 7.6 29% 53%

Other 2.5 4.5 25% 50%

Here, again, the results indicate that FFFs operate in
fewer countries with service operations than NFFs. 
Crosstabulations made with the "number of countries" by 
"size of firm" in terms of consolidated turnover revealed 
that this tendency of FFFs to sell services on fewer 
markets was not only explained by their smaller size. 
Thus, it can be said that FFFs sell services to fewer 
countries regardless of size. The only exception to this 
was the service category "training and development" in 
which both types of firms operated roughly in the same 
number of countries.

The patterns found in the initial target markets for 
service operations were as follows: With only a few 
exceptions the five most quoted countries for all service 
types and for both types of companies were The Soviet 
Union, Sweden, The United Kingdom, Denmark, and Norway.
In general, FFFs named very few other countries than the 
five above, whereas NFFs named a great variety of 
countries, but usually each additional country was quoted 
only once per service category. The percentages of com
panies that had their initial service operations in the 
above-mentioned five countries are given in Table 4-24.
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Table 4-24. First target markets for service operations

P&S I & T T & D S & MCountry FFF NFF FFF NFF FFF NFF FFF NFF
Soviet U. 45% 20% 28% 26% 36% 18% 22% 28%
Sweden 0% 27% 33% 25% 18% 20% 44% 18%
U.K. 0% 5% 6% 11% 9% 13% 0% 8%
Denmark 18% 2% 11% 2% 18% 0% 11% 0%
Norway 0% 7% 0% 6% 0% 5% 0% 10%
Cumul.-% 64% 61% 78% 70% 82% 55% 78% 64%
ALL (n=) 11 41 18 53 11 40 9 39
P&S=planning & supervising I&T=installation & testing 
T&D=training & development S&M=servicing & maintenance

Although the absolute numbers behind the percentages are 
rather small, one can infer from the table (and from what 
was said before the table) that FFFs concentrate their 
initial service operations more on a small number of 
countries within a short business distance from Finland. 
The same is true for NFFs, but not to the same extent, 
since some of them also introduced service operations in 
more distant countries.

The most important target markets for service export 
operations are shown in Table 4-25. The table contains 
aggregate data from all four service operation modes.

Table 4-25. Five most important markets and their 
importance indicators for service export operations

FAMILY FIRMS
Country
Sweden 24% 
Soviet Union 22% 
United Kingdom 13% 
Norway 7% 
West Germany 4%
Cumulative-% 70%

NON-FAMILY FIRMS
Country
Soviet Union 15% 
Sweden 15% 
West Germany 9% 
United Kingdom 6% 
Norway 5%
Cumulative-% 50%

As the cumulative percentages show, FFF service exports
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concentrated heavily on the five top countries. All other 
target countries were mostly ones to which only a few 
FFFs exported. The situation for NFFs was quite 
different, since many of them exported services also to 
countries outside the top five list (to the U.S.A. for 
example).

Service operations seemed to be a rather recent 
phenomenon. Their introductions (starting years) were 
clearly concentrated in the 70's and 80's, whereas the 
introductions of physical product operations were more 
widely distributed within the 20th century with peaks in 
the 60's and 70's. This data can also be seen in Table 4- 
26 which shows the time span between the establishment of 
the company and the initiation of service operations. 
Including companies in the table was restricted according 
to the same criteria and reasoning as in the similar 
table (4-21) for physical product export operations (i.e. 
only companies established in 1945 or later were 
included).

Table 4-26. Time period from establishment to getting involved with a given service operation
Time
years

P
FFF

& S
NFF

I i 
FFF

S T
NFF

T i 
FFF

i D
NFF

S < 
FFF

i M 
NFF

0-5 17% 27% 20% 39% 29% 46% 0% 48%
6 -15 33% 54% 50% 33% 29% 38% 50% 38%
16-30 33% 19% 20% 26% 29% 17% 25% 10%
31-50 17% 0% 10% 3% 14% 0% 25% 5%

100% 100% 100% 100% 100% 100% 100% 100%
MEAN 17.2 9.4 14.0 10.4 15.3 8.5 20.3 8.8
n= 6 26 10 39 7 24 4 21
P&S=planning & supervising I&T=installation & testinäT&D=training & development S&M=servicing & maintenance

The average duration between establishment and the first 
foreign service operation was 15.2 years for FFFs, and 
9.8 years for NFFs. As much as 39% of NFFs began service
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exporting within five years from establishment, whereas 
only 20% of FFFs did so. These numbers and the figures in 
the table imply that, as in the case of physical product 
operations, FFFs start service exporting after a longer 
period of operation than NFFs.

4.3.3 System operations

When a company sells a system, it provides the client 
with a package that includes a hardware dimension and a 
software dimension integrated to one another. Hardware 
here refers to the tangible content of the package, e.g. 
machinery and constructions. Software, on the other hand, 
refers to the knowledge and services supplied with the 
package that are necessary for the proper functioning of 
the system. Examples of these are technical and marketing 
knowledge as well as planning and training services. The 
complete package is geared to furnishing the customer 
with a solution to a set of needs related to some larger 
entity. (Kosonen, 1989, pp. 13-15)

The system delivered by the supplier can be tailor-made 
to the specific customer. It can also be put together 
specifically for the customer in question but from more 
or less standardized set of modules used also for other 
deliveries in the customer group. Furthermore, the system 
can be a standardized one with a specific function that 
is needed by buyers in different customer groups.
(Kosonen, 1989, pp. 87-91) Whatever the case, system 
selling usually involves large deals in monetary and 
longitudinal terms. In addition, it is clear that the 
absolute number of system deals attainable is lower than 
that of the two previous sales objects. This is because 
of the yet undeveloped tradition of buying systems 
instead of constructing and developing them on one's own. 
This, in turn, is a result of companies' desire to 
internalize operations.

The present study distinguished between four different 
operation modes through which systems can be sold on the
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international markets. They were franchising, 
coproduction, partial project and turnkey project 
operations. In general, the utilization of these 
operations was rather limited among the sample companies. 
This is most probably due to the lower volume of system 
sales on the world market, but also to the fact that 
systems are often not included in the companies' set of 
strategic alternatives. In addition, the fact that 
systems selling requires a very close interaction with 
the customers and the market in general increases the 
level of lateral rigidity felt towards operations of this 
type.

Exporting of franchising operations: In a few words, 
franchising means that a company, in exchange for a 
payment and/or royalties, transfers a business format, 
i.e. a whole system of doing business, to another company 
or a businessman. (for more, see Luostarinen & Welch,
1990, pp. 69-75) At the time of the study no family firms 
were acting as franchisors to any foreign firm. Only one 
had done that before, and no FFF indicated intention to 
start that in 1991. Non-family firms were not active 
franchisors, either: only two had franchising operations 
running, and another two had had them before (all four 
had only one target country). In addition to this, two 
NFFs reported an intention to become franchisors in 1991. 
Thus, the only reasonable conclusion from this is that 
family firms are even more reluctant, if possible, to 
franchise their businesses than non-family firms.

Coproduction: In coproduction the Finnish company agrees 
to establish a new production unit, or alternatively to 
rationalize an existing unit, together with a foreign 
company in a foreign country. The Finnish firm receives 
compensation for the inputs it has provided in the form 
of payments, materials, components or products. What is 
specific to this arrangement is that no ownership is 
involved, for which reason this operation mode has been 
mostly used in countries where direct investment is not 
possible or attractive (usually socialist countries and
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197)
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Coproduction was only moderately used by the sample 
companies. Five percent of both types of companies were 
engaged in it, and approximately two percent were 
planning of doing that in 1991. Mostly all the above 
companies had coproduction in only one foreign country; 
the average number was 1.3 for FFFs, and 1.4 for NFFs.
The initial target countries for coproduction operations 
were well distributed around the globe. The only 
countries with more than two quotations were The Soviet 
Union, Italy, and The United Kingdom. Their shares of 
quotations for FFFs were 40%, 20%, and 10%, and for NFFs 
21%, 11%, and 11%, respectively. The most important 
target market in 1990 was The Soviet Union for both FFFs 
and NFFs. In addition, NFFs considered Italy, West- 
Germany, and Denmark rather important. The starting years 
of coproduction were concentrated heavily on the 80#s. As 
a matter of fact, all reported initiation years for FFFs 
were in or after 1987. Also, 79% of all reported starting 
years for NFF were in or after 1987.

What appeared surprising, was the unexpectedly large 
share of FFFs involved in coproduction operations. In the 
light of the results received so far from other operation 
modes it would have seemed obvious that peculiar 
arrangements of this kind were not of interest to the 
laterally rigid family firm. The percentage share is 
certainly not large in absolute terms, but since it is in 
the same level with NFFs it appears high.

Export of partial projects: When a company exports a 
partial project, it supplies only a part of the goods and 
services and/or know-how needed for the planning and 
implementation of the whole project delivery in question. 
The critical difference as compared to a total project is 
the limited responsibility and need for coordination from 
the Finnish company's part. (Luostarinen & Welch, 1990, 
p. 126)
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Project contracts are usually acquired by bidding. For 
this reason, the activity of companies in project 
exporting is best measured by the share of firms that 
were currently, had been, or will be engaged in the 
operation in question. The findings from the data show 
that 7% of FFFs and 13% of NFFs were active in partial 
project exporting when measured this way. The two groups 
of companies also differed in the number of target 
countries for this operation mode. Eight out of 11 (73%) 
FFFs reported only one target country (average 3.7, or 
1.6 if one extreme case with 25 target countries is left 
out), whereas the dispersion was much greater with NFFs 
(average 4.3). This leads to a conclusion that the NFFs 
dealing with partial project operations are more 
dedicated to project bidding and more actively look for 
Profit opportunities in this field of business. This 
impression is strengthened when the starting years of 
partial project operations are looked at. The data show 
that all reported starting years for FFFs were in the 
80,s, while NFFs have been in the business considerably 
longer. As a matter of fact, 56% of NFFs have started 
partial project operations in or before 1980.

The only countries quoted many times as the first target 
country for partial project operations were The Soviet 
Union, Sweden, West Germany, and The United Kingdom. The 
share of these four countries together was 54% for FFFs, 
and 77% for NFFs. The other countries mentioned were 
mostly European. In 1990 both FFFs and NFFs considered 
the above-mentioned countries the most important target 
markets for partial projects.

Export of turnkey projects: In turnkey projects the 
supplier is responsible for the total coordination of the 
project. Usually all system elements and their 
integration into a whole is the supplier7s 
responsibility. Furthermore, the contract may include the 
start—up phase of the plant or installation to be 
administered by the supplier.
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The sample companies were somewhat less active turnkey 
project than partial project operators. Six percent of 
FFFs and 11% of NFFs had currently, had had before, or 
were going to have turnkey operations abroad. Roughly 
half of these companies were also active partial project 
bidders. Most companies, i.e. 60% of FFFs and 48% of 
NFFs, acted through turnkey operations in one or two 
countries only. The average number of target countries 
was roughly five for both groups of firms.

Taking a look at the initial target countries for turnkey 
projects shows that only few countries were quoted by 
more than one company. The two most quoted countries and 
their share of total were The Soviet Union 36%/32% 
(FFF/NFF) and Sweden 18%/9%. No other countries were 
mentioned more than once by FFFs. Turkey, Poland, Iraq, 
and West Germany were all mentioned twice by NFFs, thus 
having a 6% share each. A general observation, especially 
with NFFs, was that the list of countries included quite 
a few distant countries in cultural and physical terms, 
such as India and Tanzania. At the time of the study The 
Soviet Union and Sweden were still regarded as the most 
important markets for turnkey projects by both types of 
companies. Furthermore, NFFs considered West Germany and 
France rather important.

The findings on the starting year of turnkey project 
operations were very much like in the case of partial 
projects. As much as 90% of FFFs reported having started 
turnkey project sales in the 80's or later, whereas as 
much as 37% of NFFs had started already before the 80's.

A final remark on turnkey project operations is in order. 
One might think that turnkey operations are something for 
large companies only. That was very much true with NFFs: 
only 14% of NFFs that had turnkey operations had a 
consolidated turnover of FIM 50 million or less. However, 
as many as 55% of FFFs in turnkey project business were 
in this smaller size category. (79% of all FFFs, and 38% 
°f all NFFs had a consolidated turnover below FIM 50
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million). This implies that, somewhat surprisingly, the 
FFFs that were involved in turnkey projects were not only 
the largest ones, but among them were also smaller FFFs.

4.3.4 Know-how operations

According to the theoretical frame, Know-how as a sales 
object in international business comes last in the 
sequence of product introductions to foreign markets. 
Know-how operations are characterized by the fact that 
the content of the product is almost completely 
immaterial. The successful transfer of this gradually 
accumulated knowledge into another setting in a foreign 
culture is very demanding. For this reason lateral 
rigidity felt towards know-how exporting is very high.

The questionnaire used in this study differentiated 
between four types or ways of selling know-how. Those 
were licensing (outward), managerial know-how agreement, 
technological know-how agreement, and marketing know-how 
agreement. In the following the analysis on these four 
types will be covered so that licensing is dealt with 
separately from the others because of its different 
nature.

Outward licensing: When a company acts as a licensor it 
sells the right to use its certain knowledge assets, or 
industrial property, to another company for a defined 
purpose. The asset in question can be a patent, trade 
mark, copyright, design, and/or secret know-how. The 
ownership of the knowledge remains with the licensor. As 
a compensation the seller may receive one or more of the 
following: a preliminary payment, a lump sum payment, 
down payment, or royalties. (Luostarinen & Welch, 1990, 
pp. 31-32)

One should remember that in addition to capitalizing on 
the company's knowledge-base, licensing can be used in 
various ways as a strategic tool. For example, it can be 
used to develop markets for the company's other products,
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or as a quick entry mode that enables the monitoring of 
the market situation in a specific market. In short, 
licensing can be used in a very sophisticated way if the 
licensor so wishes.

The utilization of outward licensing among the sample 
companies was rather limited: only four percent of FFFs 
were currently acting as international licensors, three 
percent had been before, and another three percent were 
going to in 1991. NFFs were more experienced licensors. 
7.5% of them had foreign licensees, 4% had had before, 
and 3% were going to have in 1991. A look at the 
licensors' industries was also taken. It showed a clear 
concentration by FFFs and NFFs on machinery and equipment 
manufacture as well as electrical products and 
instruments manufacture. 50% of FFF and 38% of NFF 
licensors operated in those industries. In addition to 
this, 22% of NFF licensors operated in chemicals and 
chemical product manufacture, whereas no FFF licensors 
were in that industry.

Surprisingly, most licensors operated in one country only 
- 71% of FFFs and 42% of NFFs. The average number of 
target countries was 1.9 for FFFs, and 3.5 for NFFs. One 
would expect that if a company familiarizes itself with 
licensing it would also utilize it in more than just one 
country. The figures above can be interpreted so that the 
sample companies, or at least family firms, have not used 
licensing in a systematic way. They have used it 
selectively in some markets only, or more probably just 
jumped into an open opportunity when they have seen one.

There was only little concentration on the first markets 
targeted through licensing. The most quoted by FFFs were 
The United Kingdom and The Soviet Union, each accounting 
for 20% of total, and West Germany and The U.S.A. with 
shares of 13% each. The most quoted initial target 
countries by NFFs were somewhat different, i.e. West- 
Germany, The U.S.A., and Japan with shares of 17%, 17%, 
and 14% respectively, and Spain and Norway, both with
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shares of 10%. This is a subtle demonstration of a lower 
lateral rigidity in the market dimension, and a sign of a 
more active stance towards licensing from NFFs' part. In 
1990 FFFs considered the most important markets for 
licensing to be The Soviet Union and Japan. NFFs, on the 
other hand, regarded West-Germany, Japan, and The U.S.A. 
as most important target markets. Japan's high rating was 
a surprise, since its domestic level of technological 
development is very high.

An examination of the starting years of licensing 
revealed that 83% of FFF licensors signed their first 
agreements in the 80's or later, while only 73% of NFF 
licensors had started that lately.

Export of know-how agreements: An international know-how 
agreement is an arrangement in which a firm provides a 
foreign company with managerial, technological, 
marketing, or some other type of know-how for an agreed 
fee. The asset that is being transferred is sustainable 
knowledge, not a performance. This is the fact that 
differentiates know-how sales from service sales. Typical 
fields covered are for example personnel development, 
research & development, and marketing information systems 
(Oravainen, 1979, p. 8).

Apart from technical know-how agreements, these types of 
foreign operations were utilized only marginally by 
either type of sample companies. Only one family firm, 
and two non-family firms were currently engaged in 
managerial know-how agreements, and two of each type had 
been before. In addition, all these seven companies had 
operated in one single country only. The target countries 
of FFFs were the United Kingdom, the Soviet Union, and 
the U.S.A., whereas those of NFFs were Saudi-Arabia (two 
quotations), Indonesia, and Sweden. The operations had 
been started between in 1984-90 by FFFs and 1975-87 by 
NFFs.

The story is very much the same with marketing know-how
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agreements. Only three (2%) FFFs and five (2%) NFFs had 
these agreements with foreign companies. In addition, 
only one of both types of companies had had marketing 
know-how agreements before, and one of both were going to 
have in 1991. All FFFs operated in one foreign country 
only, and the average also for NFFs was as low as 1.8.
The only initial target countries with more than one 
quotation were Sweden and The Soviet Union. FFFs had all 
started these operations in 1988 or after, whereas most 
NFFs had signed their first marketing know-how agreement 
before that, the first already in 1972.

International marketing of technical know-how was 
somewhat more usual among Finnish firms. However, the 
companies engaged in this type of sales were mostly NFFs. 
Only five, i.e. 3% of FFFs exported technical know-how in 
1990, but as many as 18, i.e. 6%, NFFs did that. Another 
3% of FFFs, and 6% of NFFs, had sold technical know-how 
before or were going to in 1991. Also the number of 
target countries for this operation mode showed that NFFs 
were much more intensely involved: the average number of 
target countries was 1.4 for FFFs, and 3.4 for NFFs.

The initial target countries for technical know-how 
export were very widely dispersed. Surprisingly, the only 
country that was more than once quoted by FFFs, and was 
the most popular among NFFs was The U.S.A. (three and six 
quotations). One would expect less developed countries to 
be on top of this list. Nevertheless, the list included 
many developed countries and less developed countries, 
for both FFFs and NFFs. When inquired the most important 
target markets for technical know-how exports in 1990, 
FFFs showed no inclination to any country. NFFs reported 
the U.S.A. and The Soviet Union to have greatest 
importance. An examination of the starting years of 
technical know-how sales showed that all active FFFs had 
started these operations in or after 1982, whereas 41% of 
active NFFs had started them before that year, the first 
in 1967.
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Putting all the three types of know-how together shows 
that seven percent of FFFs had in 1990, had had before, 
or were going to have some type of know-how agreements 
with foreign parties. The corresponding figure for NFFs 
was 13%. However, a crosstabulation with size (using 
consolidated turnover as a yardstick) revealed that the 
propensity to export know-how seemed to correlate more 
with size than with whether the company was a FFF or a 
NFF. Even though the utilization of know-how operations 
was at a low level in 1990, the future may be different. 
This is because the re-organization of the former Soviet 
Union opens a lot of possibilities for these types of 
operations. If Finnish firms aim to take full advantage 
of that, the presented figures should rise substantially 
in the future. This, of course, first calls for the new 
company creation to result in a considerable amount of 
potential customers in that area.

4.3.5 Subsidiary operations

All the operation modes covered previously in this study 
have been more or less characterized by the low level of 
long term foreign direct investment, in monetary terms, 
that is. Subsidiary operations always involve direct 
investment, often in large scale. For this reason they 
are usually utilized only after some other type of 
experience from the target country, or at least from 
other foreign markets, has been acquired. The point that 
differentiates subsidiary operations from portfolio 
investments is that the investor retains (at least some) 
managerial control over the acquired firm.

This study distinguished between ten different types of 
subsidiaries that can be categorized in the following 
way:

DIRECT INVESTMENT MARKETING OPERATIONS (DIMOS)
-sales promotion units 
-sales units 
-warehousing units 
-service units
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DIRECT INVESTMENT PRODUCTION OPERATIONS (DIPOS)

-assembly units 
-manufacturing units

DIRECT INVESTMENT SUPPORTING OPERATIONS (DISOS)
-purchasing units 
-research & development units 
-financing units 
-holding units

All these units have a special nature and function to 
them. Most types are usually established as greenfield, 
but some types, mostly DIPOS, are also often acquired. 
Many times a single acquisition leads to the buyer 
getting a network of separate subsidiaries in different 
countries. This is often the reason for an acquisition of 
a DIMOS or a DISOS type of subsidiary. This study does 
not differentiate between greenfield and acquired 
subsidiaries.

In the following, composite tables of all subsidiary 
types are presented, and differences between FFFs and 
NFFs are discussed. After that the main categories 
(DIMOS, DIPOS, and DISOS) are analyzed separately. The 
data include wholly-owned subsidiaries and joint- 
ventures, even those in which the Finnish company has a 
minority holding (10-50%). Moreover, if a large 
subsidiary has a number of functions, and they are not 
legally separated as distinctive units, those functions 
are, nevertheless, reported separately in this study.
This may increase the absolute number of units reported. 
The percentages in Table 4-27 show the share of FFFs and 
NFFs that had the subsidiaries in question.
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Table 4-27. Reported use of subsidiary operations

used had used will useType of in 1990 before in 1991subsidiary FFF NFF FFF NFF FFF NFF
SP unit 2% 7% 1% 1% 0% 1%Sales unit 15% 39% 2% 1% 1% 2%Warehouse unit 3% 9% 1% 1% 0% 0%Service unit 4% 7% 0% 0% 0% 0%
Any 1 or more DIMO 16% 41% 4% 2% 1% 2%
Assembly unit 3% 3% 0% 0% 2% 1%Manufacturing u. 9% 21% 1% 1% 2% 2%
Any 1 or more DIPO 10% 22% 1% 1% 3% 3%
Purchase unit 1% 3% 1% 0% 0% 1%R & D unit 1% 4% 0% 0% 0% 0%Financing unit 1% 2% 0% 0% 0% 0%Holding unit 2% 5% 0% 0% 1% 0%
Any 1 or more DISO 3% 8% 1% 1% 1% 1%
Other 1% 1% 0% 0% 0% 1%
Any 1 or more units 19% 45% 5% 3% 3% 5%

As the table shows, sales units and manufacturing units 
were clearly the most popular types of subsidiaries used 
by the sample companies. What is also evident is that 
non-family firms were much more active in penetrating 
foreign markets through subsidiary operations than family 
firms were. This finding, however, could be very 
sensitive to the size of the company because it is often 
the case that the establishment of a subsidiary requires 
a certain level of sales before it is advisable. For this 
reason, the FFF inclination to use less subsidiary 
operations was tested for the effect of size by 
crosstabulating. Table 4-28 shows the percentages of FFFs 
and NFFs in certain size categories that were using at 
least one, or at least two types of subsidiary operations 
in 1990.
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Table 4-28. The propensity to utilize subsidiary 
operations explained by company size and family control
Consoli- At least one type of At least two types of 
dated subsidiary operation subsidiary operations

turnover FFF NFF FFF NFF
0-50
million

10% 17% 3% 4%

51 - 100 
million

20% 33% 7% 18%

over 100 
million

73% 71% 59% 44%

ALL 19% 45% 10% 26%

The table indicates that, apart from the category of the 
largest companies, family firms are clearly less inclined 
to utilize subsidiary operations. The point that can be 
made from the figures in the largest company category is 
that they support the previously stated fact that as the 
company size increases, FFFs begin to, more and more, 
resemble and act like NFFs.

Another finding from Table 4-27 is that a greater share 
of FFFs have discontinued the operation of one or more of 
their subsidiaries. This may imply that FFFs have somehow 
been less successful with those subsidiary operations.

Other things asked in the questionnaire were the amount 
of units the company had, the number of countries to 
which the subsidiaries' functions were directed, the 
target country in which the first unit was established, 
and the year in which the first unit was established. 
Table 4-29 shows this information based on the data in a 
compact package. The second column from the right shows 
the percentage of initial units that were established (or 
acquired) in Europe. This percentage acts as an indicator 
of the preference to target close countries. The right
most column shows the average time it took for the 
companies from their establishment to the initiation of 
the operation mode. For reasons presented before, only 
companies established after the second world war are 
included. What is also interesting is the relation
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between the average number of units and the average 
number of target markets. If the former is higher it 
means that the companies, on the average, had more than 
one unit per country. On the other hand, if the latter is 
higher it means that the subsidiaries' functions were 
directed to more than just one country.

Table 4-29. Characterization of outward-going subsidiary operations

Type of 
subsidiary

used in 
1990 or 
before 
FFF NFF

average 
number 
of units 
FFF NFF

average 
no. of 
markets 
FFF NFF

initial 
market 
Europe 
FFF NFF

years bw 
establ & 
start-up 
FFF NFF

SP unit 3% 71 1.5 2.5 1.5 2.6 80% 65% 29 15Sales unit 17% 40% 2.1 4.9 2.1 4.3 97% 86% 17 14Warehouse unit 5% 9% 2.4 2.7 2.0 3.1 100% 86% 20 17Service unit 4% 7% 2.7 7.6 2.6 6.5 100% 68% 18 11
Assembly unit 3% 3% 1.0 2.0 1.0 1.9 56% 71% 28 13Manufacturing 9% 22% 1.8 3.9 1.4 2.7 78% 76% 22 19
Purchase unit 2% 3% 1.0 1.1 1.0 2.9 67% 40% 30 15R & D unit 1% 4% 1.0 2.0 1.0 2.0 0% 70% 33 13Financing unit 1% 2% 1.0 1.2 1.0 1.2 50% 75% 31 4Holding unit 2% 6% 1.3 3.2 1.3 2.5 75% 88% 38 12Other 1% 2% 1.0 1.8 1.0 1.6 100% 67% 37 13

The overall conclusion from the table is that FFFs do not
extend their subsidiary operations as widely as NFFs. 
Family firms have less subsidiary units and operate in a 
lower number of markets through these units. They are 
also more inclined to start their subsidiary operations 
in closer markets, and it takes longer for them to make 
the first foreign direct investments. The results from
almost all types of subsidiary operations are exactly in 
this line. Only some deviations exist, but they are 
mostly found in the subsidiary types with only few 
statistical unit observations. In the following passages 
the main categories of subsidiary operation modes are 
discussed further.

Direct investment marketing operations: A sales promotion 
(SP) unit is a unit that backs and promotes the sales of 
the mother company. It does not carry out direct sales 
activities. Reasons for establishing, or functions of, a 
SP-unit may be a high buyer resistance, host country 
legislation that does not allow direct sales activities 
in the country, need for support to the local
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distribution network, or to the company's other 
operations such as licensing and franchising.
(Luostarinen & Welch, 1990, pp. 166-167) The only country 
with a high number of quotations as the initial target 
market for SP-units was The Soviet Union. This was the 
case for both FFFs and NFFs the reason being that the 
legislation of the former Soviet Union did not allow 
sales units to be established in the country. Other 
interesting points can be seen from the above table.

A sales unit has the same functions as a SP-unit, plus it 
also engages in direct sales. A sales unit may be 
preferred to exporting from the home base because of 
closer customer contact, better flow of market 
information, punctuality of deliveries, or a stronger 
company image. (Luostarinen Welch, 1990, pp. 167-168) A 
SP-unit was by far the most common type of subsidiaries 
utilized by the sample companies. Two thirds of active 
FFFs had only one sales unit whereas as much as three 
quarters of active NFFs had two or more of them. Table 4- 
30 shows the number of units and the number of countries 
to which the units' operations were directed.

Table 4-30. Number of sales units and number of target countries for them
Number of Units Countries
units or
countries FFF NFF FFF NFF
1 67% 26% 63% 28%2-5 26% 48% 26% 50%6-10 4% 17% 11% 15%11 - 20 4% 9% 0% 7%30 0% 0% 0% 1%50 0% 1% 0% 0%
TOTAL 100% 100% 100% 100%

The most common initial target countries for sales units 
for both FFFs and NFFs were Sweden, the United Kingdom, 
and West Germany, in that order. The share of these three 
countries alone, as initial markets, was 85% for FFFs and 
65% for NFFs. The starting years of FFF sales unit 
operations were concentrated on the 80's, whereas FFFs



had established most of their first sales units quite 
evenly in the 60's, 70's, and 80's.

The findings on warehouse units, which are normally 
utilized for improved logistics, were very much in line 
with the previous two unit types in demonstrating the 
lower aptitude of FFFs to utilize them. Most of the 
warehouse units of both FFFs and NFFs were first 
established in Sweden, and this was usually done in the 
70's and 80's. The case was the same with service units 
(used when the frequency of service calls is high due to 
the nature of the product, for example), except that the 
initial target countries most quoted by NFFs were the 
United Kingdom and the U.S.A.

The target markets considered most important as host 
countries for DIMOS-units, and their importance 
indicators are shown in Table 4-31. The table contains 
combined data on all four DIMOS-units. The lists for both 
types of firms contain the same countries, but FFFs are 
clearly more restricted to these markets only.
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Table 4-31. Five most important markets and their importance indicators for DIMOS-units
FAMILY

Country
FIRMS NON-FAMILY

Country
FIRMS

Sweden 34% Sweden 17%West Germany 15% United Kingdom 13%Norway 15% West Germany 12%United Kingdom 8% U.S.A. 10%U.S.A. 8% Norway 8%
Cumulative-% 80% Cumulative-% 60%

To finalize the analysis on DIMOS, the size-effect test 
is done once again. The results of the crosstabulation 
are found in Table 4-32. The percentages in the table 
show, firstly, the share of companies in certain size 
categories that had at least one type of DIMOS subsidiary 
in 1990, and secondly, the share of those companies that 
had two or more DIMOS subsidiary units in 1990.
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Table 4-32. The propensity to utilize direct investment 
marketing operations explained by company size and family control

Used Had twoConsolidated 
turnover (FIM)

DIMOS
FFF

in 1990
NFF

or more
FFF

units
NFF

0-50 million 7% 17% 40% 60%
51 - 100 million 20% 30% 67% 83%
over 100 million 64% 64% 64% 79%
ALL 16% 41% 56% 76%

The figures show that family firms in the two smaller 
categories are less inclined to utilize DIMOS than non
family firms, whereas larger companies utilize them 
equally much regardless of family control. What is also 
interesting is that the share of the largest companies 
with more than one unit is smaller than the share of 
medium-sized companies with more than one unit. This is 
most probably explained by the largest companies' 
tendency to utilize DIPOS more, and to utilize them for 
marketing purposes, as well.

Direct investment production operations: Assembly units 
are typical when the manufacturer wants to produce the 
components of the product in the home country, and when 
one of the following cases applies: the fragility of the 
product does not allow overseas transportation, the home 
production of the whole variety of the product range 
demanded by the customer is not advisable, or low cost 
and qualified assembly labor is available abroad. 
(Luostarinen & Welch, 1990, pp. 172-173). The figures in 
Tables 4-27 and 4-29 show that assembly units were not 
very widely utilized by either type of company. FFFs, 
especially, utilized them very narrowly, each of them 
only in one country. Furthermore, approximately 80% of 
both FFFs and NFFs had established their first assembly 
units in the 80's, which suggests that the utilization of 
this type of subsidiary may still be growing. The 
assembly units of both FFFs and NFFs were mostly in OECD 
countries, not in low-cost countries.
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The motives of establishing or acquiring a foreign 
manufacturing unit have been discussed before together 
with the theories of foreign direct investment. In short, 
they were related to location advantages, internalization 
advantages, and ownership advantages. These type of 
subsidiaries have become rather common among Finnish 
internationalized companies, although family firms were 
very much behind non-family firms in their utilization 
(see Tables 4-27 and 4-29). In 81% of the cases FFFs had 
only one foreign manufacturing unit, whereas 54% of NFFs 
had two or more of them. Table 4-33 shows the number of 
manufacturing units and the number of countries to which
the units' operations were directed •

Table 4-33. Number of manufacturing units andtarget countries for them
Number of Units Countries
units or
countries FFF NFF FFF NFF
1 81% 46% 81% 52%
2-5 13% 32% 19% 35%
6-10 6% 14% 0% 12%
11 - 20 0% 6% 0% 1%
28 0% 2% 0% 0%
TOTAL 100% 100% 100% 100%

The most common initial target markets for FFFs' 
manufacturing units were Sweden, the Soviet Union, and 
the U.S.A (50% of cases), and for NFFs these were Sweden, 
the United Kingdom, and West Germany (46% of cases). The 
five most important host countries of DIPOS-units and 
their importance indicators are shown in Table 4-34. The 
table contains aggregate data on both types of 
subsidiaries. Again, the cumulative importance of FFFs/ 
top five countries is greater than that of NFFs.
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Table 4-34. Five most important markets and their 
importance indicators for DIPOS-units

FAMILY
Country

FIRMS NON-FAMILY
Country

FIRMS

Sweden 21% Sweden 15%Soviet Union 18% United Kingdom 15%U.S.A. 14% U.S.A. 14%United Kingdom 11% West Germany 11%Canada 7% France 6%
Cumulative-% 71% Cumulative-% 61%

The starting years of foreign manufacturing subsidiary 
operations were rather surprising. As much as 67% of 
FFFs' units were established in 1988 or later. The figure 
for NFFs was also guite high, 38%. It can be said that 
the companies, family firms especially, discovered the 
usefulness of manufacturing units in penetrating foreign 
markets only in the late 80's. This is, of course, 
related to the opening-up of the Finnish financial 
sector, which enabled the firms to raise the needed 
capital for these major investments. Family firms 
particularly seem to have been affected by the extended 
sources of financing.

To conclude on DIPOS, the effect of the size of the 
company on these operations is tested. Table 4-35 shows 
the share of companies in certain size categories that 
had at least one type of DIMO subsidiary in 1990.

Table 4-35. The propensity to utilize direct investment 
production operations explained by company size and family control

UsedConsolidated 
turnover (FIM)

DIPOS
FFF

in 1990 
NFF

0-50 million 3% 3%
51 - 100 million 7% 15%
over 100 million 55% 38%
ALL 10% 22%
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The figures show that size is an important determinant of 
whether the firm has direct investment production 
operations. But even more arresting is that in the 
largest category the share of FFFs with foreign 
production units was greater than that of NFFs. This 
suggests that the largest family firms feel comfortable 
with owing their own production units even abroad. This 
gives them the same apparent feeling of ownership and 
соп^г°1 that they are accustomed to in the domestic 
market. The low number of observations does not allow a 
similar crosstabulation of size and number of units. 
However, it can be stated that 41% of FFFs, and 61% of 
NFFs (i.e. of those that had DIPO-subsidiaries) had two 
or more production units abroad.

Direct investment supporting operations: As Tables 4-27 
and 4-29 show, the utilization of R & D units, financing 
units, purchase units, and holding units was very scarce 
among family firms. Only 3% of them had a unit of this 
kind. Almost all of these companies were in the largest 
category (sales over FIM 100 million), and had only one 
unit in one country. All but one of these units were 
established in or after 1985. Non-family firms were much 
more varied with their DISOS-operations. They had started 
these operations earlier, usually in the late 70's and in 
the 80's. A quick conclusion of this is that the 
operation modes in question are perceived by FFFs to be 
too unconventional and unknown a way to organize 
international networks and operations. For this reason 
the lateral rigidity felt towards their initiation is 
very high. In addition, the nature of DISCS operations 
makes them more attractive to large companies only, for 
which reason FFFs, usually smaller in size, do not see 
justification for their utilization.

4.4 Overall patterns of outward-going internationalization

The previous sections in this chapter have given 
tentative support to the work hypothesis, which was that 
family firms feel more lateral rigidity towards
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internationalization than non-family firms, and that they 
follow more closely the proposed process of 
internationalization presented in the theoretical frame. 
Now, however, the aim is at going somewhat deeper into 
the process, instead of concentrating on separate 
operation modes one by one. Firstly, the utilization 
frequency and introduction order of different product- 
levels is studied. Secondly, the development of the 
operation mode strategy is examined. Thirdly, the target 
market selections are discussed. After these POM-strategy 
issues, the stages, pace, and degree of 
internationalization is studied, as well as the 
irregularities found among the sample companies.

4.4.1 Product strategy

First, the utilization frequencies of the four major 
product types, or levels, are shown together in Table 4- 
36. The percentages show the share of companies that were 
selling the product type in question in 1990.

Table 4—36. Utilization frequencies of the four major product types
Product type FFF NFF
Physical products 98.2% 99.0%
Services 13.2% 22.5%
Systems 11.5% 17.6%
Know-how 7.5% 12.4%

Practically all companies exported physical products, 
while the marketing of the other product types was much 
less common. For both companies the percentages diminish 
systematically in the same order as the product level 
goes higher. For family firms particularly the decrease 
of the utilization percentage was extremely sharp. This 
proves the already once stated fact that FFFs are very 
inclined to rely on physical product exports. This 
finding is in line with what Gallo & Estapé (1992, pp.
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11-12) found in their study of FFFs vs. NFFs.

However, the size-test puts the finding into a new 
perspective: in all size categories the shares diminished 
in the same order as the product level went higher, and 
in the smallest category (consolidated sales FIM 50 
million or less) the contrast between FFFs and NFFs was 
even greater than in the aggregate table above. However, 
in the largest category (over 100 million) the characters 
of FFFs and NFFs were switched; FFFs had clearly higher 
utilization percentages in all product types except 
physical products (physical products: 96%/99%, services: 
36%/24%, systems: 27%/21%, know-how: 27%/21%). This 
implies that the FFFs that have grown large are actually 
more diverse and aggressive in their product strategies 
than large NFFs.

The next interesting point on product strategy, which is 
displayed in Table 4-37, is how many different product- 
levels the companies had out in international markets in 
1990 or before that.

T cible 4-37. The number of different product-levels sold in international markets
Number of product-levels FFF NFF

1 76% 59%
2 11% 24%
3 9% 11%
4 3% 6%

TOTAL 100% 100%
MEAN 1.4 1.6

The table shows that more than three quarters of FFFs 
utilized one product-level only, and that NFFs in general 
sold more varied product ranges in international markets. 
A crosstabulation with company-size, however, revealed 
that this was clearly the case in the smallest category 
only (consolidated sales FIM 50 million or less). In this 
respect, the product strategies of medium-sized and large 
FFFs were very similar to those of NFFs.
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In the theoretical frame the order of different product- 
level introductions to international markets was 
hypothesized to be: physical products, services, systems, 
and finally know-how. Table 4-38 illustrates the 
utilization order. The first row shows for each product 
type how many companies used it as first, the second row 
shows how many companies used the product type as second, 
and so on. The figures in the table are actually 
calculated averages of two different numbers obtained by 
two separate methods of computation. The first method 
acknowledged only those cases in which the product type 
absolutely belonged to a specific category, meaning that 
no other product types were introduced in the same year. 
The second method was one in which the same-introduction- 
year-cases were handled so that the product type 
hypothesized as the earlier one in the theory, was 
considered to have been introduced before the other(s) 
one. In reality, the two methods produced results rather 
similar to one another. Nevertheless, the table offers 
only one way, but a rather justifiable one, of analyzing 
the introduction order problem.

Table 4-38. Utilization order of product types
Physical llypothes i-

Order
products 
FFF N FF

Services 
FFF HFF

Systems 
FFF NFF

Know
FFF

-how
NFF

Tota 1 
FFF NFF

zed
FFF

order
NFF

1st 167 2 76 3 3 0 5 0 2 170 286 98.21 96.7%

2nd 3 4 16 4 7 10 2 5 f> 25 35 101 4 6.3% 46.3%

3rd 0 2 4 6 6 14 9 23 19 45 3 0.6% 31.0%

4 th 0 0 1 2 1 3 3 r> 5 11 66.7% 57.0%

Total 170 2 Я 2 24 58 17 47 18 56 229 44 3

llypot. 
order 9 Я . r> пп . о Г, Л . 9 Л7 . 3 14.4 7 9.0 1 r,. 7 1 0 . R (ail in percentages)

The "Hypothesized order" row and column show the 
percentages of companies that followed the hypothesized 
pattern of product type introduction order. (The 
percentages are accurate figures obtained by using the 
exact averages of the two different numbers derived with 
different criteria. They are not calculated by using the 
integers shown in the table. This explains why the
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percentages do not seem to correspond exactly with the 
numbers in the table). The percentages were calculated 
row-wise and column-wise. Thus, for example, of the FFFs 
that sold services, 68.9% introduced them as the second 
product type, whereas of the FFFs that had introduced two 
or more different product types, 46.3% introduced 
services as the second one. It is guite impossible to 
tell which percentages, column or row, better depict the 
degree of adherence of the companies to the theory. Both 
ways, however, show a slightly higher tendency for FFFs 
to behave in the hypothesized manner in this respect. The 
two sets of percentages were put together by means of 
calculating the averages of each column percentage and 
the corresponding row percentage. This resulted in Table 
4-39.

Table 4-39. Derived indicators of adherence to the 
hypothesized product introduction order
Product type or order FFF NFF
Physical products / 1st 98.4% 97.4%Services / 2nd 57.6% 64.3%Systems / 3rd 32.5% 30.0%Know-how / 4th 41.7% 33.9%
MEAN 57.6% 56.4%
Weighted average 85.1% 79.6%

The numbers in the table do not actually mean anything 
rationally explainable. They should be understood only as 
indexes of how closely the product strategies of two 
types of companies follow what has been hypothesized. The 
weighted averages (calculated by using the sums of column 
and row observations as weights) suggest that FFFs are 
more likely to introduce their product types in the 
hypothesized order than NFFs.

Recognizing the shortcoming of the above table, and the 
fact that the data in the table provide only partial 
information on the whole process, an additional analysis 
was done. For this, the companies were divided into four 
groups according to how many different product types they
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were selling, or had sold in international markets. Then, 
for each group separately, the number of companies that 
had proceeded in their product introductions as 
hypothesized, was calculated. Table 4-40 provides this 
information in percentages. Thus, the first row shows the 
share of one-product-type-companies that sold physical 
products, and the second row the share of two-product— 
type-companies that first introduced goods and then 
services, and so on. The first two columns include data 
based on the strict criteria (no simultaneous 
introductions, i.e. during the same year) and the two 
following columns include also companies that had 
introduced two or more product types in the same year 
(tolerant criteria). The next two columns show averages 
of the shares derived using the strict and tolerant 
criteria. The weighted averages in the bottom of the 
table are calculated by using the number of companies in 
a specific group as a weight.

Table 4-40. The shares of companies that proceeded in 
their product introductions as hypothesized
No. of
product
types

Strict 
criteria 
FFF NFF

Tolerant 
criteria 
FFF NFF

Average
FFF NFF

No.
CO

FFF
of 

' s
NFF

1 100% 99% 100% 99% 100% 99% 134 1782 50% 28% 50% 43% 50% 36% 18 743 14% 6% 29% 41% 22% 24% 14 344 0% 7% 50% 60% 25% 34% 6 15
Weighted
average 84% 67% 87% 76% 86% 72% (172 301)

The table reveals that especially in the early phases of 
the process FFFs follow the theory, in this respect, more 
closely than NFFs. Nevertheless, in the later phases FFFs 
seem to behave even more "radically" than NFFs. The 
weighted averages, however, lead to the conclusion that 
family firms' product strategy evolves in a more predic
table way than that of non-family firms. To simplify, 
this in not because changes in FFFs' product strategy are 
always in the hypothesized direction, but because FFFs do 
not make these changes at all as easily as NFFs.
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To avoid the effect of the size difference of FFFs and 
NFFs, tables similar to the previous one were also 
constructed separately for companies in three distinctive 
size categories. They showed that the differences between 
FFFs and NFFs were very much alike in all size 
categories.

4.4.2 Operation mode strategy

The international operation modes available for a company 
were divided into the following four groups : non-direct 
investment marketing operations, direct investment 
marketing operations, non-direct investment production 
operations, and direct investment production operations; 
in short, NIMOS, DIMOS, NIPOS, and DIPOS. In the follo
wing, these categories will be referred to as "operation 
types". Their hypothesized utilization order was also as 
above. In addition to these four, a set of other opera
tion modes - DISOS - was discussed earlier. They were not 
discussed in the theoretical framework, and as their 
utilization was rare, they are not examined further here.

First, the utilization frequencies of the four operation 
types are shown together in Table 4-41. The percentages 
show the share of companies that were using the operation 
type in question in 1990.

Table 4-41. Utilization frequencies of the four operation types
Operation type FFF NFF
NIMOS 97.7% 99.3%
DIMOS 15.5% 41.4%
NIPOS 17.8% 23.8%
DIPOS 9.8% 21.8%

The table indicates that the preference for NIMOS was at 
a very high level, naturally, while the utilization of 
the other operation types was rather rare. As in the case
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of product types, the shares diminish in the same order 
as the operation type level goes higher, but for family 
firms the decrease of the utilization percentage is 
extremely sharp (the step from DIMOS to NIPOS makes an 
exception for FFFs). This strengthens the assumption that 
FFFs maintain a higher level of lateral rigidity, and 
that they prefer to operate in ways that entail a lower 
level of uncertainty.

Again, however, the size of the company plays an 
important role, not as drastic as in the case of product 
types, though: in the largest category (sales over 100 
million) FFFs had roughly the same, or higher utilization 
percentages in all operation types. In the two most 
advanced operation types, NIPOS and DIPOS, FFFs had 
especially high percentages as such, and compared to 
NFFs. (NIPOS: 36.4%/30.9%, DIPOS: 54.5%/38.3%). This 
suggests that the FFFs that have fully adopted the 
universal objective of growth (not always self-evident 
for FFFs) are actually less limited and conservative in 
their operation strategies than large NFFs.

Next, the number of the different operation types 
utilized by the individual sample companies in 1990 or 
before is shown in Table 4-42.

Table 4—42. The number of different operation types utilized by sample companies
Number of operation types FFF NFF

1 67% 47%2 20% 23%3 8% 20%4 5% 10%
TOTAL 100% 100%
MEAN 1.5 1.9

The table shows that two thirds of FFFs utilized one 
operation type only, whereas more than half of NFFs 
utilized at least two different operation types. In 
general, NFFs seemed to organize their foreign market
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penetration by utilizing a more varied set of different 
operation types than FFFs. A crosstabulation with 
company-size revealed, as with product types, that for 
the most part the difference was factual in the smallest 
group of companies only ? FFFs with consolidated sales 
over FIM 50 million utilized approximately as many 
operation types as NFFs. The crosstabulation also showed 
that the number of different operation types grew rather 
strongly with company turnover for both FFFs and NFFs.
For example, the average number of operation types in the 
smallest category was approximately 1.3, and in the 
largest category 2.5.

Table 4-43 illustrates the utilization order of various 
operation types. The table is constructed, and should be 
read in the same fashion as the product utilization order 
table (Table 4-38 on page 148).

Table 4-43. Utilization order of operation types
Hypotheci-

MIMOS DIMOS Niros DIPOS Total zed order
Order FFF N FF FFF N FF FFF N FF FFF N FF FFF M FF FFF NFF

1st 168 28 2 0 5 2 6 0 0 170 293 97.9% 9 6.4 t

2nd 1 6 23 86 25 36 3 13 52 141 4 4.lt 6 1 . 4 t

3rd 0 1 3 16 5 24 9 3 6 17 77 31.31 3 1 . 41

4th 0 0 2 2 2 5 3 14 7 21 50 . Ot 66.7t

Total 1 69 289 ?.n 109 34 7 1 15 63 24 6 532

Hypot. 
order 99.4 9 7.7 84.9 79.3 15.2 33.8 20.7 22.6 (all i n percentages)

Again, the column and row percentages give somewhat 
different information on the companies' adherence to the 
theory. Neither way shows any tendency for FFFs, nor for 
NFFs, to follow the hypothesized operation type 
utilization order more closely than the others. The 
column and row percentages were combined as in the 
product type analysis. Table 4-44 shows the results.
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Table 4-44. Derived indicators of adherence to the 
hypothesized operation type introduction order
Operation type or order FFF NFF
NIMOS / 1st 98.7% 97.1%DIMOS /2nd 64.5% 70.4%NIPOS / 3rd 23.3% 32.6%DIPOS / 4th 35.4% 44.7%
MEAN 55.5% 61.2%
Weighted average 80.8% 75.9%

In all but the first phase NFFs are surprisingly the ones 
that show higher indexes of adherence to the pattern. The 
weighted average, however, is higher for FFFs, which is 
due to the fact that only a small share of them introduce 
other than the first operation type, NIMOS.

Here, too, the operation type utilization order process 
was analyzed by dividing the companies into four groups 
according to how many different operation types they were 
using, or had used in foreign market penetration. Table 
4-45 shows, for each group separately, the share of 
companies that had proceeded in their operation type 
strategy exactly as hypothesized. Again, for example, the 
second row gives the share of two-operation-type- 
companies that first utilized NIMOS and then DIMOS.

Table 4-45. The shares of companies that proceeded in their operation type strategy as hypothesized
No. of 
operation 

types
Strict 

criteria 
FFF NFF

Tolerant 
criteria 
FFF NFF

Average
FFF NFF

No.
CO

FFF
of

's
NFF

1 99% 99% 99% 99% 99% 99% 115 1452 31% 51% 42% 55% 36% 53% 36 693 8% 23% 31% 30% 19% 27% 13 644 13% 16% 38% 32% 25% 24% 8 25
Weighted
average 74% 65% 79% 69% 77% 67%

(172 303)

The conclusion from this table is very much like in the 
case of product strategy: the low level of FFFs' activity



in the operation type dimension makes the whole pattern 
of their operation mode strategy dynamics look like what 
was hypothesized in the theory.

Also the operation type analysis was done for companies 
in three separate size categories in order to avoid the 
effect of the size difference between FFFs and NFFs. They 
showed that in the two smaller size categories, FFFs 
followed the model as closely as NFFs. Among the larger 
companies, however, NFFs were more adherent to the model. 
The size test also revealed that small companies followed 
the hypothesized order significantly more closely than 
larger companies. (This was actually due to the fact that 
small companies often utilized only one or two operation 
types.) Since a major share of FFFs were small companies, 
the aggregate figures display FFFs as behaving, more than 
NFFs, according to the hypothesized operation type 
introduction order.

4.4.3 Target market strategy

Earlier in this report, in connection with each operation 
mode (section 4.3.), the most common first markets 
targeted by the companies were reported. Also countries 
regarded as the most important markets were given. In 
general, the findings showed that a vast majority of all 
operations were first introduced to very close markets in 
terms of business distance. In addition, the most 
important markets, at the time of the study, were almost 
all in "hot" or "warm" countries. The same finding had 
been made by Gallo & Estapé (1992, p. 10), who discovered 
that FFFs have a "tendency of directing their 
internationalization towards psychologically close 
countries".

It was apparent throughout all different operation modes 
that FFFs' market selections were even more concentrated 
than NFFs', on the few most quoted initial markets or 
most important markets. This was a sign of FFFs' tendency 
to enter, for the most part, only close and convenient

155
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markets. Some NFFs seemed to enter also a few more 
"adventurous" markets ; Table 4-46 shows that in numbers. 
The figures in the table are percentages of companies 
that utilized specific export or subsidiary operations 
first in markets within a very short business distance in 
relation to Finland, i.e. countries in the "hot" cluster 
in the business distance ranking (Sweden, West Germany, 
France, The United Kingdom, Italy, The Netherlands, The 
Soviet Union, Australia, Japan, Canada, and The United 
States). Physical product operations do not include 
contract manufacturing operations, since the market 
selection related to them is not done on the same grounds 
as with other export operations. Furthermore, DISOS- 
subsidiaries are not included, the reasoning being the 
same.

Table 4-46. The share of companies that started specific operations in ''hot" countries
Started in Total no of

Operation type
hot
FFF

countries
NFF

operations 
FFF NFF

Physical products 84% 82% 300 540
Service operations 83% 66% 53 175
Systems operations 77% 70% 34 93
Know-how operations 71% 56% 31 85
EXPORT OPERATIONS 83% 75% 418 893
DIMOS-subsidiaries 92% 79% 49 187
DIPOS-subsidiaries 78% 76% 27 86
SUBSIDIARY OPERAT. 87% 78% 76 273
ALL OPERATIONS 83% 76% 494 1166

The percentages make an indisputable point: regarding 
each export and subsidiary operation category, the share 
of FFFs that had started their operations in hot 
countries was higher than that of NFFs7.

The questionnaire was formulated for analyses on the 
product type and operation mode dimensions. For this
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reason, the data collected are not applicable to an 
analysis on the penetration order of different markets, 
nor are they complete enough for listings on all the 
target countries, or continents, where the companies 
operated. The concluding remark on target markets is that 
family firms were rather restricted, more than non-family 
firms, to only few countries in their foreign operations.

4.4.4 The internationalization process

Routes of—internationalization: The internationalization 
process model by Luostarinen, presented in the 
theoretical framework, consists of four stages. The stage 
a company is in was originally defined by the number of 
major alterations it had made in its product or operation 
mode strategy. The stage definitions adopted here are the 
ones introduced in section 2.2.5.4. The proposed product 
and operation strategies for each stage are:

Starting stage: physical products through NIMOS
Development stage: services and/or DIMOS
Growth stage: systems and/or NIPOS
Mature stage: know-how and/or DIPOS

A company's stage is defined by the highest level product 
type or operation type it employs. Thus, for example a 
company marketing systems through NIMOS is considered to 
be in stage three (a system is a third level product 
type). Using these definitions allowed the 
internationalization development of 172 family firms and 
303 non-family firms to be examined. The idea was to 
study what types of product/operation combinations the 
companies introduced, and in what order. The number of 
various product and operation mode chains is so large 
that only the mainstream chain is given attention.

Figure 4—2 shows the simplified portrayal of how the 
companies proceeded in their process of 
internationalization. Under each heading the first row 
indicates the number of companies that employed that
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product/operation level in the specific part of the 
internationalization process. The number on the left 
refers to family firms, and the number on the right to 
non-family firms. The second row under each heading 
expresses the same in percentages. The figures in the 
parentheses are based on the companies that were not 
under the "nothing" heading, i.e. companies that had 
actually proceeded to the stage in question.

Figure 4-2. Stagewise international development of the sample companies (FFF /NFF)
ONLY DOMESTIC 
OPERATIONS

GOODS& 
NIMOS
167/285 

97.1% /94.1%

STARTING STAGE

I-----
SERVICES 
or DIMOS 

3/9
1.7% /3.0%

SYSTEMS 
or NIPOS 

2/7
1.2% /2.3%

KNOW-HOW 
or DIPOS 

0/2
0.0% /0.7%

D E

SERVICES 
ОГ DIMOS
40/123

24.0% /43.2% 
(65.6%/ 73.2%)

VELOPMENT STAGE

I--------
SYSTEMS 
ОГ NIPOS 
15/26

9.0% /9.1%
(24.6%/15.5%)

KNOW-HOW 
or DIPOS 

6/9
3.6% /6.7%
(9.8%/ll.3%)

1
NOTHING
106/117 

63.5%/41.1%

GROWTH STAGE

SYSTEMS 
ОГ NIPOS
11/39

27.5% /31.7% 
(52.4%/ 48.8%)

1
KNOW-HOW 
ОГ DIPOS 

10/41
25.0% /33.3% 
(47.6%/ 51.2%)

Г
NOTHING
19/43

47.5% /35.0%

MATURE STAGE

KNOW-HOW 
or DIPOS

6/20
54.5% /51.3%

1
NOTHING

5/1945.5% /48.7%
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The left-hand part of the figure, which is printed in 
bold, represents the hypothesized route of 
internationalization. As one can see, practically all 
FFFs started their foreign operations as expected. NFFs 
were almost as adherent as FFFs. From the GOODS&NIMOS- 
posture 61 FFFs (37%), and 168 NFFs (59%) proceeded 
forward. Of those, 40 FFFs (66%), and 123 NFFs (73%) did 
this as hypothesized. In other words, FFFs were 
significantly less willing to proceed forward from the 
starting stage than NFFs, but the ones that did proceed, 
did it, mainly, as hypothesized in the theory. However, 
in this phase of the process, FFFs did not follow the 
expected route as closely as NFFs.

From the SERVICESorDIMOS-posture (within the hypothesized 
internationalization route) 53% of FFFs, and 65% of NFFs 
proceeded forward. However, here FFFs and NFFs followed 
the model approximately as closely, i.e. roughly half of 
all companies went on to the SYSTEMorNIPOS-posture. From 
that posture, again roughly half of the companies 
proceeded to the next (and the only alternative), KNOW- 
HOWorDIPOS.

Consequently, the number of companies that followed the 
hypothesized model was 335. 136 of them were FFFs, and 
199 were NFFs. The numbers are obtained from the figure 
by summing up the number of mainstream firms that stopped 
to the starting stage (106/117), to the development stage 
(19/43), or to the growth stage (5/19), as well as the 
number of companies that proceeded to the mature stage as 
expected (6/20). This means that 79% of FFFs 
internationalized as hypothesized, whereas only 66% of 
NFFs did that.

The brief conclusion from the whole figure is that FFFs 
were not as active in progressing in the internationali
zation process as NFFs. However, the FFFs that did move 
further in the process, acted very much the same way as 
NFFs. These points together result in the inference that 
FFFs, on the aggregate level, follow the hypothesized
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model of internationalization closer than NFFs.

Stages and degree of internationalization; The previous 
figure does not contain all information needed for the 
determination of the stage of internationalization of all 
sample firms. For this, the actions of companies that 
deviated from the mainstream had to be examined first.
The results of this examination are found in Table 4-47.

Table 4-47. The stages of internationalization
Number of Percentage of

finns in stage firms in stage
Stage FFF NFF FFF NFF
Starting 106 117 62% 39%
Development 19 46 11% 15%
Growth 19 43 11% 14%
Mature 28 97 16% 32%
TOTAL 172 303 100% 100%

The difference: between family firms and non-family firms
is obvious: a majority of FFFs remain in the starting
stage, whereas a majority of NFFs move on to further 
stages, or leap-frog directly to more developed stages. 
This is an indisputable indication of a higher level of 
lateral rigidity towards internationalization by FFFs 
compared to NFFs.

The degree of internationalization can be depicted by 
utilizing stages, but it can also be expressed with 
relative quantitative measures (see section 2.2.5.4). 
Here two of them are examined, namely the share of 
foreign sales out of total sales (IDS), and the share of 
employees abroad out of total number of employees 
(IDPersonnel). The findings on the averages of these 
ratios in three size categories are in Table 4-48.



Table 4-48. Average international degrees of sales and 
personnel subject to family control and company size
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Consolidated 
sales (FIM)

IDS-
FFF

•ratio
NFF

IDPersonnel 
FFF NFF

0-50 million 0.255 0.344 0.006 0.029
51 - 100 million 0.249 0.421 0.036 0.122
over 100 million 0.355 0.550 0.124 0.179
ALL 0.261 0.434 0.016 0.099
n= 128 204 129 209

Using the IDS- and the IDPersonnel-ratios as measures of 
internationalization makes an undeniable point: FFFs are 
notably less internationalized than NFFs. This is true in 
all size categories - not only on the aggregate level - 
which indicates that the contrast does not result from 
the size difference alone.

There were also some highly internationalized companies 
in the sample. However, only a few of them were FFFs: 
only 17% of FFFs received more than half of their sales 
revenues from abroad, compared to the 43% of NFFs. On the 
other hand, only 5% of FFFs had and IDPersonnel-ratio 
higher than 0.1, while as much as 20% of NFFs were above 
that level. The data showed that high levels of 
internationalization were rather strongly related to 
large company size; half of the highly internationalized 
FFFs were large companies (consolidated sales over 100 
million) while the share of large FFFs of the total of 
FFFs was less than one tenth. The same was true with 
NFFs: 60% of highly internationalized NFFs were large, 
while the share of large NFFs of all NFFs was only 38%.

Pace of internationalization: The difference in the 
stages and degree of internationalization between FFFs 
and NFFs results from a higher level of lateral rigidity, 
resource problems and other obstacles. These factors can 
show in the internationalization process basically in two 
things : FFFs either take more time before they start 
their foreign operations, or they remain in one stage for
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a longer time than NFFs. In order to examine that Table 
4-49 was constructed. It shows, for companies in 
distinctive stages, the averages on how long it took for 
them to begin international operations (=LAG I), how long 
a time elapsed between the first foreign operation and 
the realization of the current stage of 
internationalization (=LAG II), and how long they have 
been in the current stage (=LAG III). Only companies that 
were established after World War II are included.

Table 4-49. Pace of internationalization
Company's 
Stage of int.

LAG
FFF

I
NFF

LAG
FFF

II
NFF

LAG
FFF

III
NFF

Starting 10.8 6.9 (0.0) (0.0) 11.8 10.1
Development 8.4 3.3 5.8 4.6 10.2 8.6
Growth 4.8 6.5 6.5 5.9 3.0 7.3
Mature 9.4 7.5 11.5 9.4 3.9 5.9
ALL 9.8 6.6 8.4 7.4 9.7 7.2

The table indicates that FFFs indeed do take more time 
before they begin foreign operations, and that they 
remain in one stage for a longer time than NFFs. The 
difference between FFFs and NFFs in LAG I is 3.2 years, 
and in LAG II 1.0 years. This supports the following 
inference on the dynamics of the internationalization 
process: LAG I, the domestic period before initial 
internationalization, is the one that differentiates FFFs 
from NFFs more than LAG II, the progression from the 
first foreign operation on to further stages. The main 
reason for the difference in LAG I value between FFFs and 
NFFs comes from the larger share of non-family firms that 
initiated the process very quickly: 60% of NFFs started 
their first foreign operation within five years from 
establishment, while only 40% of FFFs did that.

Another conclusion from the above table, especially from 
LAG III, is that most FFFs in the starting or development 
stages are inclined to stay in those stages, whereas FFFs 
in the growth stage are more likely to move on to the
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mature stage. The low LAG III value for FFFs in the 
growth stage also implies that once FFFs have reached the 
later stages they are fast movers, even faster than NFFs. 
To put it another way, once, if at all, lateral rigidity 
and its causes have been overcome the flexibility and 
quick decision making of FFFs start to work in favor fast 
continuation of the internationalization process.

4.5 Inward-coming operations

An often disregarded facet of company
internationalization is the issue of inward operations. 
Their role in facilitating and educating for exports is, 
however, important. In general, for every outward 
operation there is a corresponding inward operation. Now 
the utilization of the mirror images of the previously 
discussed operation modes will be analyzed.

4.5.1 Import of physical products

Gallo & Estapé (1992, pp. 8-9) examined the exports-to- 
imports ratio of FFFs and NFFs. This ratio - which tends 
to increase with vertical integration, foreign sales 
activity, and use of local production factors - was found 
to be smaller for FFFs than NFFs. This means that for a 
given amount of exports, FFFs import more than NFFs.
Gallo & Estapé's conclusion was that NFFs make greater 
use of local production factors for their export product 
manufacturing, whereas FFFs rely more on imported 
machinery and raw materials. The FIBO-questionnaire did 
not include information on the value of imports and 
therefore, a similar comparison is impossible. In the 
questionnaire, the import operations of physical products 
were divided into three distinctive categories according 
to the usage of the imported product. The categories 
were: 1) machinery and spare parts used in manufacturing 
(M&S), 2) raw materials and components used in production 
(R&C), and 3) products to be resold.

The import of goods was very common among sample



164
companies, as Table 4-50 shows. The high percentages in 
the table imply that in many cases it is a prerequisite 
for the manufacturing of export products that a company 
first imports either machinery or raw materials.

Table 4-50. The reported use of physical product import operations
Used Used av. no. ofImport in 1990 before countriesproduct FFF NFF FFF NFF FFF NFF

machinery & 
spare parts

44% 52% 9% 4% 3.0 4.7

raw materials 
& components

66% 73% 3% 1% U
l о 6.1

products to 
be resold

37% 38% 3% 2% vj 4.1

any 1 or more 
type of prod.

76% 81% 12% 6%

Family firms were not much behind non-family firms in 
physical product import activity. If the percentages in 
the first and second column are put together, both types 
of companies appear equally active. This is most likely 
due to the lower level of uncertainty and lateral 
rigidity related to importing than exporting; assuming 
the buyer#s role is much easier than the seller's in 
international markets. As a matter of fact, in the case 
of products to be resold FFFs were as active importers as 
NFFs, and they actually purchased those products from a 
wider range of sourcing countries. The size test done 
here revealed that an increase in consolidated turnover 
did not raise the propensity to import, it only increased 
the number of sourcing countries equally for both FFFs 
and NFFs.

The five most quoted initial countries from where 
imported products came, are listed in Table 4-51.
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Table 4-51. Five most quoted initial countries from which 
different physical product imports came

Machinery & Raw materials Products 
spare parts & components to be resoldCountry FFF NFF FFF NFF FFF NFF

West Germany 49% 59% 27% 42% 22% 22%Sweden 10% 14% 23% 16% 18% 15%United Kingdom 4% 5% 14% 8% 7% 9%Italy 11% 3% 8% 6%U.S.A. 4% 5% 9% 7%Soviet Union 5% 4%Denmark 7%Norway 7%
ALL FIVE 78% 86% 77% 79% 60% 60%

West Germany was a clear number one and Sweden the second 
in all product categories for both FFFs and NFFs. The 
cumulative percentages after five most quoted countries 
imply that the range of initial sourcing countries was 
roughly as wide for FFFs as for NFFs. The low cumulative 
percentage in "products to be resold" indicates that the 
initial origin of those imports was rather varied. Table 
4-52 shows the five countries considered most important 
in 1990 as sources of physical product imports. In short, 
the figures in the table indicate that FFFs and NFFs 
behave rather similarly as importers, and that West 
Germany is the most important source of imports in all 
physical product categories.

Table 4-52. Five most important sourcing countries and 
their importance indicators for physical product imports

Country
M

FFF
& S 
NFF

R
FFF

& C 
NFF

Products 
FFF NFF

ALL THREE 
FFF NFF

W Germany 34% 36% 24% 23% 19% 15% 26% 25%U.K. 10% 16% 9% 10% 10% 11% 10%Sweden 5% 17% 11% 14% 14% 14% 10% 15%Italy 16% 9% 9% 6% 6% 10% 5%France 8% 4% 4% 5%Japan 9%
Switzerland 5%
U.S.A. 5% 6% 7% 6%
Cumulât.-% 69% 77% 68% 56% 53% 52% 62% 61%

Importing physical products was by no means new to the 
companies. A few of them had started these operations as
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early as in the 19th century, one NFF already in 1750.
The imports of all three product categories by both types 
of companies started rather extensively after World War 
II. A second clear expansion, which is still going on, 
started in the mid 70's. FFFs and NFFs acted quite 
similarly in this respect.

Concluding on the physical product importing, an 
examination is done on the time period it took for 
companies from their establishment to begin importing. 
Table 4-53 shows the findings. Including companies in the 
table was restricted according to the same criteria and 
reasoning as in similar tables for other operations (i.e. 
companies established in 1945 or later were included).

Table 4-53. Time period from establishment to getting 
involved with a given physical product import operation

Time
years

M
FFF

& S
NFF

R
FFF

& C
NFF

products 
FFF NFF

first imp. 
operation 
FFF NFF

0-5 50% 79% 49% 72% 33% 46% 52% 78%
6 -15 31% 13% 29% 22% 41% 28% 29% 17%
16-30 15% 3% 13% 6% 12% 20% 13% 5%
31-50 4% 5% 8% 1% 14% 7% 7% 1%

100% 100% 100% 100% 100% 100% 100% 100%
MEAN 8.2 4.2 9.2 4.5 12.3 10.6 8.7 3.9

The numbers in the table show that the sample companies 
were rather quick in beginning these import operations, 
though FFFs were somewhat slower starters. This finding 
is actually the only one that really consistently 
suggests that FFFs have a slower and more restricted 
approach to physical product importing. Otherwise the 
results have demonstrated, surprisingly enough, that FFFs 
are in many respects almost as active physical product 
importers as NFFs. Taking into consideration that FFFs 
were clearly less active exporters than NFFs, the 
findings are roughly in line with the presumption made in 
the beginning of this section: for a given amount of
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exports FFFs import more than NFFs.

4.5.2 Import of services

The similarity of FFFs and NFFs in importing operations 
was restricted to physical product imports. The analysis 
on the utilization of imported services shows that only 
few FFFs had made use of foreign service suppliers. The 
results are presented in Table 4-54. The percentages 
indicate the share of companies that were engaged in 
specific service import operations in 1990 or before.

Table 4-54. Share of companies importing services
Service operation FFF NFF ALL
Planning & supervising 3% 9% 7%
Installation & testing 5% 15% 12%
Training & development 1% 7% 6%
Servicing & maintenance 2% 7% 5%
Other 1% 1% 1%
Any one or more 
service operation

9% 21% 16%

Any two or more 2% 9% 7%service operations

In all service categories NFFs had a larger share of 
active companies than FFFs. In addition, the lower part 
of the table shows that the diversity of services bought 
by one company is much lower for FFFs than NFFs. The size 
test indicated that the consolidated sales of the company 
is a very important determinant of whether the company 
imports services or not. However, it also showed that in 
any given size category a lower percentage of FFFs were, 
or had been, service importers. This is somewhat 
surprising, since often service imports are closely 
connected to the physical product imports discussed above 
(machinery & spare parts especially). Thus, the 
conclusion is made that when FFFs buy foreign hardware, 
they still rely on domestic, or even more probably, own



168
software. NFFs, on the other hand, are more likely to buy 
attached services with the imported production machinery.

Most FFFs that imported services reported having bought 
them from one country only. The variety in the number of 
sourcing countries for NFFs was higher. The average 
number of import countries for the four services were the 
following (FFF/NFF): planning & supervising: 1.0/2.4, 
installation & testing: 2.0/3.2, training & development: 
1.0/3.6, servicing & maintenance: 2.5/3.3. The initial 
countries from which FFFs bought the services were all 
European. The record for NFFs was very similar, except 
for a few companies that had started service imports from 
the U.S.A. The only countries that had received special 
attention were West Germany and Sweden. At the time of 
the study both FFFs and NFFs considered West Germany the 
most important source of imported services. Its 
importance indicator was as high as 43% for FFFs, whereas 
for NFFs it was only 23%. Other important countries for 
FFFs were Italy and France, and for NFFs Sweden and The 
United Kingdom.

Although the volume and intensity of service imports was 
low, they were not a new phenomenon. The first FFFs 
started to import services in the 40,s, and the first 
NFFs already at the beginning of this century. On the 
average, FFFs started all service import operations later 
than NFFs.

4.5.3 Import of systems and
licensing and know-how agreements

The data collected in the questionnaires show that no 
family firm had imported systems, neither in the form of 
franchising, nor in the form of project importing. NFFs 
had been very restricted in this respect as well; one of 
them was a franchisee for an international franchisor, 
and another intended to become one in 1991. Two NFFs had 
been involved in project importing before 1990, and one 
was going to be in 1991.
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Inward licensing, i.e. buying a production license from 
foreign companies, did not attract the sample companies 
much more than system imports did. Only six (3%) of FFFs 
were licensees at the time of the study, and another 
three (2%) had been before. Among NFFs inward licensing 
was much more common. Eight percent of them were 
licensees in 1990, and also as much as eight percent had 
been before. The size test indicated a clear correlation 
between consolidated turnover and the propensity to act 
as a licensee, but it also showed that within each size 
category NFFs were notably more active licensees.

Roughly one half of both FFF and NFF licensees had 
licensors in only one country. The maximum was three for 
FFFs, whereas two NFFs had principals in as many as ten 
countries. The countries where the first licensors of the 
sample companies were located in were chiefly in Europe; 
78% for FFFs, and 69% for NFFs. Sweden was the most 
common in the case of FFFs and The U.S.A. among NFFs. A 
clear expansion in the utilization of inward licensing 
occurred in the 50#s. Most FFFs, however, signed their 
first agreements in or after the 60's, somewhat behind 
the mainstream.

The import of know-how was practically non-existent among 
family firms. Only two of them imported technical know
how (both from two different countries), and one imported 
marketing know-how. The situation was almost the same for 
NFFs, except for the fact that they were slightly more 
active in technical know-how importing; five percent of 
them currently, and three percent had been before.

The impression from the analysis of imports of systems 
and know-how is apparent: not FFFs nor NFFs have felt any 
specific need for international know-how. This is of 
course a normal fashion in developed countries, but one 
that will probably change as international trade develops 
further. The need for these imports was even weaker for 
FFFs than NFFs. This implies the willingness of FFFs to 
manage as far as possible with their own resources.
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4.5.4 Jointly owned subsidiaries located in Finland

The data show that subsidiaries located in Finland and 
owned jointly by Finnish and foreign companies were very 
rare. As a matter of fact, only one family firm was 
engaged in this type of arrangement. It had two jointly 
owned subsidiaries with a Swedish partner; a sales unit 
and a manufacturing unit. In addition to this, four NFFs 
had jointly owned units in Finland; one sales unit and 
three manufacturing units.

4.6 International cooperative operations

The overall characterization of family firms in the 
earlier parts of this study, and the research results 
obtained up to this point have painted a picture of an 
overwhelmingly independent organization. In other words, 
family firms' attitudes towards alliances are rather 
negative (see e.g. Kauhanen, 1993, p. 17). The prevailing 
trend in international (and domestic) business, however, 
is towards more and more cooperation between companies in 
various industries and in different parts of the value 
chains of companies. Strategic alliances, or network 
development has become an important part of managing the 
firm in the long run. This is what international 
cooperative operations, or GOFOS, are about. The reason 
for a firm to engage itself in these operations is 
basically to achieve some resource advantage, or to 
prevent another firm from getting one. These motives may 
also become disadvantages, since the firm may actually 
loose more than gain, or "tie its hands tighter" to a 
cooperation deal than its competition.

International cooperative operations may take many forms. 
The questionnaire distinguished between eleven different 
arrangements. What is common to all of them is that they 
do not entail a buyer-seller relationship as in all other 
operations discussed previously. All cooperative 
agreements between companies are related to either 
technological, commercial, or managerial issues. The



Cooperation modes and their utilization among FFFs and 
NFFs is shown in Table 4-55.
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Table 4-55. The utilization of international cooperative operations
will use

Cooperative
operation

used in 
FFF

1990
NFF

in
FFF

1991
NFF

Exchange & development 
of products and components

10% 17% 4% 3%

Shared production or 
production specialization

5% 11% 5% 3%

Cooperative sales & 
marketing

17% 23% 7% 5%

Exchange & development of 
technological know-how

6% 13% 2% 2%

Exchange & development of 
marketing know-how

1% 5% 1% 2%

Exchange & development of 
managerial know-how

1% 2% 1% 0%

Joint purchasing 1% 3% 1% 1%
Joint transporting 3% 2% 0% 0%
Joint servicing 1% 3% 1% 1%
Joint contracting, bidding, 
or project cooperation

1% 4% 1% 1%

Joint risk sharing and/or 
joint guarantees

0% 1% 0% 1%

Any one or more 
cooperative operation 28% 42% 11% 10%
Any two or more 
cooperative operations 11% 21% 4% 5%

The table shows that FFFs, in fact, are much less active
in international cooperative operations. The share of 
active FFFs was clearly lower than the share of active
NFFs in 10 out of 11 operation modes. However, the two 
right-most columns show that in eight cooperative 
operations FFFs showed greater interest than NFFs in 
utilizing them in the future. FFFs seem to lag behind 
NFFs in this rather new trend of international alliance
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development. This finding of FFF tendency not to utilize 
these operations as much as NFFs was also tested for the 
effect of company size. Table 4-56 shows the percentages 
of companies in certain size categories that were engaged 
in one or more international cooperative operations in 
1990. It also gives the percentages of companies that 
used these operations in 1990, or were going to use them 
in 1991.

Table 4-56. The propensity to utilize international 
cooperative operations explained by company size and 
family control

Consolidated 
turnover (FIM)

Used 
COFOS in 
FFF

1990
NFF

Used in 1990 
or will use 

in 1991
FFF NFF

0 - 50 million 25% 30% 30% 38%
51 - 100 million 27% 33% 27% 40%
over 100 million 46% 54% 68% 60%
ALL 28% 42% 35% 49%

The percentages in the table are a clear indication that 
FFFs, regardless of size, are less attracted to 
international strategic alliances than NFFs. However, 
interestingly enough, a great number of large FFFs seem 
to be very interested in forming these alliances in the 
near future.

The four first cooperative operation modes in Table 4-55 
were the most utilized ones. In the following they will 
be examined in more detail. The other ones will be left 
out of discussion, since they were mostly utilized by one 
or two family firms only.

Exchange & development of products and components: In
1990, ten percent of FFFs had this type of cooperation 
with foreign companies and four percent were going to 
initiate in 1991. The corresponding figures for NFFs were 
17% and 3%. A majority of both types of companies had 
partners in one country only (73% of FFFs and 69% of
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NFFs), the maximums being three for FFFs and 20 for NFFs. 
Exchange of products was rather new to FFFs. 90% of these 
operations had been started in or after 1980, whereas 
only 73% of NFFs had started them in the 80's or later. 
Among FFFs established after the Second World War, it 
took 19.2 years on the average to begin this type of 
cooperation. For NFFs the average was only 14.8 years.

The three most frequently quoted countries from where the 
first partners of FFFs came were the Soviet Union,
Sweden, and the United Kingdom. These countries' shares 
of total quotations were 29%, 21%, and 14%, respectively. 
NFFs chose their first partners mainly from Sweden, West 
Germany, and the U.S.A., but quite frequently also from 
other countries. The most quoted initial partner 
countries were also regarded as the most important ones 
(in the same order) in 1990, by both FFFs and NFFs.

Shared production or production specialization: Shared 
production arrangements were upheld by 5% of FFFs and by 
11% of NFFs. In addition, as much as 5% of FFFs reported 
their intention of begin such operations in 1991. These 
operations were, however, not very widely used by FFFs; 
only 7% of active FFFs had partners of more than one 
nationality, whereas half of NFFs had partners in more 
than one country. The three most quoted initial countries 
from which the partners of FFFs came were Sweden, the 
Soviet Union, and the U.S.A. covering 53% of all answers. 
In 1990, also the most important partners of FFFs were 
from those countries. NFFs' most important partners were 
mostly Swedish and West German.

The FFFs that had shared production operations had begun 
to utilize them rather recently, 78% in 1987 or later.
On the other hand, many NFFs, 23% to be exact, had 
started already in the 70's or earlier. The average time 
it took for FFFs from their establishment to begin shared 
production operations was 26.6 years, and for NFFs 14.9 
years.



174
Cooperative sales and marketing: Cooperative sales and 
marketing arrangements were the most common type of COFOS 
utilized by both FFFs and NFFs. Almost one fifth of FFFs 
and one fourth of NFFs had foreign sales and marketing 
partners. In addition, this was the operation mode that 
received most interest as a future method of 
international cooperation. The popularity of marketing 
cooperation is best explained by the fact that it is seen 
as a remedy to one of the biggest problems in export 
operations - setting up an extensive and motivated 
distribution network.

A majority, i.e. 62% of FFFs had partners in one country 
only, and only 8% in more than four countries. The 
respective figures for NFFs were 38% and 24%. The average 
number of partner countries was 2.0 for FFFs, and 3.7 for 
NFFs. These averages were clearly higher than the 
averages of the other cooperation modes which all were 
very close to one (1.0). By far the most quoted initial 
"target" country was Sweden for both types of companies, 
covering 42% of FFF answers and 36% of NFF answers. The 
others, which were almost all European, had clearly 
smaller shares. In 1990, almost all important partners of 
both FFFs and NFFs were either Swedish, West-German, or 
British.

The utilization of cooperative sales and marketing 
started in the 50's, but only in the 70's did family 
firms become active. However, as much as 84% of FFFs, and 
78% of NFFs started these operations only in the 80's or 
later. The average time between establishment of the 
company and the initiation of marketing cooperation was 
16.7 years for FFFs, and 12.3 years for NFFs.

Exchange & development of technological know-how: This
cooperation mode was utilized by 6% of FFFs and 13% of 
NFFs. 90% of FFFs had partners in one or two countries 
only, whereas 22% of NFFs had partners in even more 
countries. The average number of countries was 1.5 for 
FFFs and 2.0 for NFFs. The most quoted countries from
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where the initial partners of FFFs came were Sweden, West 
Germany, and the United Kingdom, all equally popular. 
Together they had 64% of all answers. The top-three 
countries for NFFs were the U.S.A., the United Kingdom, 
and the Netherlands, accounting for 53% of all answers.
In 1990, FFFs regarded West German companies as the most 
important partners.

This cooperation mode was also rather new to FFFs. 91% of 
active companies had started operations in the 80's or 
later, whereas 20% of NFFs had started in the 70's or 
earlier. The average period from establishment to the 
start-up of these operations was 15.4 years for FFFs, and 
9.9 years for NFFs.

The conclusion on international cooperative operations is 
that family firms were, as hypothesized, more rigid in 
utilizing alliance arrangements with foreign partners.
Not only did a smaller share of FFFs use them, but they 
also got involved more slowly, and with fewer countries.

4.7 Order of inward-coming, outward-going, and international 
cooperative operations

Earlier in this paper a remark was made that the most 
common utilization (or introduction) order of the three 
main groups of international operations is the following: 
first, inward-coming; second, outward-going and third, 
international cooperative operations. Now the intention 
is to shortly examine the order in which the sample 
companies started to use these foreign operations, and 
whether the two groups of companies differentiated from 
each other in this respect. The various utilization order 
patterns are illustrated in Figure 4-3.



Figure 4-3. Utilization order patterns of inward, 
outward, and international cooperative operations
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The figure demonstrates that1 roughly 60% of all companies 
actually got first involved with foreign operations 
through INFOS, and that virtually none of the them 
started with GOFOS. The differences in the process 
between FFFs and NFFs were few: the share of companies 
following the assumed introduction order - printed in 
bold in the figure - was 56.9% (99/174) for FFFs and 
54.7% (168/307) for NFFs. In fact, the only considerable 
difference between FFFs and NFFs was found in the share 
of companies active with GOFOS. Only 33% of FFFs were 
involved in cooperative agreements, whereas the figure 
for NFFs was 44%.

In order to find out whether the utilization order had 
any effect on the company's performance some 
crosstabulations were done. The results in a nut-shell 
are found in Table 4-57. It divides both FFFs and NFFs 
into two groups according to whether they followed the 
hypothesized order or not. The percentages signify the 
share of companies that reported the effect of inter
national operations on the firm's total profitability to 
be somewhat or very positive (on a five point scale).
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Table 4-57. The effects of foreign operation utilization 
order and family control on the profitability-impact of 
internationalization
Foreign operation
utilization order FFF NFF ALL
As hypothesized 69.7% 70.9% 70.5%
Some other order 64.0% 74.1% 70.6%
ALL 67.3% 72.3% 70.5%

The table should be read column-wise. The right-most 
column shows that on the aggregate level the utilization 
order does not seem to affect the profitability-impact of 
international operations. However, the FFF-column 
suggests that family firms that proceed as hypothesized 
find the effects of internationalization on profitability 
to be more positive than the ones that follow some other 
path. Surprisingly, in the case of non-family firms the 
reverse is true: following the hypothesized path seems to 
produce worse results than the alternative paths.

One should be careful in making conclusions based on this 
finding since the differences are not big and the 
deduction is grounded on subjective opinions about the 
profitability-impact of internationalization. Being aware 
of that, however, a rough inference can be made: taking 
the safe and educational, i.e the hypothesized path of 
internationalization, starting from INFOS, seems to suit 
family firms better than the other alternatives, whereas 
non-family firms can perform well even if they begin 
right away with OUTFOS. This is most likely due to the 
fact that non-family firms can and do acquire experienced 
professional managers and knowledge on international 
operations from outside the company. This allows them to 
begin internationalization successfully with OUTFOS since 
they have some of the knowledge required. Family firms, 
on the other hand, do not exploit the possibility of 
"hiring experience", and for this reason they have to 
begin with INFOS in order to acquire the knowledge 
required for successful OUTFOS.
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4.8 Impact of internationalization on business

The internationalization of a company is bound to affect 
its business in some way. The effects can be direct, such 
as increased sales. However, the impact may also be of 
indirect nature, for example an increased exposure to, 
and learning of international marketing know-how which is 
then exploited also on the home market. It is clear that 
in general, highly internationalized companies are more 
affected by foreign operations than companies with 
marginal operations abroad. Nevertheless, on the micro
level even a company with only limited export operations 
may be influenced by internationalization - mostly 
through the indirect impulses it is exposed to in foreign 
markets and operations.

The last part of the FIBO-guestionnaire inquired the 
companies' opinions about how international operations 
had affected various aspects of their businesses. These 
considerations were related to the most commonly 
encountered company objectives, i.e. growth, 
profitability, and continuity. Now these questions and 
differences between family firms and non-family firms are 
analyzed.

4.8.1 Impact on growth of business and scope

In section 3.2.1 it was stated that family firms do not 
necessarily regard company growth as important a goal as 
non-family firms do. This assertion was supported by the 
fact that FFFs put less importance than NFFs on home 
market smallness as a motive for internationalization.
The findings on the impact of internationalization on 
company growth and the lengthening of production series 
(very much related to growth), found in Figure 4-4, are 
in line with the above.
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Figure 4-4. Impact of international operations on company 
growth and lengthening of production series
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As much as 89.2% of NFFs considered the effect of 
internationalization on growth to be positive, whereas 
the figure for FFFs was 79.9%. Thus, it can be assumed 
that since FFFs were not as hungry for growth as NFFs 
they also achieved less growth through international 
operations. The figures on the lengthening of production 
series are somewhat smaller, but the difference between 
FFFs and NFFs is in the same direction (60.3% vs. 56.5%). 
The difference of scope between the growth- and 
production series-percentages implies that even though 
additional sales have been achieved the companies have 
had to make some adaptions to the products sold in 
foreign markets.

Now, however, an interesting question arises: does 
choosing the path of internationalization affect the 
growth attained? To find this out the companies were 
divided into two groups - ones that followed the 
hypothesized operation type introduction order and ones 
that chose some other path. Only the companies that were 
utilizing at least two different operation types were 
included since they were the ones that actually had gone 
through an "operation type introduction process". Then

Percentage of firms

very positive rather positive neutral rather negative negative
Impact of internationalization

FFFs - growth 
FFFs - prod ser leng

NFFs - growth 
L_J NFFs - prod ser leng



180
the share of companies that considered the growth-impact 
of internationalization to be positive was calculated 
separately for both groups. The results are found in 
Table 4-58. The percentages can be understood as 
indicators of how much internationalization has 
contributed to company growth.

Table 4-58. Impact of international operations on growthexplained by operation 
control type introduction order and

Operation type 
utilization order FFF NFF ALL
As hypothesized 90.9% 92.3% 92.0%
Some other order 74.3% 94.6% 89.1%
ALL 80.7% 93.7% 90.2%

Firstly, the bottom row indicates that the growth-impact 
was stronger for companies that utilized at least two 
different operation types compared to the ones that used 
only one. This is quite natural. What is more interesting 
is that the indicator is higher for FFFs, who followed 
the hypothesized path than for those, who did not, and 
that the situation for NFFs is the reverse. Based on 
this, a discrete assumption can be made: for FFFs, who 
aim at growth the hypothesized path provides better 
result, whereas NFFs have better possibilities to grow 
regardless of their operation type introduction process. 
The most probable reason for this is the fact that FFFs, 
which rely on the family's own resources need to learn 
things by doing, not by buying or hiring knowledge.

The companies were also asked the effect of international 
operations on the level of technological and marketing 
know-how. The results are in Figure 4-5.



Figure 4-5. Effect of internationalization on the level 
of technological and marketing know-how
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As one can see, the effects of internationalization were 
mostly positive here. Only in the case of technological 
know-how most FFFs considered the effect insignificant.
At first it would seem that FFFs are not very effective 
in absorbing the know-how that is available through being 
involved in the various environments of international 
business. This, however, is not exactly true ; additional 
crosstabulations revealed that this low effectiveness of 
FFFs in this respect is due to the fact that a very large 
share of them operate only through NIMOS which do not 
expose the company to much of the internationally 
available know-how in question.

This finding was reached by limiting the analysis to 
concern companies that operated through at least two 
different operation types (in effect, leaving out the 
companies that utilized only NIMOS). In this sub-sample 
the share of companies that perceived the effects to be 
positive grew with roughly 10 percentage-units in both 
types of know-how, and for both types of companies. This 
means that the difference between FFFs and NFFs still 
remained, and thus the conclusion is clear: family firms 
are not as active as non-family firms in making use of 
the possibility to absorb and learn the know-how that

Percentage of firms

FFFs - technological 
FFFs - marketing

NFFe - technological 
1 I NFFe - marketing
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surrounds them in the international business environment.

The effects of international operations on product 
development were in line with the above ; as large a 
proportion as 79.2% of NFFs considered them positive 
while the percentage for FFFs was 66.6%. Only three out 
of 481 companies gave negative answers. An interesting 
finding was that the share of companies that reported a 
positive effect of internationalization on product 
development was higher among companies that had been 
involved with physical product imports compared with 
those that had not imported. The respective percentages 
were 64% for "non-importers" and 77% for importers. This 
correlation was valid for FFFs as well as NFFs, and since 
both were equally active importers this finding does not 
explain the difference expressed before. Nevertheless, 
this is a concrete manifestation of the positive effects 
of inward-coming international operations in terms of the 
national economy.

In section 3.2.2 it was claimed that the availability of 
resources - mainly financial and personnel - is one of 
the most important obstacles for internationalizing 
family firms. On the other hand, foreign operations 
themselves can help the companies obtain resources. The 
sample companies were also asked whether this was true 
for them concerning financial, raw material, and 
personnel resources. Figure 4-6 shows the results.

The results show surprisingly low levels of positive 
impact of foreign operations on the availability of 
resources. Only 25.7% of NFFs, and 27.0% of FFFs 
perceived the supply of capital to have improved along 
with internationalization. Still, it is reassuring to 
notice that family firms do not show the lower 
percentage. However, the case is the reverse with the 
supply of personnel: only 16.7% of FFFs thought that the 
availability of human resources had improved, while the 
figure for NFFs was 29.3%. The effect of 
internationalization on the supply of raw material was
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reported positive effects.
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Figure 4-6. Impact of internationalization on the supply 
of capital, raw material, and personnel resources
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Impact of internationalization
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Why, then, are these percentages so low? Here the same 
reasoning as in the case of know-how partly explains the 
situation; when the companies utilizing only NIMOS were 
left out of analysis the positive effects on capital and 
personnel supply got more emphasis, especially with 
family firms. Almost 40% of FFFs in this sub-sample 
reported that internationalization had had a beneficial 
impact on capital supply, and almost 30% on personnel 
resources. This means that those FFFs that had been 
involved with operations through which additional 
resources actually become available (DIMOS, NIPOS, and 
DIPOS) had exploited this possibility even better than 
many NFFs.

4.8.2 Effect on profitability

Even if it is hypothesized that all FFFs do not 
internationalize with strict growth objectives in mind, 
one still has to assume that all companies expect
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profitability from foreign operations. This does not mean 
that foreign operations have to be more profitable, or as 
profitable as domestic operations, but that they have to 
reach the minimum level of profitability set by the 
management or the owners. Thus, an assumption can be made 
that all, or a vast majority of companies in the sample 
expect their foreign operations to yield an acceptable 
level of profit in the long run. If not, the 
justification of international operations lies in the 
fact that they are essential to the success and survival 
in the domestic market.

The FIBO-questionnaire inquired various aspects related 
to profitability. First the effect of
internationalization on profitability is analyzed. The 
results are found in Figure 4-7.

Figure 4-7. The impact of international operations on the 
profitability of the company

Percentage of firms

very positive rather positive neutral rather negative negative
Impact of international operations

Family firms Non-family firms

The profitability-impact of internationalization seems 
fairly positive. 67.3% of FFFs, and 72.4% of NFFs 
considered it very or rather positive. There were, 
however, some companies, 13% in both categories, that 
reported negative effects. This does not necessarily mean 
that they were dissatisfied with these operations, but



that profitability was lower in foreign operations than 
in domestic ones.
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Here it was also tested, as with the growth-impact, 
whether following the hypothesized operation type 
introduction order would result in a better profitability 
impact of internationalization or vice versa. However, no 
such signs were found.

In addition to the profitability-impact of 
internationalization the companies were also asked what 
foreign operation profitability was like compared with 
the profitability of domestic operations. The results are 
found in Figure 4-8. It shows that the profitability of 
foreign operations is higher than that of domestic 
operations for 30.1% of FFFs and 26.3% of NFFs.

Figure 4-8. Profitability of foreign operations compared 
with domestic profitability

Percentage of firms

much better somewhat better equal somewhat worse much worse
Foreign versus domestic profitability

Family firms Non-family firms

An interesting remark can be made : the share of companies 
that reported foreign profitability to be worse than 
domestic profitability was 30.6% for FFFs, and 34.7% for 
NFFs. These percentages are clearly higher than the 
percentages of companies that reported the profitability- 
impact of internationalization, analyzed above, to be 
negative (roughly 13 % for both FFFs and NFFs). The
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relation between these two figures implies that even 
though foreign profitability for some companies is worse 
than domestic profitability, the effect of international 
operations on overall company profitability is positive. 
This most probably denotes that these companies have 
utilized foreign operations so that they have been able 
to increase their domestic profitability, for example by 
exploiting the economies of scale or the increased 
accumulation of know-how.

The effects of internationalization on two more aspects 
related to profitability were also inquired. Those 
aspects were capacity utilization and production 
specialization. The responses given by the companies are 
illustrated in Figure 4-9.

Figure 4-9. Effects of internationalization on capacity 
utilization and production specialization
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Quite naturally, internationalization had had almost 
solely positive effects on capacity utilization. A 
greater share of NFFs than FFFs perceived these effects 
to be positive (80%/83%). This finding, however, was very 
much due to the size difference of FFFs and NFFs; for 
example in the largest size-category as much as 91% of 
FFFs considered the effect of internationalization on 
capacity utilization to be positive, while the figure for
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NFFs in that size category was 82%.

The difference between FFFs and NFFs in the effect of 
internationalization on the specialization of production 
was also in favor of NFFs. Only 56% of FFFs considered 
the effect to be positive, while 63% of NFFs thought that 
way. One reason for this may be the point made in section 
4.1 that NFFs are more concentrated in highly 
internationalized or even commodity-like global 
industries, while most FFFs operate in industries that 
are more local in nature, and require product adaptions. 
For example, of the FFFs involved in pulp & paper, 
chemicals, or electrical products industries (global in 
nature) 70% reported internationalization having had 
positive effects on production specialization.

4.8.3 Impact on continuity

Continuity could be estimated to be close to the top on 
the list of long-term objectives of a family firm. The 
way internationalization can contribute to the continuity 
of operations is two-fold. On the one hand it can improve 
the company's ability to hedge against economic 
fluctuations, and on the other hand it can help the 
company share operational risks. The companies' opinions 
on how internationalization had affected the continuity 
of their operations are given in Figure 4-10.

Less than one percent of both companies reported 
internationalization having had negative effects on 
continuity. Still, NFFs were again the ones who perceived 
the effects more positively: 79% of FFFs reported 
positive effects while the figure for NFFs was 85%.



Figure 4-10. The impact of internationalization on the 
continuity of operations
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Most probably the opinions on the continuity-effect of 
internationalization are not as positive among those FFFs 
that operate only domestically at the moment. It can be 
assumed that the better the expected continuity-effect of 
internationalization is among domestic firms the more 
these firms will begin to internationalize. This 
assumption is based on the supposition that FFFs place 
much importance on continuity.

The effect of international operations on the company's 
ability to hedge against economic fluctuations was 
inquired with two attributes: "ability to smoothen the 
effect of business fluctuations" and "ability to survive 
a depression". The results which are and should be close 
to one another are shown in Figure 4-11.

Here the difference between FFFs and NFFs was rather 
small, but again in favor of NFFs. It can be speculated 
that this results from NFFs operating in a wider range of 
different markets including countries outside Europe. 
FFFs, on the other hand, were rather restricted to the 
markets in Europe which tend to fluctuate in a parallel 
manner. Owing to the structure of the questionnaire, the 
truthfulness of this speculation can not be tested.

Percentage of firms

47

very positive rather positive neutral rather negative negative
Impact of internationalization

I Family firms Non-family firms



Figure 4-11. The impact of internationalization on the 
ability to smoothen the effect of business fluctuations 
and on the ability to survive a depression
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Finally, the companies were asked about the effect of 
internationalization on the ability to share operational 
risks. Figure 4-12 shows what the companies answered.

Figure 4-12. The effect of internationalization on the 
ability to share operational risks

Percentage of firms

very positive rather positive neutral rather negative negative
Effect of internationalization

Family firms Non-family firms
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The percentages on positive marks are surprisingly low, 
particularly for FFFs. This implies that in many 
companies the increased level of uncertainty and risk 
felt, induced by internationalization, has overshadowed 
the actual fact that operational risks have been 
scattered over a greater number of "battle fields".

4.8.4 Impacts of internationalization explained by family 
control and company size

In the above three sections the effects of internationa
lization on 15 different attributes was analyzed. With 
two exceptions all showed that compared to FFFs, NFFs had 
perceived these effects to be more positive. The excepti
ons were logical since they related to one of the most 
important points that differentiates FFFs and NFFs, i.e. 
resource availability. FFFs considered the effects of 
internationalization on capital and raw material availa
bility more positive than NFFs did. In short, FFFs were 
less successful in making use of all the possible ways in 
which a company can benefit from internationalization.

In order to find out whether the above was only a result 
of the size difference of FFFs and NFFs all these 15 
attributes were also analyzed in three different size 
categories. The findings were interesting; in the case of 
12 out of the 15 attributes, FFFs in the largest category 
(sales over FIM 100 million) showed higher shares of 
positive responses than NFFs in the same category. (The 
three missing attributes were profitability, production 
specialization, and level of technological know-how.)
This again demonstrates the fact that large family firms 
seem to function and survive very well in international 
business. One explanation for this is that large FFFs 
have adopted the same set of objectives and goals as 
NFFs, i.e. growth and profitability, but they have still 
been able to preserve the swiftness and motivating 
livelihood of a family firm. This combination has been a 
fruitful one and it has provided the companies in 
question with a good basis for internationalization.



191

4.9 Future plans

Planning future foreign operations is mainly based on the 
accumulated experiences of international marketing and on 
the type of prospects the present and potential target 
markets have. In addition, the home market situation and 
of course the company's internal standing play important 
roles. These things together affect the company's plans 
on where it directs its efforts in the future. In order 
to find that out the sample companies were asked the 
following guestion: "If your company is growing, or if it 
wanted to grow, where would it be possible to increase 
sales within the next five years?" The answer 
alternatives and results are shown in Figure 4-13.

Figure 4-13. Future growth possibilities in the domestic 
and foreign markets

Percentage of firms

50

only domestic mostly domestic 50-50 mostly foreign only foreign
Future growth in home or foreign markets

■I Family firms Non-family firms

Most companies reported a preference for foreign markets 
which is rather natural among already internationalized 
firms taking into consideration the fast pace of economic 
integration and the smallness of the Finnish market.
There is, however, a clear difference between FFFs and 
NFFs; a much smaller share of FFFs emphasize foreign 
markets over domestic ones (52% vs. 77%) . Additional 
tests showed that a large part of this difference was 
caused by the previously expressed fact that FFFs
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perceived the effects of internationalization on the 
company's operations to be less positive than NFFs did.
In other words, the accumulated experiences of 
international marketing were less positive among FFFs 
which resulted in placing less emphasis on foreign 
markets in the future. In other words: lateral rigidity 
towards internationalization among family firms persists.

The companies' medium-term plans on the utilization of 
various operation modes was also inquired. Table 4-54 
shows which operations will be developed further and 
which will be left to less attention. The first 12 rows 
in the table are all outward-going operations, while 
inward-coming and cooperative operations are expressed in 
only one row each. The right-most column attempts to put 
the other five columns together and express the emphasis 
the companies put on the different operation modes in the 
future. The index is calculated by adding the column 
values together after weighing them by 2, 1, 1, 0 and 
minus 1 (expressed in the same order as the columns are).

Table 4-59. Future plans as to the development of various 
operation modes

Strongly Somewhat Planning Won't be Will be Emphasis
developed developed to start developed reduced index

Operation mode FFF NFF FFF NFF FFF NFF FFF NFF FFF NFF FFF NFF
Export of goods 45% 53% 44% 41% 5% 2% 5% 4% i% i% 138 148

Export of services 3* 6* 7% 20% 16% 12% 75% 62% 0% 0% 29 44

Partial projects 6* 7? 16% 18% 9% 14% 70% 6i% 0% 0% 37 46

Turnkey projects 9* 8% 5% 12% 9% 11% 77% 69% 0% 0% 32 39

Licensing 2* 4% 9% 9% 10% 15% 79% 71% 0% 1% 23 31

Export of know-how 2% 3% 11% 12% 16% 22% 71% 63% 0% 0% 31 40

Franchising 1% 1% 2% 1% 8% 5% 90% 93% 0% 0% 12 8
Contract manuf. 
in Finland

2% 2% 6% 7% t* 12% 12% 81% 78% 0% 0% 22 23

Contract manuf. 
abroad

9% 4% 11% 13% 15% 14% 64% 68% 1% 0% 43 35

Coproduction 7 % 4% 11% 18% 19% 19% 63% 60% 0% 0% 44 45

Foreign marke
ting units

9% 17% 1R% 29% 17% 15% 56% 39% 0% 1% 53 77

Foreign manufac
turing units

R% 12% 7% 16% 18% 17% 67% 54% 0% 1% 41 56

Inward-coming
operations

9» 7% 36% 37% 14% 11% 41% 45% 1% 1% «7 ei

Cooperative
operations

9?. 16% 29% 34% 17% 18% 45% 32% 0% 0% 64 84
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The table makes an interesting point: in almost all 
operation modes FFFs show less intention of developing 
them further. The three particular operation modes in 
which the emphasis index is higher for FFFs (underlined) 
are inward-coming operations, contract manufacturing 
abroad, and franchising. The two first ones are opera
tions in which the Finnish company more or less assumes a 
buyer's role. This means that lateral rigidity here is 
not as strong as in the other operation modes. This ex
plains the FFFs' willingness to develop these operations.

When looking at the percentages in the table one should 
bear in mind that the answers were given at the beginning 
of a downturn in the Finnish economy. This downturn has 
most likely brought down the willingness to invest in 
developing the operation mode utilization. Nevertheless, 
a clear indication could be seen that family firms are 
less enthusiastic about developing their international 
operations and to shift a larger part of their business 
to foreign markets. Finally, a general look at the table 
shows that physical product exports will remain as the 
clear number one operation mode also in the future.

5 DISCUSSION AND CONCLUSIONS

This chapter, first, provides a review of the theoretical 
background discussed earlier in this paper with emphasis 
on how it helps us understand family firm internationali
zation. Then, as a conclusion, the major findings on the 
differences in the internationalization process and 
strategy between family firms and non-family firms are 
summarized. Finally, some implications of the findings 
are presented with suggestions for future research.

5.1 Theory and family firm internationalization

Most of the internationalization theories that explained 
foreign direct investment (FDI) did not contain any 
elements that could explain the differences between
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family firm and non-family firm internationalization. For 
example, the international product life-cycle theory and 
the oligopoly theory of foreign direct investment bear no 
significance in explaining these differences. The missing 
elements would most likely be ones that take into account 
the behavioralistic characteristics of decision-making. 
Some theories, on the other hand, were based on the 
assumption of a profit-maximizing firm which is not a 
correct assumption in every family firm's case. One of 
the FDI theories was meaningful as it realized that 
decision-making is guided by uncertainty avoidance and 
incomplete information search. This notion is important 
in the family firm context. However, FDI-theories are 
often more or less irrelevant due to the fact that only a 
small share of family firms ever reach the stage of 
internationalization when foreign direct investment is 
used to penetrate foreign markets.

The stages theories of internationalization seemed to 
contain more relevant elements that explained the 
internationalization process of family firms in contrast 
with non-family firms. These theories acknowledged that 
the process is characterized and shaped by the slow 
nature of changes in the management's attitudes, the 
organization, and the firm's different resources. Lateral 
rigidity towards change impedes (or may impede) 
internationalization in all culture arenas of the family 
firm. The "state aspects" of family firms' 
internationalization (using Johanson & Vahlne's concepts) 
are often worse in the starting stage compared with those 
of non-family firms and this restricts the actualization 
of the "change aspects". For this reason, family firms' 
state aspects remain unchanged and internationalization 
does not proceed.

The hypothesized internationalization pattern by 
Luostarinen, which dealt with products, operation modes, 
and target markets was indeed applicable to family firms, 
especially in the earlier stages of internationalization. 
In the later stages, in turn, family firms were prone to
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proceed in the internationalization process with actions 
that are considered irregularities in the process. 
However, it was concluded that the decrease of lateral 
rigidity in internationally advanced family firms was the 
facilitator of these actions. This suggests that the 
concept of lateral rigidity in decision-making, on which 
Luostarinen7s pattern is based, is also able to explain 
the irregularities in the process of 
internationalization.

The stages theories also spurred the following notions : 
family firms7 lower performance-pressure and weaker 
internationalization push initiated by domestic market 
smallness results in the assessment of new action 
alternatives being not as extensive in family firms as in 
non-family firms. This does not encourage family firms to 
make new commitments to international markets and to move 
on from the domestic marketing stage. In addition, family 
firms7 fewer resources, less risk taking and easier 
realization of company objectives means that the 
willingness and need to implement a highly developed POM- 
strategy (product-operation-market) is reduced. It was 
recognized that internationalization is first and 
foremost an active growth strategy and an alternative to 
domestic growth. Often, however, the plain fact that 
family firms are rather small means that they still have 
and they utilize growth opportunities in the home market.

In Luostarinen7s internationalization model one of the 
most important push-factors motivating foreign operations 
was the smallness of the domestic market that impedes 
growth. As said above, internationalization is not a 
necessary prereguisite for growth for family firms (if 
the family firm has growth objectives to begin with). 
Hence, this push-factor on the average is not equally 
strong for family firms compared with non-family firms. 
The same deduction can be made concerning another 
important internationalization stimulus in Luostarinen7s 
model, i.e. the pull-factor - large and attractive 
foreign markets. The family firm does not see foreign
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markets as lucrative as the non-family firm. This is due 
to the inclination towards risk-escape within family 
firms that originates from the family culture. This 
implies that this pull-factor is also weaker among family 
firms.

The three previous passages make a point: Luostarinen's 
stages model of internationalization holds rather well in 
the context of family firms. The model, its elements, and 
the theories it is based on are able to explain the 
genesis of a family firm's international operations and 
why these firms are fairly hesitant about foreign 
markets. The model is also able to explain the family 
firm's internationalization process and the 
irregularities in it.

In addition to the internationalization theories some 
other managerial theories provided valuable ideas that 
help us understand the internationalization process of 
family firms. The behavioral theory of the firm 
emphasized that decision-making is carried out by 
individuals with all human "shortcomings", for example, a 
restricted ability to neutrally asses all current 
management problems - not to mention future action 
alternatives. Furthermore, any change in the organization 
is slow, especially if recent results have been at a 
satisfactory level. Another theory on organizational 
culture stressed the importance of the founder/owner of 
the organization in guiding the development of the family 
firm culture. This notion together with the adopted 
concept of "decision-making guided by individuals" 
suggests that the initiation and development of the 
internationalization of a family firm is impossible 
without the founder/owner having favorable attitudes 
towards foreign operations.

Finally, studying the theory of family firm culture 
revealed that there are actually three arenas of culture 
in a family firm that may all hinder internationaliza
tion. Usually the most important one is the business
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culture instituted by the owner-leader. If a change is to 
happen in this arena, the present leader and his/her 
thoughts have to be questioned and in real life this is 
not an easy task for any one involved in a family firm.

5.2 Conclusions

Dynamics of the internationalization process 
At the beginning of this study it was hypothesized that 
in their internationalization process family firms follow 
the theoretical pattern more closely and slowly than non
family firms do. In the empirical part this hypothesis 
was found to be correct through various indications. The 
fact that the internationalization process of family 
firms is slower than that of non-family firms was clearly 
demonstrated: family firms spend more time in the 
domestic phase and it takes them more time to proceed 
from the starting stage to consecutive stages. Only 
family firms in the advanced stages of
internationalization showed equally fast or even faster 
changes in their internationalization posture than non
family firms.

The conclusion on whether family firms followed the 
proposed internationalization pattern more closely than 
non-family firms was not as obvious as the question of 
the swiftness of the process: looking at the statistics 
superficially, it could be seen that family firms 
followed the pattern very closely with only few 
irregularities, much fewer than in the case of non-family 
firms. A closer inspection, however, showed that this was 
mostly due to the fact that a vast majority of family 
firms - 62% to be exact, in contrast to 39% of non-family 
firms - were in the starting stage of 
internationalization and this stage is almost always 
reached as hypothesized in the pattern. Actually those 
family firms that had proceeded to more advanced stages 
showed as high percentages of irregularities as non
family firms. This is to be interpreted so that the main 
stream family firm nature is to stick to the starting



stage of internationalization, but those family firms 
that go beyond that point do it rather aggressively using 
advanced internationalization strategies.

It is assumed that family firms have some special 
characteristics that lead to increased resistance towards 
internationalization. These characteristics are obviously 
related to, first, the general rigidity towards change 
found in family firms; second, goal hierarchy and 
ownership issues; third, resource problems; fourth, 
organizational climate and behavior and fifth, 
situational factors. The effect of these issues was not 
examined empirically in the study but their consequences 
were assumed to be the following: they are likely to 
affect family firms in a way that reduces the amount of 
international business impulses and opportunities the 
companies are exposed to and deactivate the assessment of 
these opportunities. Likewise, they cut down the 
willingness to commit resources to international 
operations. Furthermore, those family firms who decide to 
take the first steps of internationalization most likely 
show a lower pace, sophistication and complexity in their 
internationalization process dynamics than non-family 
firms do.

POM-strateav differences
The restricted utilization of strategic alternatives on 
the product level, operation mode and target market 
decisions was apparent among family firms: only one 
fourth of them exported other than physical products, and 
only one third utilized other than non-investment 
marketing operations. In comparison, non-family firms had 
more diverse product and operation strategies: roughly 
40% of them had at least two different product types out 
in the international markets, and more than a half 
operated through at least two different operation types.

An interesting general finding was made when the 
companies were studied in different size categories: 
large family firms resembled large non-family firms in

198
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many respects, concerning both the POM-strategy and the 
internationalization process. This was assumed to result 
from the similarity of company objectives of both types 
of large companies.

When studying the introduction order of different product 
and operation types, i.e. the development of the product 
and operation strategies, it was observed that family 
firms followed the orders hypothesized more closely than 
non-family firms. The percentages of companies that 
utilized the theoretically established orders were the 
following:

product introductions
family non-family 
firms firms
86% 72%

operation introductions 77% 67%

This was found to be due to what was demonstrated 
earlier, namely the fact that only a small share of 
family firms take any further internationalization steps 
besides the first one from domestic marketing to physical 
products exporting through non-investment marketing 
operations. As a matter of fact, the corresponding 
percentages calculated for only those companies that had 
made alterations in their international product or 
operation postures were:

product introductions
family non-family 
firms firms
36% 32%

operation introductions 31% 38%

This shows clearly that among actively internationalized 
companies family firms were as "unorthodox" as non—family 
firms. A similar phenomenon - though not as striking — 
was found when the companies were scrutinized in 
different size categories: the POM-strategies of small 
family firms were more restricted than those of small 
non-family firms, whereas those of large family firms 
were very much alike with large non-family firms.
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The questionnaire allowed less in-depth analysis on the 
target market dimension of the POM-strategy than on the 
other two dimensions. The interpretation, however, was 
clear: family firms operated in a smaller number of 
markets, and they were more inclined to begin operations 
in closer markets (in terms of "business distance") than 
non-family firms; 83% of all family firms' export 
operations were initiated in "hot" countries, while the 
corresponding figure for non-family firms was 75%.

Examining the utilization frequencies of different 
subsidiary operations set family firms and non-family 
firms further apart ; in all ten different types of 
subsidiaries non-family firms showed clearly higher 
utilization percentages. All in all, 19% of family firms, 
and 45% of non-family firms had one or more foreign 
subsidiaries. This difference, however, should be only 
natural, since family firms were much smaller exporters 
than non-family firms the average values of exports being 
FIM 12 million and FIM 174 million, respectively. Whether 
this is the cause or the consequence can only be 
speculated upon. Here it was assumed that this is a 
result of the high levels of uncertainty avoidance and 
risk escape characteristic to family firms. Nevertheless, 
there were no such signs among large family firms 
(consolidated sales over FIM 100 million) which were very 
active users of subsidiary operations: 73% had one or 
more, and 59% two or more subsidiary units (corresponding 
figures for non-family firms were 71% and 44%). The 
following rational was assumed to be behind this point: 
large internationalized family firms, or actually their 
leaders that have actively internationalized, still hold 
the desire to control their businesses through ownership 
rather than bilateral agreements. This desire is best 
fulfilled by means of subsidiary operations.

Inward-coming and cooperative operations
The inward coming facet of internationalization of family 
firms was very much alike with that of non-family firms. 
The import of physical products was equally common among
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the two groups of companies. Service imports, however, 
made a small distinction between the two: family firms 
were much less eager to make use of foreign services.
This was seen as a sign of the uncertainty felt towards 
international business, which does not affect so strongly 
the import of goods since it is less complicated in 
cultural sense.

The actions of family firms and non-family firms 
associated with international cooperative operations were 
more or less in line with outward-going operations : 
family firms were very inactive in this field. The fact 
that even the larger ones of them were not that 
interested again gave the impression that family firms 
wish to remain independent.

The analysis on the utilization order of inward-coming, 
outward-going, and cooperative operations (INFOS, OUTFOS 
and GOFOS) gave rather similar results for both family 
firms and non-family firms: approximately 60% of both 
types of companies had completed, or were on the path of 
internationalization through a chain of INFOS-OUTFOS- 
COFOS, and roughly 35% were on the OUTFOS-INFOS-COFOS 
path. Non-family firms were more inclined to begin 
cooperative operations earlier in the 
internationalization process than family firms.

Proposed evolution of lateral rigidity in family fi-пчя
On the basis of observations throughout the analysis in 
this study and especially the discussion in this last 
chapter a supposition can be made on the development of 
the family firm's lateral rigidity towards 
internationalization. This notion is an important one 
since lateral rigidity as a phenomenon appears to be 
rather meaningful in explaining the differences in 
internationalization behavior of family firms compared 
with non-family firms. The supposition's content is 
expressed graphically in Figure 5-1.



Figure 5-1. Proposed evolution of lateral rigidity in 
family firms and non-family firms
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The essential assertions of the figure are the following:
1) A family firm and a non-family firm hold different 
levels of lateral rigidity when their stocks of 
accumulated experience on international operations are 
equally large.
2) When the stock of accumulated experience is small, 
family firms hold a higher level of lateral rigidity, and 
when that stock is large, family firms hold a lower level 
of lateral rigidity.
("Other factors" on the graph remind that there certainly 
are diverse factors that can and do cause an individual 
company7s total curve to shift up or down wards)
This does not mean that once a family firm begins 
international operations it automatically enters a path 
of inevitable downfall of lateral rigidity. On the 
contrary, family firms are so cautious in the beginning 
due to a high level of lateral rigidity concerning their 
POM-strategy - choosing action alternatives that cause 
the accumulation of experience to be very slow - that 
lateral rigidity remains at a high level for a long time. 
During the course of the analysis in this study this 
showed in the following: advancing into the starting 
stage of internationalization, and also making 
alterations in the POM-posture after that took a
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considerably longer time for family firms. As a matter of 
fact most family firms never moved on from the starting 
stage. This is the rationale behind the left side of the 
graph Figure 5-1.

The rationale behind the right side of the graph (Figure 
5-1) is the following: those family firms that choose 
action alternatives that are more sophisticated and speed 
up the accumulation of knowledge on international 
operation seem to rather quickly loose a lot of their 
lateral rigidity. This was also demonstrated in the 
analysis: family firms' alterations in the POM-posture 
were quicker and more aggressive compared with non-family 
firms in the later stages of internationalization. 
Internationally advanced family firms also showed 
somewhat more irregularities in the process in contrast 
to Luostarinen's model. These companies were mostly 
larger family firms and most likely ones with high growth 
objectives, which together with a family firm decision
making create an organization with abilities to act 
quickly and respond to open business opportunities.

This proposed evolution model of lateral rigidity towards 
internationalization in family firms is not presented 
here with sufficient examination for its verification, 
and thus is yet to be further examined.

Impact of internationalization on business
In general, non-family firms reported 
internationalization having somewhat more positive 
effects on business. Findings of this type were made on, 
for example, the profitability and growth impacts, 
availability of know-how, and capacity utilization. The 
impact of internationalization on resource availability 
(capital, raw material and personnel) was an exception: 
family firms had experienced more positive effects than 
non-family firms. This was no surprise since one of the 
obstacles in family firm internationalization is the 
restricted availability of resources the firms have to 
deal with.
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As a whole, however, family firms seemed to suffer from 
an inability to make use of the learning opportunities 
and profit and growth openings that internationalization 
had offered them. This was shown also in that non-family 
firms reported intentions to grow almost solely in 
foreign markets, whereas much of family firms' growth was 
going to take place also in the home market.

Degree of internationalization - causes and consequences
On the basis of what has been said above, it is evident 
that family firms' degree of internationalization in 
every respect is much lower than that of non-family 
firms. As a further confirmation, the exports/total sales 
ratios of the two groups of companies were 0.26 and 0.43, 
respectively. Similarly, the personnel abroad/total 
personnel ratios were 0.02 and 0.10. These differences 
were clear with companies in all size categories.

Taking these facts into consideration, one cannot expect 
family firms to establish as multifarious 
internationalization postures and as dynamic 
internationalization processes as non-family firms do. 
Family firms are often found in industries with a local 
nature and which do not offer internationalization 
advantages - location specific, ownership-specific, or 
internalization incentive advantages - that would 
compensate for the handicaps of operating in foreign 
markets. Furthermore, many family firms maintain a goal 
hierarchy that sets an adequate and secure family well
being above abundant but risky monetary profits. These 
objectives, if they are not a result of indolent thinking 
and passive attitudes, should not be questioned or at 
least should not be condemned. Running the family 
enterprise is not only a business, it is also a way of 
life.

5.3 Implications

On the basis of the results of this study it is difficult 
to make any distinct recommendations that would help
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especially family firms to improve their performance in 
international operations. Some ideas, however, emerged in 
the course of the research. They all spring off from the 
general notions that family firms implement rather 
restricted POM-strategies and show high levels of lateral 
rigidity towards internationalization. To begin with, it 
should be said that in contemplating any of these 
suggestions one should adopt a behavioralistic style of 
thinking in relation to business management, which is 
grounded on human psychology.

First, a family firm should carefully consider its 
objectives and decide on the strategic level whether it 
wants to become an international player or not. (The 
answer to this question depends on a number of 
situational factors and, of course, the long-term 
objectives of the owners.) Entering foreign competition 
without a mental commitment that is comparable with the 
financial commitment can easily result in eating up the 
company's total profitability. This is a threat for 
family firms especially since they usually have no 
mechanisms that effectively monitor the operating 
management's actions and results (board- or stock holder- 
based mechanisms). In 1990, family firms did not consider 
the home market openness as an important pressure factor 
for internationalization as non-family firms did. The 
present course of international economic development, 
however, suggests that even family firms should pay more 
attention to foreign competition and seriously consider 
adopting internationalization as a principal survival and 
success strategy.

Secondly, family firms should consciously put emphasis on 
reducing the level of lateral rigidity towards 
internationalization. On the conceptual level that can be 
done by "unlocking" the laterally rigid decision-making 
process through which international business impulses 
travel. This process was constructed of limited 
perception, restrictive reaction, selective search, and 
confined choice (Figure 2-7). "Unlocking" these
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inhibitors can be done through various ways: inviting 
outside specialists to the board and at the same time 
raising the authority of the board, hiring 
internationally experienced managers, improving exposure 
to international business impulses, and learning about 
international action alternatives are only some examples.

One additional way of doing this is through the case 
method: reviewing the internationalization processes of 
family firms that have proceeded further from the 
starting stage proves that being a family firm need not 
be a constraint for internationalization (good Finnish 
examples are Rapala and Vaisala). As the analysis showed, 
family firms which had grown and gone beyond the starting 
stage also reported more positive impacts of 
internationalization than non-family firms. The case was 
reverse for companies that had remained in the starting 
stage. This demonstrates the fact that family firms in 
the early stages of the internationalization process are 
not very effective in learning through experience. This 
fact makes the following point: family firms should set 
up precise mechanisms which would help in transforming 
experience into knowledge (reporting and other in-house 
communication).

Thirdly, family firms should reduce their resistance to 
change in general. Internationalization always entails a 
considerable change in the company and its operating 
environment, and thus, change-resisting organizations 
hardly internationalize. The resistance to change found 
in family firms is often due to the owner/founder 
dominated culture of these companies. Therefore, in terms 
of change and internationalization, it would be important 
for the old management accepted new viable beliefs.

Alternatively, a natural opening for internationalization 
comes through succession in the family business since 
that is the time when cultural changes are most easily 
realized. Caution should be taken, however, if 
internationalization is parallel to succession since
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during the succession phase there is a danger of sliding 
into problem oriented thinking at the cost of strategic 
proactive thinking.

In addition to the managerial implications discussed 
above, this study also arouses some suggestions for 
future research. First of all, it would be useful to find 
out whether the long term objectives and attitudes of 
family firms in the main stream are favorable or 
unfavorable to internationalization. This would give an 
understanding of the intensity and commitment that family 
firms have for international operations and a picture of 
their willingness to grow internationally. Identifying 
the reasons behind family firms' restricted utilization 
of strategic POM-alternatives would also be important - 
is it only a result of lack of knowledge and risk escape, 
or is it based on analytical assessment?

Studying the effects of the cultural configuration of the 
family business on the internationalization process of 
the firm would be interesting. It would reveal the 
significance of the family and board cultures in the 
process. Alternatively, examining the positive impact of 
hired outside managers on foreign operation success would 
be rewarding. These are some examples of possible future 
research themes. What is common to all of them is that 
they call for smaller sample studies unlike the present 
study. This is because a lot of open-ended questions will 
be needed to obtain the results.

Finally, as mentioned before, the evolution model of 
lateral rigidity towards internationalization among 
family firms is left for additional scrutiny.

As one notices, family firms have a number of special 
problems in their way towards international success. Now 
one may wonder whether family firms' path abroad should 
be alleviated by means of tax breaks or other 
governmental action of subsidy nature. Nevertheless, the 
"invisible hand" of the market place is the same for them
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as for all other companies. For the sake of the 
efficiency of the market mechanism these concessions 
should not be made for family firms. What could be done 
by governmental bodies and other foreign trade 
organizations, however, is that family firms were 
offered: 1) education on how to exploit the opportunities 
of international business so that the accumulation of 
knowledge is speeded up, and 2) guidance on how to 
overcome the special problems they have to encounter when 
reaching for international growth.
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FIBO research questionnaire

FIBO-TUTKIMUSPROJEKTI
HELSINGIN KAUPPAKORKEAKOULU 
Runeberginkatu 14 - 16 
00100 HELSINKI 
Puh. (90) 4313 643 

(90) 4313 644

LUOTTAMUKSELLINEN

TUTKIMUS SUOMALAISTEN YRITYSTEN ULKOMAISISTA 
OPERAATIOISTA JA KANSAINVÄLISTYMISESTÄ

Palautetaan:
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TUTKIMUS SUOMALAISTEN YRITYSTEN ULKOMAISISTA OPERAATIOISTA JA 
KANSAINVÄLISTYMISESTÄ

YLEISOHJEET VASTAAJILLE

KOHDEYRITYKSET

Tämän tutkimuksen kohteena ovat Suomessa toimivat yritykset, jotka ovat kokonaan tai 
osittain teollisia yrityksiä ja ovat vieneet tavaroita, palveluja, know how'ta tai 
jär jestelmiä.
Mikäli yllä mainittujen perusteiden mukaan kysely ei mielestänne koske yritystanne, pyydämme 
palauttamaan lomakkeen ja ilmoittamaan palauttamisen syyn, jotta emme turhaan vaivaisi Teita 
uudestaan.
Palauttamisen syyt:

Palauttaja, yrityksen nimi :

VASTAAJA

Kysely on tarkoitettu yrityksen/yksikon ylimmän johdon vastattavaksi. Mikäli katsotte 
tarkoituksenmukaiseksi, että lomake täytetään en sektoreiden vastuuhenkilöiden toimesta, 
toivomme kuitenkin ylimmän johdon vastaavan tässäkin tapauksessa osan V kysymyksiin.

MITÄ KYSYTÄÄN

Lomake sisältää seuraavat kysymysryhmät:
I Vastaajayritystä koskevat tiedot
II Yrityksen ulkomaille suuntaamat operaatiot
III Yrityksen ulkomailta Suomeen suuntautuvat operaatiot
IV Yrityksen yhteistyöoperaatiot ulkomaisten yritysten kanssa
V Kansainvälistymisen vaikutus yritystoimintaan

VASTAUSOHJEET

Vastausohjeet on annettu kysymysten yhteydessä. Suurin osa kysymyksistä on nopeita 
ympyröintikysymyksiä. Jos yrityksenne oli mukana vuoden 1983 kyselyssä, olemme esitäyttäneet 
operaation ensimmäisen käyttövuoden ja -maan. Tarkastanette ystävällisesti nama kohdat. 
Operaatiomuotojen täsmennykset on esitetty viimeisellä sivulla.

TUTKIMUSTULOKSET

Yrityskohtaiset tiedot kerätään ja käsitellään luottamuksellisina. Tulokset julkistetaan 
yhteenvetoina ia keskiarvoina siten, että yksittäisen yrityksen tiedot eivät käy niistä 
ilmi. Näin julkaistuna tulokset saatetaan yritysten, elinkeinoelämän ja tutkijoiden 
käyttöön. Tutkimuksen yhtenä tarkoituksena on vahvistaa tietopohjaa suomalaisten yritysten 
kansainvälistymisestä. Samalla tutkitaan myös perheyritysten merkitystä maamme viennille ja 
kansainvälistymiselle osana laajempaa kansainvälistä tutkimushanketta.

LISÄTIEDOT JA KYSELYT

Vastaamme mielellämme kaikkiin kyselyä koskeviin tiedusteluihin seuraavissa numeroissa: 
Helsingin kauppakorkeakoulu puh. 90-4313 643 tai 90-4313 644
- tutkijat Tiina Avikainen, Kirsi Harra, Sari Huttunen, Heikki Norta, Simo Posti 

ja Maarit Valtonen
- professori Reijo Luostarinen
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OSA I : YRITYSTIEDOT

Yrityksen nimi : Perustamisvuosi :

Yrityksen toimiala: 

TOL-numerot:

Yritys on/ei ole suuremman konserni kokonaisuuden osa; jos on, minkä 

Yritys on/ei ole perheyritys (sukuyritys)?

Jos on a) perheen osuus äänivallasta on ___________ X

b) perheen jäseniä on yhtiön: hallituksessa ____________kpl

johtoryhmässä ____________ kpl

Ulkomaisen omistuksen määrä yrityksessänne 31.12.1990 oli X äänivallasta.

Vastaajan nimi : ______________________________________________________________________

Vastaajan asema: _____________________________________________________________________

Vastauksenne koskevat ____ koko yritystä

_ sen yhtä toimialaa, mitä ________________________________

LIIKEVAIHDON JAKAUTUMINEN

Kotimaan liikevaihto 1990 ♦____________________________ mk

♦ Tavaravienti +____________________________ mk

- josta tavaravienti ulkomaisiin tytäryrityksiin -____________________________ mk

♦ Muiden ulkomaille suuntautuvien operatioiden liikevaihto^ ♦____________________________ mk

- josta tytäryrityksiin suuntautuneiden operaatioiden lv. -_____________________________mk

♦ Ulkomaisten tytäryritysten liikevaihto^ ♦____________________________ mk

- josta emoyhtiön ostot tytäryrityksiltä v. 1990 -____________________________ mk

= Liikevaihto (konsolidoitu) yhteensä v. 1990 = mk

Tutkimus- ja kehitystoiminnan (T&K) menot^ liikevaihdosta (yllä) v. 1990 _____________ X

z
Jalostusarvo vuonna 1990 ____________________________ mk

HENKILÖSTÖ

Henkilöstön määrä kotimaassa v. 1990 ____________ , josta ulkomaalaisia ____________

Henkilöstön määrä ulkomailla v. 1990 ____________ , josta suomalaisia ____________

^rnuut ulkomaille suuntautuvat operaatiot sisältävät esim. know how'n viennin ja lisenssien, osa- tai 
kokonaisprojektien myynnin (kts. operaatiomuodot sivu 2 tai 10)

Ulkomaisten tytäryritysten myynti ulkopuolisille yrityksille

"^Tilastokeskuksen määritelmän mukaan sisältää perustutkimuksen, soveltavan tutkimuksen ja 
kehittämistoiminnan menot

^käyttökate ♦ palkat sosiaalikuluineen ja vuokrat
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OSA II: YRITYKSEN ULKOMAILLE SUUNTAAMAT OPERAATIOT

Tällä aukeamalla on lueteltu tärkeimmät yrityksen ulkomaille suuntaamat operaatiot seka kunkin operaation 
käytön ajankohta. Pyydämme Teitä käymään läpi kaikki operaatiomuodot ja ympyröimään yhden vaihtoehdoista 
(1,2,3) käyttämienne operaatiomuotojen kohdalta. Operaatiomuotojen täsmennykset ovat lomakkeen viimeiselи 
sivulla.
Operaatiomuodot Käytettiin Käytettiin Ryhdytty tai

vuonna 1990 aikaisemmin mutta tullaan käyttämään
ei 1990 ensi kerran 1991

Tavaran vienti

- epäsuora tavaran vienti 1

- vienti ulkomaisen väli jäsenen kautta 1

- vienti suoraan loppukäyttäjälle 1

Palvelujen vienti

- suunnittelu- ja valvontapalvelut 1

- asennus- ja käyttöönottopaIvelut 1

- koulutus- ja kehittämispalvelut 1

- huolto- ja kunnossapitopalvelut 1

- muu, mikä _________________________ '

Lisenssisopimusten myynti ulkomaille 1

Franchising-sopimusten myynti ulkomaille 1

Knou how -sopimusten vienti ulkomaille

- johtamissopimukset '

- teknisen know how'n sopimukset 1

- markkinointi know how'n sopimukset 1

- muu, mikä ________________________ 1

Sopimus- l. palkkavalmistus Suomessa 
ulkomaiselle yritykselle 1

Sopimus- l. palkkavalmistus ulkomailla
utkom, yrityksessä 1

Yhteisvalmistus ulkomailla (ei omistusta) 1

Osaprojektien vienti 1

Kokona ispro j ek tien vienti 1

Omat tai yhteisomistuksessa olevat 
yksiköt ulkomailla

- tiedotus- ja menekinedistämisyksikkö 1

- myyntiyksi kkö 1

- varastoyksikkö 1

- huoltoyksikkö 1

- ostoyksikkö 1

- tutkimusyksikkö

- гahoitusykslkkö

- kokoonpanoyksikkö 1

- valmistusyksikkö 1

- holdingyhtiö ulkomailla 1

- muu, mikä________________________________________1

Portfolioinvestoinnit eli osakepääoma
sijoitukset ulkomaille

2

2
2

3

3

3

2
2
2
2
2
2
2

3

3

3

3

3

3

3

2
2
2
2

2

2
2
2
2

3 ................

3 ................

3 ................

3 ................

3 ................

3 ................

3 ................

3 ................

3 ................

Lukumäärä (kpl)

2
2
2
2
2
2
2
2
2
2
2

2

3

3

3

3

3

3

3

3

3

3

3

3

41

4*
4*
41
M
4*
4*

4i
4*
4*
.41

.41

Merkitkää sivulle 3 tiedot myös näistä operaatioisl
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Mikäli vasemmanpuoleisella sivulla ilmoititte 
ulkomaille suuntautuvista operaatiomuodoista, 
suuntautuivat, maiden kokonaislukumäärän sekä

yrityksenne käyttäneen vuonna 1990 yhtä tai useampaa 
pyydämme Teitä ilmoittamaan maat, joihin operaatiot 
kunkin operaation ensimmäisen käyttövuoden ja -maan.

Luetelkaa kunkin käyttämänne operaatiomuodon kymmenen (10) keskeisintä 
maata tärkeysjärjestyksessä vuonna 1990

Maiden 
kokonaisluku 
määrä 1990

Operaation 
ems immäi nen 
käyttövuosi

Operaation 
ens immäinen 
käyttömaa
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Tällä aukeamalla on lueteltu tärkeimmät yrityksen ulkomailta Suomeen suuntautuneet operaatiot sekä kunkin 
operaation käytön ajankohta. Pyydämme Teitä käymään läpi operaatiomuodot ja ympyröinään yhden vaihtoehdoista 
(1,2,3) käyttämienne operaatiomuotojen kohdalta. 0petaatiomuotojen täsmennykset ovat lomakkeen viimeisellä 
sivut la.

OSA III: YRITYKSEN SUOMEEN SUUNTAUTUNEET OPERAATIOT

Operaatiomuodot Käytettiin Käytetty Ryhdytty tai
vuonna 1990 aikaisemmin mutta tullaan käyttämään

ei 1990 ensi kerran 1991

Tavaran tuonti

- valmistuksessa käytettävät koneet,
varaosat jne. 1 2

- valmistuksen raaka-aineet ja
komponent it 1 2

- myyntiin tarkoitetut tuotteet 1 2

Palvelujen tuonti

- suunnittelu- ja valvontapalvelut 1 2

- asennus- ja käyttöönottopalvelut 1 2

- koulutus- ja kehittämispalvelut 1 2

- huolto- ja kunnossapitopalvelut 1 2

- muu, mikä ________________________ 1 2

Lisenssien osto ulkomailta 1 2

Franchising-sopimusten osto ulkomailta 1 2

Know how-sopimusten osto ulkomailta

- j ohtamissopimukset 1 2

- teknisen know how'n sopimukset 1 2

- markkinointi know how'n sopimukset 1 2

- muu, mikä ________________________ 1 2

Projekti tuonti 1 2

Yhteisomistuksessa olevat yksiköt 
Suomessa ulkom. yritysten kanssa

- tiedotus- ja menekinedistämisyksikkö 1 2

- myyntiyksi kkö 1 2

- varastoyksikkö 1 2

- huoltoyksikkö 1 2

- ostoyksikkö 1 2

- tutkimusyksikkö 1 2

- kokoonpanoyksikkö 1 2

- valmistusyksikkö 1 2

- holdingyhtiö 1 2

- muu, mikä___________________________________ 1 2

Port foiioinvestoinnit eli
osakepääomasijoitukset ulkomailta 1 2

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

Merkitkää sivulle 5 tiedot myös 
näistä operaatioista
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Mikäli vasenmanpuoleisella sivulla ilmoititte yrityksenne käyttäneen vuonna 1990 yhtä tai useampaa Suomeen 
suuntautuvista operaatiomuodoista, pyydämme Teitä ilmoittamaan maat, joista nämä operaatiot suuntautuivat, maiden 
kokonaislukumäärän sekä kunkin operaation ensimmäisen käyttövuoden ja -maan.

Luetelkaa kunkin käyttämänne operaatiomuodon kymmenen (10) keskeisintä maata 
tärkeysjärjestyksessä vuonna 1990

Maiden Operaation
kokonais- ensimmäinen 
lukumäärä käyttövuosi 
1990

Operaation 
ensimmäinen 
käyttömaa
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OSA IV: KANSAINVÄLISET YHTEISTYÖOPERAATIОТ

seka

Yhteistyösopimusmuodot: Käytettiin
vuonna 1990

Sopimus tuotteiden/osien 
vaihdosta tai kehittämisestä 
ulkomaisen yrityksen kanssa

Sopimus valmistuksen jaosta 
ulkomaisen yrityksen kanssa ^

Sopimus markkinointiyhteistyöstä 
ulkomaisen yrityksen kanssa 1

Tutkimusyhteistyösopimus teknisen 
know how'n vaihdosta tai kehitt. 
ulkomaisen yrityksen kanssa 1

Sopimus markkinointi know how'n 
vaihdosta tai kehittämisestä 
ulkomaisen yrityksen kanssa 1

Sopimus liikkeenjohdon know how'n 
vaihdosta tai kehittämisestä 
ulkomaisen yrityksen kanssa 1

Yhteisostosopimus ulkomaisen 
yrityksen kanssa 1

Kuljetusyhteistyösopimus
ulkomaisen yrityksen kanssa 1

Huoltoyhteistyösopimus ulkomaisen 
yrityksen kanssa i

Sopimus urakointi-, tarjous- tai 
projektiyhteistyöstä ulkomaisen 
yrityksen kanssa t

Sopimus riskin jaosta/takauksista 
ulkomaisen yrityksen kanssa 1

Jokin muu yhteistyösopimus ulkom. 
yrityksen kanssa, mikä __________

1

Käytettiin Ryhdytty tai
aikaisemmin mutta tullaan käyttämään 
ei v. 1990 ensi kerran 1991

2 3

Merkitkää sivulle 7 tiedot myös näistä operaatioista
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Mikäli vasemman^oleiseUa swulla_Umoititte jüïsWa't^Lïden kokonaiîu^ârân seka kunkin

pyydänme Teitä ilmoittamaan maat, . 
sopimusmuodon ensimmäisen käyttövuoden ja -maan.

Luetelkaa kunkin käyttämänne yhteistyösopimusmuodon kymmenen (10) keskeisintä 
maata tärkeysjärjestyksessä vuonna 1990

Maiden Yhteistyö-
kokonais- sopimuksen 
lukunäärä ens i rrniä i nen
1990 käyttövuosi

Yhteistyö
sopimuksen
ensimmäinen
käyttömaa
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OSA V: KANSAINVÄLISTYMISEN VAIKUTUS LIIKETOIMINTAAN
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Miten toteuttamanne ulkomaiset Voimakkaasti Hieman Ei ollenkaan Vähän Voimak
operaatiot ovat vaikuttaneet 
seuraaviin tekijöihin:

vähentävä vähentävä vai kutusta lisäävä kaasti
lisäävä

- yrityksen kasvu 1 2 3 4 5
- yrityksen toiminnan jatkuvuus 1 2 3 4 5

- yrityksen kannattavuus 1 2 3 4 5

- yrityksen suhdanteiden kantokyky 1 2 3 4 5

Täsmentävät lisäkommenttinne edellä esitettyyn kysymykseen:

Mikä vaikutus toteuttamillanne Erittäin Melko Ei mitään Melko Erittäinulkomaisilla operaatioilla on ollut myönteinen myönteinen vaikutusta epäedul. epäedul.yrityksessänne: vaikutus vaikutus vaikutus vaikutus
- kapasiteetin käyttöasteeseen 1 2 3 4 5

- tuotekehitykseen 1 2 3 4 5

- valmistuksen erikoistumiseen 1 2 3 4 5
- valmistussarjojen pidentämiseen 1 2 3 4 5
- 1 amansietokykyyn 1 2 3 4 5
- toiminnallisten riskien 

jakamiseen 1 2 3 4 5
- teknisen know how'n varantoon 1 2 3 4 5
- markkinointi know how'n varantoon 1 2 3 4 5
- liikkeenjohdon know how'n 

varantoon 1 2 3 4 5

- pääoman saantiin 1 2 3 4 5

- raaka-ai ne iden saantiin 1 2 3 4 5
- henkilöstön saantiin 1 2 3 4 5

Täsmentävät lisäkommenttinne edellä esitettyyn kysymykseen:

Millainen merkitys Suomen markkinoiden pienuudella on ollut ulkomaisten operaatioiden käytölle 
yrityksessänne eli yrityksenne kansainvälistymiselle:

1 erittäin olennainen merkitys

2 olennainen merkitys

3 pienehkö merkitys

4 ei merkitystä

Täsmentävät lisäkommenttinne edellä esitettyyn kysymykseen:

Jos yritys aikoo tai aikoisi kasvaa niin onko yrityksellenne mahdollista lisätä tulevan viiden vuoden 
aikana liikevaihtoansa:

1 pelkästään kotimaan markkinoilla

2 enimmäkseen kotimaan markkinoilla ja jossakin määrin ulkomaisilla markkinoilla

3 yhtä paljon (50-50) kotimaan ja ulkomaisilla markkinoilla

4 enimmäkseen ulkomaisilla ja jossakin määrin kotimaisilla markkinoilla

5 pelkästään ulkomaan markkinoilla

Täsmentävät lisäkommenttinne edellä esitettyyn kysymykseen:
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Mihin nykyisiin ja uusiin ulkomaisiin operaatiomuotoihin (täsmennykset sivulla 10) yrityksenne 
kansainvälinen toiminta painottuu seuraavan viiden vuoden kuluessa. Ympyröikää kaikki operaatiomuodot.

Käyttöä Kehitetään Käyttöä
kehitetään jossain 
voimak- määrin
kaast i

Ei kehitetä
suunni tel- lainkaan 
laan

Osuutta
vähennetään

Tavaran vienti

Palvelujen vienti

Osaprojektien toteutus

Kokonaisprojektien toteutus

Lisenssien myynti

Know how'n myynti

Franchising -sopimusten myynti

Palkkavalmistus ulkomaille

Palkkavalmistus ulkamailla

Yhteisvalmistus ulkomailla

Ulkomaiset markkinointiyksiköt

Ulkomaiset valmistusyksiköt

Tuonti tai muut Suomeen 
suuntautuvat operaatiot

Yhteistyö sopimukset ulkom. 
yritysten kanssa

Muu, mikä ___________________ 12 3*

Millainen on yrityksenne ulkomaisen liiketoiminnan (vienti ♦ muut ulkom. operaatiot) kannattavuus 
verrattuna yrityksenne kotimaiseen liiketoimintaan (käyttökate-X)

1 merkittävästi parempi

2 vähän parempi

3 samantasoinen

4 vähän huonompi

5 merkittävästi huonompi

Kommenttinne edellä esitettyyn kysymykseen.^

Valitkaa seuraavista tekijöistä kolme tärkeintä, johon yrityksenne kilpailukyky ulkomaisilla markkinoilla 
etupäässä perustuu ja merkitse viivalle tärkein tekijä numero 1 :lla, seuraava 2:lla ja kolmanneksi 
tärkein 3:lla.

tuotteisiin ja tuotekehitykseen 

tuotantoon ja prosess ikehitykseen 

myyntiin ja markkinointiin 

edulliseen kustannusrakenteeseen 

jakeluun, huolto- ja palvelutoimintaan 

ostotoimintaan ja materiaalihallintoon 

rahoitukseen 

_ johtamiseen

johonkin muuhun, ____ __________________________________________________________________ _________________

Kommenttinne edellä esitettyyn kysymykseen:

Oleirne kiitollisia mikäli voitte lähettää vuosi kertomuksen, yritys- ja/tai tuote-esitteen. 
REHTI KIITOS VASTAAMISESTA!
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ntavienmn

OSA II: ULKOMAILLE SUHTAUTUNEET OPERAATIOT: LIITE: OPERAAT10MU0T0JEM TÄSMENNYS
1. Tavaran vienti (export)

epäsupra vienti: tavaran vienti yrityksestä kohdemaahan kotimaisen valijäsenen (vienti liike 
vientlagentti, myynti yhdistys, toinen suomalainen yritys tms.) kautta
vienti ulkomaisen väli jäsenen kautta: tavaran vienti kohdemaahan ulkomaisen väli jäsenen kautta 
v,®nîi sV?raaV loppukäyttäjälle: tavaran vienti yrityksestä suoraan kohdemaahan lopulliselle 
asiakkaalle ilman kotimaassa sijaitsevaa väli jäsentä (sisältää myös suoran osa- l. alihankin 
ja suoran vuokraus- l. leasingviennin)

2. Palvelujen vienti (service export)
aoVCCilî*?fu"* asennus-, koulutus;, huolto- ja valvonta- yms. palvelujen myynti ulkomaiselle 
aaiaf-aalle J0kP sellaisenaan tai johonkin muuhun operaatioon (esim. projekti toimintaan) liittyen mikäli samaan yhteyteen sisältyy useita erilaisia palveluja, tulostetaan ne kukin erillisenä

3.

4.

5.

6.

tteeseen tai sen valmistukseen liittyvän patentin, tavaramerkin
. - . ... . ----1 sen know how'n käyttöoikeusjos kysymyksessa on nstikkäin lisensointi (cross licensing) se tulostetaan sekä myyntinä (sivulla 2) 

seka ostona (sivulla 4)
Franchising-sopimusten myynti ulkomaille (franchising) 
valmistaja siirtää sopimuksella jakelijalle tai toiselle valmistajalle oikeuden käyttää nimeään 
ja/tai tavaramerkkiaan seka valmistus-, markkinointi-, liikkeenjohto- ym. know how'ta tuot te it tensa 
valmistamiseksi ja/ta i myymiseksi

Know how -sopimusten vienti ulkomaille (know how agreements)
tamaan ul orna i se I le 
how'ta

__1 • , ----- г r--;----- s . * ; —• ---- ...... w »w о . oa i loa niai SÍ jdSSd t Í edon S Í Í Г t äill l" S t ä .kun taas palvelujen vienti on ensisijaisesti suoritteiden myymistä; mikäli samaan sopimukseen 
sisältyy useita erilaisia know how -lajeja, tulostetaan ne kukin erillisenä

Know now -sopimusten vienti ulkomaille (know how agreements) 
sopimus, jonka puitteissa myyjäyritys sitoutuu korvausta vastaan toimittamaé 
ostajayritykselle johtamistaidollista, teknistä, markkinointi- yms. know how 

- know how -myynti eroaa palvelujen viennistä siinä, että se sisältää ensi sij
kun fAA<4 пд 1 Imi рп vienti one ici ¡üirnrf i :_i   : _ * - _ ■ , , ■

Sopimus- l. palkkavalmistus (contract manufacturing) 
ulkomailla: yritys valmistuttaa ulkomaiset la valmistajalla korvausta vastaan tietyn määrän valmiita 
myyntikelpoisia tuotteita (spesifikaation mukaan), jotka se itse markkinoi joko koti-, valmistus* 
tai jossakin kolmannessa maassa ' •

’ llf¡t>hu?ílri1 >j°? valmistVkseV kohteena ovat osat, komponentit tai puolivalmisteet, kyseessä on 
?Sa Í* fi’hankinta (international sub-contracting), joka kuuluu kohtaan vienti suoraan 
loppukayttajai le

7. Osaprojektien vienti (partial projects)
yritys vastaa osasta ulkomaisen tilaajan investointikohteen suunnittelua, toteutusta ja/tai valvontaa

8. Kokonaisprojekt ien vienti (turnkey projects)
yritys vastaa koko ulkomaisen tilaajan investointikohteen suunnittelusta, toteutuksesta ja/tai
kâvnnU?5îa kSÍ'n¿í!??oSa kOÍT¿-I?—'..toimi tuksineen sekä tarvittaessa valmiin kohteen 
Käynnistys-, ylläpito,- ja kehittämistehtävistä

9. Yhteisyalmistus ui koma illa esim. kehitysmaissa tai sosialistisissa maissa 
(coproduction, joint production)

uuden tai 
nen 

sten
suomalainen yritys ei siis ole yhteisvalmistusyksikön osakas tai omistaja; operaatioita ei tule 
myöskään sekoittaa valmistusyhteistyöhön (kts. alla osa IV)

10. Omat yksiköt ulkomailla (own subsidiaries, branches, joint ventures)
- oman tai yhteisomistuksessa olevan to imi yksi kön (edustusto, r
yhteisyritys, sekayritys, osakkuusyritys) perustaminen ulkoma.^c юуо.и.иеп 

systeemien myynti-, osto,- tutkimus-, valmistus- tms. toimintaa varten
" aîlfLna r?et t0,m,"nall'se* yksiköt eli jos yrityksellä on kohdemaassa tytäryhtiön
alaisena erillisia myynti-, varasto-, huolto- ym. yksiköitä ne tulostetaan kukin erikseen

11. Port foiioinvestoinnit ulkomailla (portfolio investment)
yLíwXÍ ostaa tai saa kaupan vastikkeena ulkomaisen yrityksen osakkeita etupäässä osinkojen vuoksi 

J0,ÏU^ tai saadakseen sita kautta mahdolisuuden arvioida olisiko ulkomainen yritys 
sopiva ostettavaksi omaksi tytäryritykseksi ' p

OSA III: SUOMEEN SUUNTAUTUNEET OPERAATIOT

katso peilikuvana edellä osasta II vastaavaa operaatiomuotoa

OSA IV: KANSAINVÄLISET YHTEISTYÖQPERAATIOT

työvhtyma, sivuliike tytäryhtiö, 
aille tavaroiden, palvelujen know how'n

markkinointi - tms. know
‘ tarkoitetaan sopimusta, jossa joko

a) sovitaan tuotteiden osien, teknisen know how'n, liikkeenjohdollisen 
hou n vaihdosta ja/tai kehittämisestä ulkomaisen yrityksen kanssa tai
b) sovitaan valmistuksen jaosta, markkinoiden jaosta, yhteisostoista, yhteiskulietuksista £oimn^sa'¡¡SSta- yhtelstarJouks,sta tms. yhteistyöstä ulkomols4nYyritaksenkaiwS joko ao.

' myyntisop?mukset°P'mUltSet eiVä‘ sHs sisällä “staja-myyjäsuhdetta kuten esim. know how'n
* yhteisen yrityksen perustaminen ei kuulu yhteistyösopimuksiin, vaan se tulostet 
yksikkönä joko osassa II tai III; mikäli samaan sopimukseen sisältyy useita eri 
(valmistus, markkinointi, huolto jne.), tulostetaan ne kukin erillisenä sopimuk

Copyright © Reijo Luostarinen

ostetaan ulkomaisena 
osasopimuksia 

senä sopimuksena

Helsinki 1991 
Yliopistopaino



Appendix 2 . Countries categorized by their economic 
distance from Finland based on the 
temperature gradient approach 
(Luostarinen, 1979, p. 249)

Group 1 Group 3
HOT COUNTRIES MEDIUM COUNTRIES
1. Sweden 1. Iceland
2. German Fed. Rep. 2. Portugal
3. France 3. Ireland
4. United Kingdom 4. Turkey
5. Italy 5. Lebanon
6. The Netherlands 6. Iran
7. Soviet Union 7. Saudi Arabia
8. Australia 8. Peru
9. Japan
10. Canada
11. The United States

Group 2 Group 4
WARM COUNTRIES COOL COUNTRIES
1. Norway 1. Nigeria
2. Denmark 2. Irak
3. Switzerland 3 . Ecuador
4. Austria 4. Egypt
5. Belgium 5. Zambia
6. German Dem. Rep. 6. Syria
7. Poland
8. Hungary
9. Czechoslovakia Group 5
10. Bulgaria COLD COUNTRIES
11. Yugoslavia
12. Spain 1. Ethiopia
13. Greece 2. Tanzania
14. Kuwait
15. Venezuela
16. Israel
17. Argentina
18. Brazil
19. Mexico
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