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Abstract =

This thesis explores the significance of ethnic ties and entrepreneurial/social networks in the
internationalization processes of small and medium-sized enterprises. It explores whether
such networks can be leveraged in order to enhance the business performance of individual

firms, whilst simultaneously enhancing the international competitiveness and performance of
the UK at an aggregate level.

The above dimension was explored by focusing the study on UK Indian Enterprise. The
reason for this focus was because the UK Indian community constitutes the single largest
ethnic minority community in the UK.

The qualitative study was devised by synthesising and integrating a number of pertinent

literature streams, I.e. Internationalization, SMEs, Asian Enterprise, Culture, and Networks.

The study revealed that the nature and dynamics of the sample frame support the findings
of past studies relating to Asian Enterprise and Asian Entrepreneurship. The findings
highlight that deficiencies in formalised planning processes, financing, and professional
management practices exist amongst the firms; and similarities can be drawn with the
deficiencies and problems recognised to exist for family owned SMEs, and SMEs per se,
regardless of ethnicity. A key issue facing the bulk of firms was that of ‘diversification’ and

‘breakout’, especially for firms operating in declining industrial sectors such as Textiles.

It emerged that the internationalization process pursued by firms was in line with the
internationalization literature relating to ‘export development models’, which suggests that

firms develop and grow their international activities in phases/stages, i.e. Pre-engagement,
Initial and Advanced.

With regard to ‘Ethnic Ties’ and ‘Entrepreneurial/Social Networks’, the study’s findings
revealed that such networks do play an important role in the dynamics of UK Indian
Enterprise. It was also identified that: Indian social networks differ in structure and dynamics
in different national settings; the importance attached to Indian Networks over the three (3)
internationalization phases diminishes; and the international networks of UK Indians do not
necessarily provide them with a significant advantage for internationalization, primarily
because of issues relating to the competency, capabilities, and the synergy potential which
exists with their international network contacts.

The study’s findings suggest that changes in UK Indian cultural norms, which will influence

the business practices of future generations, will be increasingly influenced by Western



business practices and ideology, which may well influence the internationalization practices

of UK Indian enterprises in the future as shifts in management paradigms surface.

It also materialised that mainstream business support services were ineffective and lacking
in both engaging and facilitating the internationalization activities of the participating firms.
This supports the findings of past studies in this area. From a international policy
perspective, the study reveals that although government advice and guidance services may
be of assistance to SMEs per se (in the main firms which are already engaged in
international activity), they do not address tl_je needs of many firms which are at the ‘pre-
internationalization’ stage, seeking to address questions orientated around ‘whether, ‘where’
and ‘how’ to Internationalize. In addition, this non take-up of services would appear to be

more acute for ethnic minority enterprises.
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Definitions/Glossary of Terms

rolr e —F - r—Sp-ar .. & re

Asian: Individuals of Indian, Pakistani, or Bangladeshi origin. It includes people who might
have previously lived in Africa, who's origins were from the Indian sub-continent.

Asian Firms: Asian firms are those in which a half or more of the owners, partners or
directors are ‘Asian’. The term Asian firms exclude Chinese or other East Asian groups’.

Business Formation: |s taken to mean: All greenfield start-ups where there is no continuity
between ownership or type of business that previously operated on the site and the new
business on the site; all acquisitions of going concerns by new owners; all significant
changes of business activity on the site by the existing owner to a quite different type of
business. This is a wider definition of formation than is used by official sources, which
depend on VAT registration definitions (Ganguly, 1982).

Business Failure: Is taken to mean: Clearly observed closure of premises where trading
has ceased (at least, overtly); transfer of business as a going concern to another owner; a
significant change in the type of activity operating on the site (Wilson and Stanworth, 1986).

Capitalism (Capitalist, Capitalistic)z: Possession of capital or wealth; system in which
private capital or wealth is used in production and distribution of goods; In political terms -
dominance of private owners of capital and production for profit.

Closed System: Closed Systems are those which, for all practical purposes, are completely
self supporting, and they do not interact with their environment.

Culture: The shared attitudes and values of the members of a country. ‘Culture is a learneaq,
shared, compelling, interrelated set of symbols whose meaning provides a set of
orientations for members of a society. These orientations, taken together, provide solutions

to problems that all societies must solve if they are to remain viable.’ (Terpstra and David,
1985)

Entrepreneur: One who undertakes a business or enterprise with chance of ‘proﬂt or loss”.

Ethnic: The term ‘ethnic’ refers to membership of an ethnic minority (Ward, 1986) (See 3
below, ‘ethnic minorities’).

Ethnic Minorities: Within the UK ethnic minorities are classified to be individuals who
classify their own ethnic origin as to be: West Indian or Guyanese, Indian, Pakistani,
Bangladeshi, Chinese, African, Arab, Mixed Origin, or Other. With individuals classifying
themselves in the last two groups providing further specification®.

Ethnic minority groups are communities who settle in a host nation, differentiated from the

indigenous population by skin colour and/or subscription to noticeable different cultural,
religious or value norms.

Contemporary discussion of ethnic minority groups in the UK is taken to refer to
communities of Asian, Afro-Caribbean or Chinese origin which in 1988 comprised
approximately 4.2 % of the population.

' Leicester Asian Business Survey (1994).
2 The Concise Oxford Dictionary (1982).
* The Concise Oxford Dictionary (1982).

* Labour Force Survey classification. People interviewed were asked to classify their own ethnic origin and that of others in
their household by means of the question: “To which of these groups (listed above) do you consider....belongs?”

______-_—______———___—__——-—__—________—_—_—___ e ——
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Ethnic Ties: In the context of this study the term refers to personal/emotional bonds, or
relationships of kinship and friendship, shared amongst immigrants in the UK who emigrated
from the Indian sub-continent and Indians elsewhere in the world. '

Indigenous: As used in the context of ‘UK indigenous ethnic firms’ is here meant to signify
membership of an established ethnic group in the UK population (Ward, 1986).

Open System: Open Systems are those which do interact with their environment, on which
they rely for obtaining essential inputs and for the discharge of their system-outputs.

Psychic Distance: A firm’s degree of uncertainty about a foreign market resulting from
cultural differences and other business difficulties that present barriers to learning about the
market and operating there (O’'Grady and Lane, 1996).

Small and Medium-sized Enterprises (SME): There are various definitions for classifying
small and medium-size enterprises. The definition is generally one which relates to the
number of employees, but others based on turnover also are provided.

Government statistics divide firms in to three categories up to 25, 25-200 and over 200.
Other studies have used a slightly different categorisation scale with small and medium-
sized enterprises having less than 500 employees. Small and medium-sized enterprises are

then further subdivided with ‘micro’ having up to 10 employees, ‘small’ being5 up to 100
employees, ‘medium’ up to 200 employees and ‘large’ up to 500 employees".

UK Indigenous Asian Firms: The term is used to signify membership of the Asian
Business community in the UK.

> Leicester Asian Business Survey (1994).
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1.0 The Study’s Focus

1.1  Introduction - Nature of Study

*The contribution of ethnic minority firms to the economy as a whole is considerable. They
represent a significant and growing part of the small business market - -
| . E George, Govemor of the Bank of England (BOE, 1999):

The writer argues that the long-term prosperity of the UK is dependent on improvements in
the international performance of all UK enterprises regardless of ethnicity. Consequently,

ethnic minority firms should be encouraged and supported in exploring avenues which

present genuine opportunities for performance enhancement.

At the time of the study, it was acknowledged in various reports that high on the
Government’s agenda was the regeneration of disadvantaged communities (BOE, 1999);
and the DT| was in the process of reviewing its strategy to ensure that it was addressing the
needs of ethnic minority firms throughout the UK. Indeed, earlier in 1999, the Chancellor of
the Exchequer, the Rt. Hon. Gordon Brown MP, announced the formation of the ‘Small
Business Service’ (SBS), and subsequently, the Rt. Hon. Stephen Byers MP, Secretary of
State for Trade and Industry, published a formal consultation paper on the propbsed SBS. In
response, many minority business networks and agencies believed the consuitation process
as providing ethnic minority business communities, nationally, a unique opportunity to
engage with the DTl in terms of the needs and aspirations of the business community pnor
to the formation of the new nationwide business support agency. Historically, minority
business communities' needs have been subject to a lack of support; indeed, the take-up of
official business support among ethnic minority firms had been proven low (BOE, 1999;
Marlow, 1992; Crick and Chaudhry, 1995; Carter et al, 2000) (see Section 4.4.4).

National statistics show that ethnic minorities and ethnic minority enterprises make
considerable contributions to the overall economic prosperity of the UK, not only at a macro
aggregate level, but also at a micro level (due to localised concentrations) where they make
considerable contribution to the economic prosperity of specific regions (Herche and
Balasubramaian, 1994: Mulhern and Williams, 1994; Owenbey and Horridge, 1997; Clegg
1996; Timmins, 1995) such as the Midlands. Barclays Bank reports that although statistics
on the number of ethnic minority firms, or the contribution of the ethnic minority community
to the UK economy, are not collected by any official source (i.e. Office for National
Statistics) on a periodic basis, an estimate of a thirty seven billion pounds (£37B)
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contribution to the UK’s GDP has been made®. It should also be noted that isolated
estimates’ of the economic activities of the South Asian population (i.e. Indians), the largest
ethnic community in the UK - and the focus of the study - suggest their total turnover to have

been somewhere in the region of between five billion pounds and eight billion pounds (£5B -
£8B) in 1992.

It is estimated that ethnic minority firms represent almost seven percent (7%) of the total
small business stock (Barclays Bank, 1997), compared to a demographic population of
some five percent (6%). Indeed, Labour Fo}ce Surveys and the 1991 Census highlight that
ethnic groups have a greater representation in self-employment than Whites. This is
supported by statistics which reveal that approximately nine percent (3%) of new business
start-ups in 1997 involved entrepreneurs from ethnic minority backgrounds (Barclays Bank,
1997), clearly demonstrating a higher potential contribution to UK competitiveness.

When one looks to the future, ethnic entrepreneurship takes on even greater significance for
the UK as entrepreneurial talent is anticipated to increase over time, primarily because the
ethnic minority population is expected to double over the next twenty five (25) years (Race
for Opportunity, 1997; Clegg, 1996). Indeed, eighty percent (80%) of the ethnic minority
population are aged below twenty five (25) years, and over ten percent (10%) of university
students are from ethnic minority communities. Consequently, the ethnic community is seen
as a growing sector of an increasingly multi-cultural population, a sector which is
proportionally better educated and more entrepreneurial than the broader society as a whole
(Basu, 1995; Gidoomal 1998). This highlights that there is a growing need to identify and
recognise the specific strengths and weaknesses of these communities, whilst
simultaneously identifying the specific threats and opportunities they face, in order to
determine the precise nature of business support requirements necessary to facilitate their
growth and enhance their contribution to the aggregate growth and development of the UK
economy in the new Millennium.

The study presented and discussed by the writer focuses on highlighting the significance
and the importance of ‘ethnic ties” and ‘entrepreneurial/social networks’ as resources which
ethnic minority firms could potentially utilise in order to facilitate the internationalization of
the firm. It was perceived at the conception stage of the study that such ties and networks

present the ‘ethnic firm’ with distinct advantages over ‘other’ firms in international activity.

e et e e feteeeeeeees——————— T ———————e—

® The statistics are taken from the Office of National Statistics. The calculation is an approximation only, and does not take
account of other relevant factors, such as unemployment statistics.
. South Asian Development Partnership (1992).

The term ‘Ethnic Ties’ is defined here as meaning personal/emotional bonds or relationships of kinship and friendship shared

Hhm— R ——
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Whilst the literature review regarding ‘networks’ suggests that ‘networks’ per se are of
generic importance to entrepreneurs regardless of ethnicity (Birley, 1985; Aldrich and
Zimmer, 1986; Tjosvold and Weicker, 1993; Malecki and Veldhoen, 1993; Perry, 1996;
Fletcher, 1997), the literature on Asian Enterprise (introduced and discussed in Section 4.0)
suggests ‘networks’to be of more significance amongst Asian groups residing in the UK
(Ram, 1994; Ward and Randall, 1988; Werbner, 1984; Waldinger et al, 1989; Ward, 1991:
Bailey, 1989). Indeed, this was one of the reasons why the writer chose to focus the study
on Indian enterprises and their entrepreneurs as a case study. This community of
entrepreneurs was selected following the understanding and insight gained (by the writer)
that there are subtle differences between nationalities grouped as ‘Asian’ (Hofstede, 1980)
(see Sectioh 5.0 which discusses cultural differences). This focus served to validate the
study's propositions, and investigate if such networks offer genuine opportunities for
Internationalization. The primary reasons for selecting Indians (i.e. South Asians), as a focus
group, were: 1) they represent the largest ethnic minority community in the UK; and, 2) they
are the most researched ethnic minority community, enabling the writer to draw upon past
study findings as a reference point.

The study sought to investigate the extent to which UK Indian firms had internationalized
and the importance placed on ethnic ties and networks in the development and selection of
their foreign market entry and development strategies (FMEDS).

Coupled with the above statistics and the research findings presented throughout both
volumes, which identified a significant proportion of UK Indian firms are concentrated in
traditional and localised industries - industries which are: generally associated with poor
working conditions; open to international competition; and generally price competitive and
declining sectors (Ram and Jones, 1998; Ram et al, 2000) - the writer suggests that a need
exists to assist such firms to ‘breakout’ and enter new areas of business opportunity (i.e.
diversification) both domestically and internationally (Wilson, 1983; Wilson and Stanworth,
1986: McEvoy and Aldrich, 1986; Ward, Randall and Karisa, 1986: MacMillan and
McCaffery, 1982; Deakins, 1996; The Ethnic Minority Business Development Initiative
(EMBI), 1991; Ram and Sparrow, 1993; Khan, 1988). As a consequence of such assistance,
as stated earlier, the resulting chain reaction can be anticipated to have the positive effect of
contributing to rebalancing the UK's industrial portfolio to a more competitive and

advantageous position.

In addition, the reported shift in international trade from the Atlantic region to the Pacific

I_-—_-—_-l——u-—__—-____-

amongst immigrants in the UK who emigrated from the Indian sub-continent and Indians else where in the world.

e
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region has resulted in genuine opportunities presenting themselves to UK immigrant
communities whose ancestral roots are in these new and growing international trade zones
(NatWest Bank, 1997). Indeed, the literature identifies that many immigrants who have
settled in the UK maintain and value kinship ties with their ancestral motherland and
endeavour to maintain their motherland’s cultural heritage in the host nation (Desai, 1963;
Oakley, 1970; Ballards, 1977; Allen, 1970; Gidoomal, 1997; Reardon et al, 1997). This can

be argued to provide them with a unique competitive advantage over similar host nation
firms which may lack such ties.

Also, many indigenous UK firms which have the potential to operate internationally
experience psychological barriers to internationalization when faced with cross-cultural
management issues. This factor intensifys the perceived risk of internationalization and
consequently influences the ‘go/no go’ decision (Hambrick et al, 1989: Sandstrom, 1992:
Carlson, 1966; Johanson and Wiedersheim-Paul, 1975; Hallen and Weidersheim-Paul,
1982). It can be argued that the recruitment of a multi-cultural and diverse workforce would
overcome national cultural differences and equip the firm with an informed international
launch pad. This would result in not only reducing the perceived risk of entering international
markets, leading to enhanced long-term business performance, but would also

simultaneously, at an aggregate level, enhance the UK’s competitiveness at an international
level.

At the time the study took place, the behaviour of UK Indian Enterprise in terms of
internationalization was a relatively unknown phenomena, hence the proposed methodology
for the study was inductive. However, familiarisation with previous empirical and theoretical
work on Internationalization, SMEs, Asian Enterpriseg, Ethnic Minorities'®, Culture, and
Networks per se was deemed to be important prior to the research design outlined in the

research methodology presented in Volume 2, Section 3.0.

As highlighted throughout the thesis, the study had a strong exploratory component
concerning the extent to which UK Indian enterprises viewed internationalization and had
internationalized, clearly identifying barriers to the internationalization process. Information

was gathered through qualitative research via in-depth guided interviews which allowed the

? Individuals of Indian, Pakistani, or Bangladeshi origin. It includes people who might have previously lived in Africa, whose
origins were from the Indian sub -continent

19 within the UK ethnic minorities are classified to be individuals who classify their own ethnic origin as to be: West Indian or
Guyanese, Indian, Pakistani, Bangladeshi, Chinese, African, Arab, Mixed Origin, or Other, with individuals classifying
themselves in the last two groups providing further specification. Ethnic minority groups are communities who settle in a host
nation, differentiated from the indigenous population by skin colour and/or subscription to noticeable different cultural, religious
or value norms. Ethnic minorities are drawn to the host nation by prospects of employment, the possibility of a higher standard
of living and for some, a necessary move from repressive conditions in their home land. Contemporary discussion of ethnic
minority groups in the UK is taken to refer to communities of Asian, Afro-Caribbean or Chinese origin which in 1988 comprised
approximately 4.2 % of the population.

Page 14




DBA in Marketing - Volume 1/2

opportunity to explore pertinent issues. The writer argues that the type of information which
the study sought and gathered, concerning the process of internationalization adopted by
UK Indian firms, could not have been uncovered as thoroughly through utilizing other survey
instruments, for example, a postal survey. This dimension is discussed in detail in the
study’s methodology.

The outputs of the study provide: a contribution to improvements in the internationalization
business practices of UK Indian enterprises; a contribution towards the development of
models of internationalization, in particular identifying the important role which ethnic ties

and entrepreneurial/social networks have; and a contribution towards support agency

policies (public and private) along with other appropriate organisations. Indeed, the research
methodology devised for the study was structured to ensure these outputs were attained.

The reader should recognise that throughout the study the writer constantly asked himself
the question, ‘Should firms Internationalize?’ The question is based on Piercy’s (1982)
conclusion that: “the great bulk of what has been written, said and taught about exporting is
founded on the assumption that companies are (or should be) internationally active
committed, problem-solving exporters. It has been shown that this assumption is
descriptively false and indeed may be normatively questionable”.

1.2  Research Objectives

In order to satisfy the research objectives of the study outlined below, an integrative
framework of the internationalization of the firm - utilizing ideas and concepts derived from
the contingency theory, resource-based perspective and strategic management literature,
similar to that proposed by Bell and Young (1997) - was adopted as a plausible research
framework and point of reference faor the study. By considering internationalization within the .
holistic context of firm strategy and growth, the study aimed to provide insight which can
assist in taking the research field forward. Indeed, Young, Bell and Crick (1998) argue that
by adopting such an approach the researcher can get closer to the actual nature of
decision-making within firms, since a firm is unlikely to make individual international
business decisions independently of each other and of other strategic and business
Management decisions within the enterprise; i.e. decisions are made based on the
outcomes of historical decisions, the organisation’s current objectives/priorities, and the

prevailing external business climate. Consequently, firms reach a state of

Internationalization (see Section 3.3 for discussion).
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The reader should note that since the thesis is submitted in fulfiiment of the requirements of
the degree of ‘Doctor of Business Administration’ (DBA) (Hayer, 1997; Hayer, 2001), the
outputs of the study stress the policy implications, both business policy (various aspects but

particularly international business policy) and public policy (see Volume 2).

The overall governing objective of the study was: To investigate the significance of
ethnic ties and entrepreneurial/social networks in the internationalization of the firm.

This objective was to be achieved by focusi’_ng the study on ‘the internationalization of UK
Indian enterprises’ as a case example.

In order to satisfy the governing objective, the following research sub-objectives which relate
to market screening and selection, foreign market entry and development strategies
(FMEDS), and policy issues, were also addressed by the study:

SO1. To identity the methods and techniques adopted by UK Indian firms in the country
screening and selection process in order to evaluate suitable international markets;

S02. To identify how UK Indian firms perceive overseas markets, their attractiveness, the

~ barriers (tangible and intangible), and their perceptions regarding the assistance
required (at both sides) to improve and enhance effective and efficient entry into
overseas markets;

SO3. To identify the foreign market entry and development strategies (FMEDS) adopted by
UK Indian firms and the management strategies pursued;

SO4. To investigate how cross-cultural ethnic links influence the internationalization of UK
Indian firms (outward from the UK and inward to the UK), and establish whether ethnic
ties become less or more important as the firm grows (domestically and
Internationally) over time;

S0S. To identify the extent to which past studies have enhanced our understanding and
research focus in the area of the internationalization of UK Indian entrepreneurs and
thelr firms;

S06. To evaluate the usefulness of support agencies (public and private), in particular with
regard to the level of assistance available for internationalization as perceived by UK
Indian entrepreneurs and their firms; and finally

SO7. To provide sound recommendations based on research which will be of value to:
¢+ UK Indian entrepreneurs and their firms;
¢ business support agencies (public and private);

¢ international business academics, and others with interests in entrepreneurship
and Indian enterprise, and internationalization per se; and

¢ to make a distinctive contribution to research in the field of internationalization.
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1.3  Underlying Assumptions of the Study

The underlying assumptions at the outset of the study were as follows:

o The majority of UK Indian firms are passive in nature when it comes to
internationalization. They do not actively seek international opportunities and when
internationalization is considered and investigated, it is a reactive action in response to
their changing business environment, i.e. they operate in self defined vacuums as closed
systems;

¢ The mechanism by which internationalization occurs is via relationships which exist with
the family, the extended family and the Asian community at large, i.e. ethnic ties and
social networks provide the conduit for international activities. This assumption implies
that international exchange is primarily restricted to nations with which Indians have blood
or ethnic ties; and

¢ The culture of the ‘nation’ with which Indian entrepreneurs and their firms engage in
exchange internationally, or the ‘parties’ with which they engage in exchange
internationally, have a significant impact on the internationalization process of UK Indian
firms.

1.4 Researching Indian Enterprise

“With some areas of the UK havmg retat:vely high levels of ethmc mmonty-owned fi rms

_'Operatmg w:thm them it is surpnsmg that SO !:ttle has been wntten about these fi rms |
| | | - | - Cnck and Chaudhry (1 995)§

By e . L O R A . S LI HEE S e R LS s Lo e T wrr SRR el e -

The reasons presented to explain the limited amount of research in to the growth potential
and problems of ethnic-owned firms (Marlow ,1992) are related to issues such as:
overcoming language barriers, locating firms which operate in marginal, informal sectors
and gaining access to SMEs where time is a scarce commodity. Krcmar (1987) encountered
problems obtaining interviews with Asian entrepreneurs and, in some cases, faced language
difficulties. Also, Brown and Gay (1986) suggest that institutional racism in contemporary

society acts as a barrier to White researchers gaining the trust of ethnic entrepreneurs.

With such issues hindering ‘Asian Entrepreneurship’ and ‘Asian Enterprise’ research, it is
not surprising that so little has been undertaken and, consequently, written about these

entrepreneurs and their firms in comparison to SMEs per se. However, the writer suggests
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that there is a need to overcome these issues which act as barriers, and genuine effort

requires to be made from both sides, i.e. the researcher and the Asian business community

(see Volume 2. Section 11.4.2).

With growing competition, not just from domestic competitors but from international ones
also, it can be argued that a new partnership needs to be established which will enable firms

and support agencies (public and private) to benefit from research findings whilst
simultaneously participating in the studies themselves.

1.5 Academic Reasons For Undertaking The Study

As stated earlier, a particular aim of the study was to contribute to the literature in the area
of ‘the internationalization of the firm’ by establishing whether or not ‘ethnic ties’ and ‘social
networks’ - which can be regarded as Entrepreneurial Networks - influence the

internationalization of the firm.

The literature review undertaken by the writer, and presented in this volume on: the
lntefnationalization of the Firm (in particular Psychic Distance and Network Theory); Small
and Medium-sized Enterprises (SMEs); Export Development Models; Ethnic Minorities;
Asian Entrepreneurs and Asian Enterprise; Culture and Cross Cultural Management; and
South East Asian Networks - all of which were relevant in the context of the study. It

identified the following summarised’' issues which enabled the writer to derive propositions

(see Section 1.6) which contribute to both practitioner and academic audiences:

¢ Internationalization

1. The literature on internationalization is constantly evolving. There is scope for
contribution to the development of models of internationalization, particularly in the area -
of the importance of ethnic ties and social networks to internationalization; and

2. Certain sectors of business activity will feel a far greater need to internationalize than
others as a result of intensifying international competition and changing world order. This
will especially affect those firms which operate in marginal price competitive sectors

where factor costs are of critical importance to survival.

—_—_

1 .
w:ssues have emerged foliowing the literature review. Evidence and references are provided in the relevant sections of this
ume,

—--—___-—_—_———_—_— — e e S —— e —————— S e e e————— e e g S — - et ——— ——
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¢ Networks
1 When attempting to reconcile networks in a Western context with networks in an Asian

context, it is apparent that the two (2) are fundamentally different. This is explained by
the different ideologies which have led to their creation and sustainability;

2. It wouid appear that Asian networks are structured hierarchically, all networks being
ultimately subordinate to the Asian community's ‘social network”:

3. Asian social networks have established themselves as a way of life over many

generations, and as such they are integrated into the fabric of Asian society. They are a
cultural trait. Asians develop and exploit social networks and ethnic ties for the

accomplishment of a number of ends. These networks are sources of competitive
advantage as well as competitive disadvantage. In Asian networks, there is a stronger
emphasis placed on ‘personal trust’, as opposed to that of ‘systems trust’ which is
prevalent in Western societies. In the Asian context, networks provide an infrastructure
for doing business and establishing relationships. Networking is seen to come naturally
to Asians and is an integral part of the cultural fabric of their motheriand, and
consequently will inevitably influence ‘Asian’ business practices both domestically and
internationally; and

4. Western business networks are established as a means to support the capitalistic
society of which they are a part. Westerners view the need to develop business
networks from a perspective which will enable them to develop and execute business.

They are regarded as a necessary means {o this end and are not deep rooted in the
cultural fabric of Western capitalistic societies.

¢ Culture

1. The way in which people behave and interact with the wider environment differs
according to their country of origin. The literature shows that Westerners are considered
to be more individualistic, whereas Asians are considered to be more collectivist in
orientation. These social differences influence the business behaviour and practices of
individuals from different nations. The literature on Asian networks suggests that
‘networks’ are a cultural characteristic of Asian communities, the roots of which are
embedded in aspects of religion, duty, community, and honour;

2. The ideology of a child’s parents (which is a manifestation of culture), and the
community within which they grow up during their formative years of socialisation, have a
life lasting impact on a child’s behaviour. Although children may consciously choose to
adopt, at a superficial level, certain norms of behaviour associated with their host nations
culture, they will still maintain at their core the cultural values and ideology of their
parents. This implies that continuity of culture within immigrant groups will exist in a host

nation (i.e. sub-cultures will exist). However, the degree to which this is diluted over the
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generations, due to the diffusion of a host nation’s national culture over generations of
immigrant groups, is an important issue for future research; and

Individuals would prefer to engage in exchange with individuals who share similar
cultural norms, approaching those with different cultural norms with caution and
reservation. A ‘cultural-gap’ may exist between parties from different societies which can
lead to misunderstandings, generating noise which surrounds the communication

process, in both encoding and decoding of messages, between the parties concerned.

¢ Asian Entrepreneurs and Asian Enterprise

1.

10.

1.6

Firms are predominantly concentrated in the small end of the spectrum of the definition
of SMEs (i.e. micro-businesses);
Entrepreneurs are predominately concentrated in declining marginal areas of business

activity where competition Is significantly based on price (for example: retail, textile, and
food sectors);

Businesses predominantly serve their own ethnic enclaves;
Entrepreneurs do not actively seek international opportunities;
Enterprises operate as family businesses which are financially ill-equipped, l1acking in

management 3kills and professional knowledge, and sceptical of outsiders, i.e. they lack
resources;

Entrepreneurs are reluctant to participate in government agency business support
schemes;
Firms are not integrated into the mainstream and an issue regarding ‘breakout’ from

ethnic markets exists:

The UK Asian community demonstrates a higher level of entrepreneurship than other
communities;

Ethnic minority entrepreneurs have been disadvantaged by discrimination; and

Entrepreneurs maintain contact with relatives and friends on the Indian sub-continent
and throughout the world.

Research Propositions

“The purpo.se of exploratory research is to dtscover new :deas and ms:ghts these are better

attained via propos:tlon fonnulat:on than h ypotheses fonnulatton

-
- A

- Selltlz et al (1 976)

Yar ur-hamk .o om o om m, ' Lau wMmam B am i die cagwh cwerdl r omw—wwir v o A eww= wamr_ - vm .a Heoa 1 - m A wh T S T ST LI ey cmwbdrm PR Sw Brn ok oW o el sw ke oM. mEs tra s e PR B T o A T e Rt L s e e e F rapr— - T

When embarking on a research study, a key research issue for the researcher is to

Page 20



DBA in Marketing - Volume 1/2

establish whether it is appropriate to make ‘hypotheses’ or propose ‘propositions’

In the case of this study, the writer believed it more appropriate to propose propositions as
opposed to hypotheses. As stated in Section 1.2, the primary focus of the study was to |
‘explore the significance of ethnic ties and entrepreneurial networks in the

internationalization of the firm’, which influences whether to make ‘hypotheses’ or suggest

‘propositions’. Indeed the primary reasons for posing propositions were:

¢ There is general convergence of agreerr;ent in the literature that, all things being equal,
firms begin to export as a result of the interaction between external and internal attention-
evoking factors, governed by the ‘mind-set’ of the key decision-maker(s) (Wiedersheim-
Paul et al, 1978; Olson and Wiedersheim-Paul, 1978; Maignan and Lukas, 1997).
Consequently, individuals make different decisions in similar situations grounded in their
perceptions of balancing opportunity and risk (Eriksson et al, 1997). As a result, given the
highly ‘behavioural’ nature of this process, hypothesis testing was rejected by the writer;
and

¢ The nature of the qualitative data to be collected during the field work via in-depth
interviews would not lead to appropriate hypothesis testing. The behavioural nature of the
study, combined with the size of the sample frame, precluded the use of hypotheses.

In summary, the writer believed that propositions posed at the outset of the study would be
more appropriate to explore the complex internationalization processes and patterns, and

would lead to a higher degree of understanding of attitudinal and situation-specific factors.

In addition, it should be noted that Van Maanen (1983) and Hart (1987) have highlighted

concerns regarding the use of hypotheses to investigate historical data. They argue that

information provided by respondents may not be accurate for various reasons including:

¢ Events may have occurred before the individual joined the firm or attained their present
position; and

¢ Even if they were directly involved, their recollection of events and behaviour may be
blurred or distorted by post-hoc rationalization.

Consequently, it can be argued that the use of complex data analysis techniques to test

hypotheses, on self-reported past internationalization dimensions, is methodologically
Suspect.

It should be noted the following propositions relating to the context of this study were

derived and justified based on the issues which materialised through the literature review

-'-""""'—-——_..________— — ey e — — —
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i, o

(see Sections 3.7, 4.6, 6.7, and 6.7 for detail). It is these propositions which influenced this
study’s research design which is discussed and presented in detail in Volume 2, Section
3.0. The reader should also note that the study’s findings were compared where possible
vis-a-vis the findings relating to SMEs per se, in order to highlight ethnic enterprise

idiosyncrasies and derive the focused conclusions and recommendations presented in
Volume 2.

1.6.1 Propositions: Internationalization

P1.1 The management paradigm which exists within UK Indian firms is one which is
orientated around ‘strategic fit’ as opposed to ‘strategic intent’. This will restrict the
pursuit of international opportunities;

P1.2 The international growth of UK Indian firms is restricted due to lack of appropriate
international management skills. Internal deficiencies exist which restrict
internationalization (Crick & Chaudhry, 1995);

P1.3 UK Indian firms will predominately be involved in export/import activities as opposed to

other modes of international business, i.e. licensing, franchising, joint ventures, FDI,
management contracts, etc., primarily because of issues relating to risk, control and
background factors (Crick & Chaudhry, 1995); and

P1.4 The support strategies adopted by support agencies are ineffective in encouraging UK
Indian firms to internationalize. The supporting network of resources on which UK
Indian firms may draw for advice and information regarding aspects of
internationalization are inadequate (Marlow, 1992; Crick & Chaudhry, 1995).

1.6.2 Propositions: Ethnic Ties and Social Networks

P2.1 Networks are a way of life in an Indian context which can restrict the effective and
efficient internationalization of UK Indian firms; these are a source of competitive
disadvantage as well as competitive advantage (Ram, 1994; Hamilton, 1996);

P2.2 Wherever Indians live and work, the social networks that they create are similar in
structure and in mode of operation with social networks shaping the way Indians do
business in all settings (Hamilton, 1996);

P2.3 The importénce attached to ethnic ties and social networks over the duration of
international activities does not diminish over time (Hamilton, 1996);

P2.4 Where business partners based in other nations are necessary, great emphasis Is

placed on similarities in culture and the exploitation of ‘social networks’. This becomes
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critical to the internationalization ‘go’ or ‘no go’ decision. For UK Indians, international
social networks and ethnic ties provide a ready means for internationalization;

p2 5 Amongst the range of personal relations used by Indian entrepreneurs to maintain
business trust, the family and regional ties are of particular importance. This will
influence the personal networks of Indians in relation to network density and diversity,
thus restricting internationalization activities; and

p2.6 Within Indian business networks there is, it can be argued, a sense of mutual
suspicion and an absence of sincerity which may restrict internationalization
(Hamilton, 1996). It is uncertain as to whether trust or suspicion are the major issues.
The literature is divided as to whether network bonds would rest on trust or suspicion.
Within networks, the writer suggests that possibly trust and mutual orientation exists,

with suspicion existing between competing networks.

1.6.3 Propositions: Culture

P3.1 The cultural factors associated with Indians are unlikely to diminish to a level which will
significantly change UK Indian Enterprise behaviour, i.e. the degree of cultural
contamination will be restricted (Tayeb, 1988; Child, 1982);

P3.2 Indian firms will exploit both systems trust and personal trust to enter international
markets; the fact that systems trust exists in the UK does not diminish the vigour of
personal trust in Indian business life (Hamilton, 1996); and

P3.3 Indian entrepreneurs have to invest considerable time and resource in order to

personalise economic relations and to undertake diffused mediating functions. This

will restrict internationalization activities (Hamilton, 1996).
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2.0 Organisation and Structure of Volume 1

Both volumes of this thesis have been structured in a manner which makes each volume
self standing. This volume focuses on the development of research issues and questions,

and Volume 2 focuses on the investigation of these and the outputs of the investigation.

This volume presents the findings of the literature review and synthesis of the relevant
streams of literature, and the derived research propositions for the study, whereas Volume
2 presents: the research methodology; the research design; the sample frame,; the findings

of the field work; the conclusions and recommendations; the limitations of the study; and

suggests areas for future research.

This volume has been structured in a manner to enable the reader to follow the writer's
argument and gain an appreciation for the overall research objective: Section 3.0 outiines
the scope of past and current thinking, and the limitations of the literature on the
internationalization of the firm. The section focuses on areas (i.e. gaps in the literature)
where contributions are possible in order to take the research agenda forward; Section 4.0
discusses the context of this study, i.e. UK Indian Enterprise, and provides the reader with
texuralisation and a feel as to the nature, dynamics and history of such firms. The section
highlights that Asian firms rely heavily on ethnic ties and social networks for a host of
reasons and that they are culturally significant; Section 5.0 develops further this insight in to
the cultural dimension of Indians and the cultural significance of networks to Indian
enterprises and their entrepreneurs; Section 6.0 further develops the issue of Asian
Networks and focuses on the dynamics of such networks. The section debates the

possibility of utilising networks as strategies to enhance and provide opportunities to
contribute to the internationalization of UK Indian firms.

A review of the contents page (page 3) provides the reader with a detailed break-down of
the structure of the volume. The volume comprises six (6) sections with the key literature
streams being synthesised, separated, and presented as distinct sections, i.e.
Internationalization, UK Indian Enterprise, Culture, and Indian Networks. Cross referencing
across the literature streams is made throughout the volume so as to present a meaningful
and integrated review of the literature streams in the context of the study, and also identify

meaningful research issues and questions.

Each section follows on logically from the previous section in a coherent manner, with
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sections being sub-divided into relevant sub-sections in order to derive meaningful research
issues for the study. Indeed, each section concludes with a sub-section which outlines the
emergent issues from which the study’s research propositions were derived and investigated

through primary research as detailed in Volume 2.
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30 The Internationalization of The Firm

“The global, high-tech economy has brought with it a whole new range of business .
'dynamics,f 'with_ enterprises, technologies and govemments interabtihg within a global o
marketing and production arena. More than ever before the issue of how to enter and
develop intenational markets is a crucial dimension in compelitive advantage:
internationally.” s ' - R
. . Youﬁg et a l (1 989)

' Fr g crpr e a e

3.1 Introduction

This section of the volume focuses on Internationalization per se and small and medium-
size enterprises (SMEs), and establishes the rationale for the study, i.e. clarification of the
significance of ethnic ties and social networks in internationalization processes. The section
provides the reader with a comprehensive and systematic review of the internationalization
literature and concludes by highlighting specific emergent areas where research attention
was directed, i.e. gaps in the internationalization literature which were addressed through
probing the internationalization processes of UK Indian enterprises.

The section provides a review of the contributions made by the three (3) schools of thought
to enhancing our understanding of the internationalization of the firm - i.e. behaviourists,
economists, and strategists. In addition, the section debates the significance of the notion of
psychic distance’ to the international market screening and selection processes of firms;
and also (given that the demographic profile of the sample frame (see Volume 2, Section
4.0) was shown to be SMEs) provides a detailed review of the internationalization literature

relating to the internationalization practices of SMEs per se and those of Asian enterprises.

3.2  Internationalization per se

The term ‘internationalization'® has been used by Welch and Luostarinen (1988) to refer to

the process of increasing involvement in international operations’ and highlights the variety
In firms’ Foreign Market Entry and Development Strategies (FMEDS)". The literature

Suggests that a firm’s international involvement can best be described as an evolutionary

—_—
12

nam et al (1987) define ‘internationalization’ as including ‘the whole range of methods of undertaking business across
S EME é)f'?n"ﬁfs,. Some of which involve fiow of goods and services between countries, some of which do not.

S: Exporting, Licensing, Franchising, Management Contracts, Turnkey Contracts, Contract

w:gad“ﬁngflntemational Sub-contracting, Industrial Co-operation Agreements, Contractual Joint Ventures, Equity Joint
res, Wholly Owned Subsidiaries - see Young et al (1987) for detailed discussion.
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and ongoing process, and in internationalizing “firms will need to be flexible enough and

have the capabilities to operate a range of methods of foreign operations” (Young et al,
1989). Indeed, “the exchange of goods and services on an arm’'s-length and ad hoc basis,

i e. ‘trade’ in a textbook sense, between independent firms in two different countries, is
pecoming the exception rather than the rule. Contractual relationships between links in the
‘chain of value added’ are becoming an essential feature of the modem economy”
(Commission of the European Communities, 1988). This suggests that the
internationalization process per se is a dynamic and evolving one, and one which this writer

suggests in Sections 5.5 and 6.4 can be influenced cuiturally.

The effect of the ongoing liberalisation of global trade, and the integration of national
economies in general, is that firms are experiencing increasing global competition which will
require them to continuously reassess their FMEDS in order to remain competitive
(Bonaccorsi, 1992; Erramilli and D'Souza, 1993; Haahti, Hall and Donckels, 1998). It is in
this context of ‘global’ change that over the past twenty (20) years there has been an
increasing level of research focusing on the ‘internationalization of the firm'*’, Johanson and
Vahine (1990) suggest that it is increasingly evident that this research focus is a reflection of
the growing internationalization of firms and industries with the internationalization process
(i.e. FMEDS) manifesting itself in numerous ways.

However, it should also be recognised that only a segment of international business activity
has traditionally been included within the topic. The literature suggests that: the Uppsala
Internationalization Model (Johanson and Wiedersheim-Paul, 1975) is chiefly applicable to
market seeking international activity, as opposed to operations motivated by natural
resource seeking, efficiency seeking and strategic asset seeking (Dunning, 1993); there is
an implicit assumption of organic evolution in the literature on the internationalization of the
firm, rather than expansion through mergers, acquisitions and alliances (MMAs)'’; the
Internationalization concepts have less relevance to the established multinational firm, either -
as investor or as exporter'®; and emerging evidence of subsidiaries developing somewhat
independently of parent strategies is another emerging dimension (White and Poynter,
1984; Birkinshaw and Morrison, 1995; Bartlett and Ghoshal, 1989; Hedlund, 1986).

;’In;his r§fe5 to the way firms internationalize from their first contact with markets abroad until they become multinational
panies,

° According to UNCTAD (1994), worldwide cross-border acquisitions and mergers accounted for seventy per cent (70%) of the
FDi Inflows to developed countries in the years 1986-90. As in domestic business strategy, mergers and acquisitions may
Provide a faster route in to intemationalization: while international strategic alliances may not only have a variety of motivations
?ﬁm May also utilise different (non-equity) modes of operating and involve a variety of elements in the value chain.

Numerous researchers report that new MNESs are emerging all the time - perhaps at a rate of 4,000 to 5,000 a year
(Dunning, 1994) but this initia! investment is relatively small in comparison with sequential investment undertaken by
estaplished MNEs. The latter probably accounts for seventy to ninety per cent (70-90%) of worldwide FDI. There has been
relatively little systematic study of the motivations or patterns of this sequential investment.
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The literature on internationalization identifies that research on the subject has been
forthcoming from a variety of stand-points, with three (3) schools of thought emerging in the
area. Each school is discussed in Section 3.3 in more detail. Indeed, the writer suggests
that it is important to recognise that the various schools of thought address the same issue,
i.e. internationalization per se but from different view points, with each presenting different

perspectives of the internationalization process, and each making a valuable contribution to
the evolving subject area (Coviello and McAuley, 1999).

3.3 Schools of Thought

3.3.1 Introduction

Scholars have adopted a variety of approaches to the analysis of the internationalization
process and the FMEDS adopted by firms. Contributions have been forthcoming from
‘economists’, stressing the interrelationships between ownership, locational and
internalisation variables; ‘behaviourists’ suggesting an incremental, evolutionary approach to
foreign markets; and ‘business-strategists’ focusing upon the nature of decision-making in
organisations and the role of corporate planning. The writer suggests that it is important to
recognise that only when the various approaches are brought together does a holistic
picture emerge, illustrating the dynamic and complex nature of the internationalization
process. Indeed, today, the internationalization processes of firms are more heterogeneous
than they were decades ago. The literature suggests that developing simplistic and
deterministic models regarding the internationalization processes of firms should now be
questioned (see Section 3.3.4).

Indeed, Sullivan (1994) suggests the validation of theories of international business have not
matched the robustness of their development. Estimating the degree of internationalization
(DOI) of a firm remains arbitrary, with many scholars suggesting it to be a unidirectional
evolutionary process relative to domestic circumstances (Johanson and Vahlne, 1977;
Forsgren, 1989: Welch and Luostarinen, 1988), a process which is difficult to clearly define
since reconstructing the often idiographic sequence of internationalization requires
establishing many events and relationships. This fact alone clearly explains why so many
theories and models present contradictory reports regarding the sequence of
Internationalization per se (Johanson a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>