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ABSTRACT

The aim of this paper is to contribute to the development of the Internationalization
Process Model (1P model) through the use of a resource network perspective, based on
industrial network theory. According to the IP model, firms internationalize through an
incremental path characterized by small steps that are dependent on the firms and the
networks resource combination. In this paper, it is proposed that the resources play a
key role in the internationalization process of a firm. Resources are heterogeneous (in
terms of nature, location and specific characteristics) and they are classified into four
categories. products, facilities, business units and business relationships. Firms
internationalization process paths are different from one another because of the
different internal and network shared resource structure, the commitment towards
specific resources, the influence of different internationalization motives (exogenous
and endogenous factors to the firm) and of a firm's choice of entry mode (trade or
foreign direct investment). By using a resource interaction and network perspective, we
identify how the combination of all the above factors determines the emergence of
specific “ bridgehead resources’. We conclude that, despite possible differences in a
new market, a firm's internationalization process is characterized by an incremental
and structured resource commitment. This process assumes a cyclical pattern, caused
by the firm's change in commitment towards different specific resources. Thus, at each
different internationalization phase, the firm's commitment is towards a new specific
resource that characterizes each step and constitutes the basis for the following one.
These concepts are exemplified through the case of Ericsson’s entrance to the Japanese
mar ket.

INTRODUCTION
According to the IP Modd (Johanson and Vahlne, 1977 & 1990) and the Industrid
Network Approach (Hakansson and Johanson, 1988), a firm engages in internaiona
operaions by committing to a specific market through activities and networking, a an
incremental pace. Starting from the assumption that commitment to a new market can
be directed to specific externad business relaionships (new customers and suppliers), to
entire networks (new foreign market) and to a firm's internal assets (new products and
new production units), we argue that a firm's internaiondization process can be
consdered as a series of gpecific resource commitments in time. The IP modd presents
four determinants of a firm's internaiondization process. market commitment, market

knowledge, current activities and commitment.



Resources ae involved in dl four factors, for example, maket commitment is
expressed by different resource commitments and current activities are generated and
dependent on availlable resources. However, resources are not dl the same for dl the
firms and dl the time. So, why would a firm entering a new market commit itself to a
certain resource and not to another? What kind of resources can launch a firminto a
new market and under which circumstances? After answering these questions, we
identify the different control and risk levels connected with the commitment to different
specific resources.

Our am is to explore resource commitment in a firm’'s internationalization process by
usng a resource network perspective (resource interaction and interdependencies -
Hakansson and Wauszewski, forthcoming 2002). Resource commitment is driven by
internal as well as externad factors to the firm. The influence of such factors on resource
commitment decisons results in different internationdizetion paths for different firms
Moreover, a firm's commitment to a specific resource (i.e. a bridgehead resource) and
to many different subsequent resources is caused by the impact of different
internationdizetion motives (internd and externa factors to the firm). Resource
commitment is then influenced and limited by the entry mode sdlected by the firm (trade
or FDI).

Industrid network theory provides the framework to invedigae a firm's initid
commitment to a new market, to identify bridgehead resources and describe their role.
It may dso hepsin explaining the incrementa evolution of resource commitment.

We follow the resource classfication used by Hdkansson and Wauszewski
(forthcoming, 2002) and Baradi and Bocconceli (2001): Product (P), Facility (F),
Business Relationship (BR) and Business Unit (BU).

A firm's entry process in a foreign market is influenced firg of dl by its entry motives
and secondly, by the sdlected entry mode, which leads the firm to start by committing to
the first specific resource, the bridgehead resource. With the term bridgehead, we refer
to a pioneering foothold, a forward position in a new country, which serves as the bass
for further advancement. In other words, it is the firm’s first step in a new market (eg.
an agent or a customized product). We define “bridgenead resource” as the first
commitment to the new market. It is the sngle specific resource that conditutes the



foothold and the bases for the firm's expanson in the new country. The bridgehead
resource could be a product, afacility, a business relaionship or a business unit.

According to the IP modd, subsequent commitment steps are based on network-
interaction, current activities and experienti  knowledge. Thus, resource commitment
grows incrementaly through resource combination and recombination based on the
pool of presxising resources. Moreover, a firm's internationdization process is
characterized by a shift in rdevance between specific resources in different seps. An

incrementd “resource commitment cycle” isthe result of such aphenomenon.

INTERNATIONALIZATION PROCESSAND THE NETWORK APPROACH
The IP model (Johanson and Vahine, 1977 & 1990) explains “how” firms enter a new
market as an evolutionary incrementa process characterized by smdl steps. It includes
every sep from the fird internationd ded to the decison to locate ones headquarters in
a foreign country and it involves both buying and sdling abroad, as wel as producing
and cooperating in a foreign market. Our purpose is to look deeper into the firm's
edablishment chain in a foreign country. Therefore we do not congder firms that just
trade or the case of disinvestment.

The evolution of a firm into a foreign market is characterized by the interaction of four
components. market knowledge; market commitment; commitment decisions, and
current activities (Johanson and Vahine, 1977). Market knowledge and market
commitment are assumed to impact upon resource commitment and current activities.
Market knowledge and market commitment, which are directly affected by current
activities and commitment decisons, are dso strongly tied to resources. In fact, market
commitment is mainly condituted by resource commitment. Market knowledge, which
is often included within resources, and is gained through resource interaction, is manly
about the externd network (actors, activities and resources). Moreover, commitment
decisons concern dready exising resources, as well as potentid new ones. Activities
are based on the existing resources and new ones are originated because of new resource
commitment. The process generated in this way is seen as a casud cycle and the
interplay between the four factors generates a patern of internationdization tha is
identified as incremental local resource commitment (internationdization in smdl

steps).



From a network perspective, a firm is seen as an open sysem that has relaionships to
the surrounding network. These relaionships are part of the firm’'s network context and
conditute a source of impact for the firm (Blankenburg, 1995). Moreover, the firm's
entry process into a foreign country is seen as an interactive and long-term
unpredictable evolution, during which the firm reacts and adapts to events. The network
approach sees the market as a group of actors with different roles, linked to each other
by exchange rdations (Snehota, 1990). Thus, on one side, there is the market formed by
a sysem of rdationships, and, on the other sde, there is the firm acting in a network
populated by certain actors, resources and activities. These three eements (actors,
resources and activities) are the basc concepts describing industrid networks. They are
related to each other in the overdl sructure of networks (Hakansson and Johansson,
1988). The modd presumes a cumulative process, where reationships are congantly
established, developed and broken. The gradud and stepwise reationship development
enables congtant learning, a successve reduction in uncertainty, increased trust between
actors and further resource commitment. The interdependence of an organization on
other entities makes it difficult to disconnect the organization from its network
(Hakansson and Snehota, 1989), and it involves increasing resource interaction. This
points to the fact that externd factors, such as the podtion within the network and
srong busness reationships with certain actors, exert great influence upon the firm's
drategic decison making. Generdly, such decisons are about market and demand
screening, segment  targeting, products, entry mode, sdes and the level of resource
commitment.

Interaction with the actors in the network demands a resource commitment (in terms of
busness rdationships, production facilities) and the building-up of strong network
resource ties. These can be of a different nature, such as technologica, cognitive,
tempora, socia, economica and legd. Tied resources become interdependent and thelr
interaction involves one or more activities. Thus, within a network, a firm's resources
are created, shared, transferred, combined, adapted and transformed (physically and
economicaly).

The resour ce per spective

The theoreticd framework used in this aticle is inspired by the indudtria network
approach as in Hakansson and Snehota, (1995) and Johanson and Mattsson (1987).



Moreover, it specificadly focuses on the resource dimenson. To fufill the am of
exploring the internationdlization process through a resource perspective and thus to
investigate firm's commitment towards different specific resources, we use a modd
developed to map resources (Hakansson and Waluszewski, 2002). This classfication
groups resources into four typologies products, facilities, business units and business
relationships. These four different kinds of resources are described in the following
table (Baraldi and Bocconcelli, 2001).

Table 1. Thefour kinds of resour ces.

Resour ce Description

Products (Ps): Any atifact or sarvice (raw materials, components or
finished goods) exchanged between units, facilities or
firms

Facilities (Fs): Technology, equipment and other faciliies used to

produce or transform (physicaly or economicdly) the
firm's products. (E.g. production, assstance, research,
digribution, storing and retall facilities)

Business Units (BUs): The organizationd dructure and the more immaterid
type of resources such as competence, knowledge,
routines, skills and personnd’s ability. In order to be
consdered as such, a BU requires moreover an identity,
financid resources and economic  accountability,
dlowing them to interact with other BUs (and Fs)

Business Relationships The subgtantid links, ties and bonds resulting from the
(BRs): interaction between different BUs (internd and externd
to the firm). BRs are explicitly consdered as resources
because of their vaue for the involved firms. Moreover,
BRs are resources that can be used as drategic tools in
order to achieve certain gods in the wider network

According to Barddi and Bocconcdli (2001), BUs and BRs are social resources that
organize the more physical Ps and Fs. Moreover, Ps, Fs and BUs are seen as a result of
interaction processes and BRs connect over time, exchange and interaction episodes
between buying and sdling units. Thus, a BR brings together interaction patterns where
the other three types of resources are involved.

Resources are heterogeneous by nature. This characteridic is exploited by the firm
through its activities and enhanced through a combination of network resources. In fact,
it is only through the interaction with others that a certain resource can be transformed
(enhanced, reduced or smply modified in vaue and/or characteristics). At a generd




levd within a firm and its network, resources are highly interdependent (eg. P1 is made
under F1 and F1 is adapted to P1 specific characteristics and the specifications made by
BUL). Resource interaction and interdependencies imply adaptations and nurture
activities, Thexe activities can be firm driven if located exdusvdy within the firm
boundaries and if isolated from the influence of externa factors. But activities are often
shared within the network and dependent on many actors behavior and on the
integration with many other different resources. For example, a certain product’'s vaue
is afected by its very own naure (eg. raw materids and their scarcity). However, it
aso depends on the firm's business reations with certain suppliers (BR1, 2, 3) of raw
materids and components. Moreover, the product’'s characteristics and vaue depends
on the production process performed by a certain production fecility (F1). If F1 has an
excdlent levd of effidency and advanced technology, the vadue of the product will
certainly increase. On the other hand, F1 has to match the characteristics and needs of
P1 in order to enhance both its output and contribution to the product value. Moreover,
the product may eventudly be distributed to the facility (F2) that has to be adapted to
the product characteristics. At last, the product might aso be adapted through BRs to
customers to meet their specific needs. From a network perspective, this can provoke a
chain reaction on other actors connected to this dyad (buyer and sdler) and especidly to
the overdl combination of resources. This example points out the criticaity of resource
interdependencies and how a resource changes role and characteristics by “interacting”
with other resources.

Resource heterogeneity (Penrose, 1959) and resource interaction (Hakansson and
Waduszewski, 2002) are of fundamenta importance for a firm when internaiondizing.
The core issue is how different resource characterisics and the different resource
combinations affect the vaue and role of a firm's resources in the internationdization
process, to the point of empowering one specific resource as a firm's “bridge-head
resource” to the new market.

In this paper, while we do not focus on a specific pe of resource, we are interested in
that one which acts as a hridgehead into a new market. It can often be the case that a
firm penetrating a new market uses more than one resource, but only one of those is
determinant and can be labelled “bridgehead”. To identify which resource is the
bridgehead among the different ones initiating the internationdisation process, it is



possble to proceed fird with a chronologicd investigation and secondly, by identifying
the specific effect in terms of market penetration, for each sngle resource commitment
action. For ingtance, Ericsson could enter steadily into the Japanese network through a
goecific BR (1989) with a local actor, but without the pre-existing Ericsson business
center (1985) located in Tokyo that could not have been done. Thus, it was the Ericsson
Tokyo BU, the fundamenta resource (both chronologicdly and in importance) that
provided the bridgehead for Ericsson into the Japanese telecom market.

BRIDGEHEAD RESOURCES
The entry process of a firm in a new market is a result of the interaction between the
firm and the network. This dso means that the process is dependent on the network
context (e.g. the firm's role within the network, dependence relations, depth of resource
ties and on the firm's organization and structure (eg. product typology, level of
internationdization, experientid  knowledge, amount of resources, technologica
development, sdes and profits). A firm's decison to enter a new market is due to
different factors. These internationdization motives can be didinguished in exogenous
and endogenous factors to the firm and can work in the same direction or be conflicting.
In the latter case, one of those forces will be dominant and determine which resource
will have the bridgehead role.
Moreover, exogenous and endogenous factors influence the entry mode in the new
market, which could be ether trade or FDI. For example, smdl firms with limited
resources and internationa experience are often forced by these endogenous factors to
select tading as entry mode. Trading could dso be the result of exogenous factors such
as country risk or limited demand. FDI would be a better option for larger firms or for
those countries with particular trade conditions that require direct investments.
I nternationalization motives and modes
We may dassfy afirm’s entry motives as exogenous or endogenous:
Exogenous factors are externdly rooted and are mainly due to network effects and
changes in the environment. It can be the case of a firm tha follows customer expansion
in other countries. In fact, an important client could ask and force the firm to supply it
(e.g. open a F or a BU) in new foreign markets where the client has dso established its

new business (Makgard, 1998). It could adso arise where the firm is discovered by new



customers coming from countries where the firm has no previous contact. In this case,
the firm would find itsdf internationdized into a new market without any previous
intention or plan. Other motives that drive a firm into a rew market are of a competitive
nature. For example, in the case of globa players, a sngle market is consdered to be
just a gep within the globaization process. A firm could adso be forced to enter a
specific market before the competitors do, in order to enjoy a firs mover advantage.
Findly, certain resources (e.g. labor force) can be present (or convenient) only in certain
countries and therefore the firm is forced to enter them to access them.

Endogenous factors that simulate (or coerce) a firm to enter a foreign country include
such factors as the firm's specific advantages (e.g. product, technology) and knowledge-
exploiting drategies. Another typicd example of an endogenous factor is the excess in
production capacity and the need to find new demand. Moreover, there can dso be an
interna drive to seek new resources. In this case, the firm is looking for resources such
asinput materias, knowledge and technology in new locations.

The above factors directly influence a firm's overdl internationalization processes, both
in terms of typology of steps taken and degree of resource commitment. This has dso
an impact on the firm's choice of entry mode. The firm has severd possble entry modes
into a foreign country that differ from each other manly in tems of the degree of
control, the leved of investment, the level of risk and the degree of involvement in the
foreign network. The entry modes range from trading (exchange of goods or services) to
licendng, and from joint ventures to wholly owned subsdiary’s (greenfidd or
acquistion). Each of them presents different specific characterigtics depending on the
goecific firm, indusry, context and country charecterigics. In this paper, we limit
ourselves to conddering only two extreme cases, trading and FDI. The other two
dternatives (V' and licendang) can be conddered as intermediate solutions and are
excluded because of ther very smal meaning in the overal argument presented in this
paper.

These two different ways of approaching a foregn maket lead to different results,
epecidly in terms of control and commitment. FDI provides the company with a much
grester degree of control, but requires a much higher commitment to the market
compared to trading activities.



Another important issue to be congdered when deding with entry modes is the firm's
internd characteristics such as Sze, amount of resources, degree of internationdization,
amount of experientid knowledge, unique competencies, typology of productsy/services,
efficency and leve of profitability. All of these dements ddimit the firm's choice of
entry mode. For example, it is much esser and less risky for a large multinationa
company which has large resources a its digposal, unique technologies and knowledge,
and that is aready present in severd foreign markets, to enter a foreign market through
FDI, than for a smdl firm with limited resources (eg. capitd and knowledge) tha is
contemplating its firs atempt a internationdization. What is important to point out is
the fact that the overdl process of market entry is incrementd for dl kinds of firms. In
other words, al firms proceed step by sep, dthough those steps might differ from one
company to the other’.

Thefour different bridgehead resour ces

Firms sometimes ae not fully aware of what direction they ae taking when
internationdizing. In fact, a firm may have entered a foreign market without having
even planned it. A firm can be considered to have entered a foreign market when one or
a st of exchange redionships are developed in that market; when it has reached a
position within the new network; and when it is trusted (Blankenburg, 1995). However,
this does not mean tha it is dways a busness rdationship tha is the bridgehead
resource to a new market. The BR is the moddity that the firm uses to institutionalize in
the new network, but it can be another resource (P, F or BU) tha the firm uses to
penetrate the market. What are the factors that determine what specific resource will be
the bridgehead into a new country? What does the specific bridgehead resource mean to
the firm in terms of control and commitment?

At a genad levd, it is difficult to separate cause and effect regarding a firm's
interaction with its network, but, by limiting the focus only to the resource dimenson,
the dynamics (firm's endogenous and exogenous factors) behind the emergence of
gpecific  bridgehead resources in  different circumgtances can be identified. The
emergence of the bridgehead resource is dependent on: (1) the dominant entry motive

! For example, a firm with large resources available and long international experience will probably enter
in a new market with FDI, but a small firm would start with only a sales agent. Anyway, both firms will
increasingly commit to the foreign market at similar pace (proportionate to their initial step and to their
overall pool of resources) during their whole internationalization process.



(2) the locus (internd or externd to the firm) of such motive; and (3) the most suitable
entry mode in accordance with the firm characteristics and possibilities and the network
characteristics and pressures (Figure 1).

Figure 1. Bridgehead resour ces classification.

Locus of entry motive

Endogenous Exogenous
Trade BUSINESS
_ (Market) PRODUCT RELATIONSHIP
Choice
of entry
modes FDI BUSINESS
(Hierarchy) UNIT FACILITY

In the above matrix, each of the four resources (Product, Fecility, Busness Unit and
Busness Reationship) can be seen as a “bridgehead resource” resulting from the
combination of entry motives (endogenous or exogenous) and entry modes (trade or
FDI). For the firm, each of the four resources implies different levels of control and
commitment. This has direct consequences on both the firm's future activities in the
new market as wel as in the home country. Commitment aso has to be conddered in
relation to the overdl firm's resources and not by just looking & the commitment within
the new market. In fact, resources that are employed for the activities within a certain
market can be created and located elsewhere (outsde that market and back in the home
country — eg. new production technologies) and must dways be evaduated in rdation to
the overdl firm’s resource network?.

Product (P). When the bridgehead resource to the new market is a product, there are no

on-going or previous BRs with cusomers or suppliers within that market. The resource

2 For example, asmall firm investing in the home country in new machinery so to double the production
capacity in order to be able to serve the new market, has high commitment towards the new market,
although no investments or no resources are located within the boundaries of the new country.



P could be a raw materid, component or a Ssmple product, probably sold in large
quantities and with relative low unit price (both B2B and B2C)®. However, it could be
the case of a patented product or a very advanced high-tech product with unique
features. In this case, the product itsdf conditutes the firm's specific advantage and it is
the key to access the new market. The driving motive is endogenous to the firm. It could
be a production overcapacity of a product that is suitable for many different markets
without any change (standard) or that is patented, unique or non imitable. The entry
mode is trade, as there is no need to be present in the market with a BU, because there is
no need for direct contact with or assstance to customers, as there is low perceived risk
for product imitation or the cost of establishing a subsdiary abroad (BU) could not be
judified by the firm. This case of maket entrance through the ad of the bridgehead
resource P generally does not call for large commitment* or investments, but, as a result,
it does not provide a high degree of control over the locd activities.

Business Unit (BU). When a business unit is the bridgehead resource, the motive has to
be found interndly within the firm. Typicdly the firm is resource or market seeking.
Critical is the levd of experientid knowledge, which influences uncertainty and risk
perceptions related to the new market. The lower the risk perceived, the higher the
resource commitment. Entering with a BU shows a clear intention by the firm to keep
control over the activities within the new market. The entry mode is FDI and it could be
judified by the difficulty (because of import/export tariffs) or inconvenience (because
of transaction costs) of trading; the need to protect specific advantages (technology,
products, knowledge) or to keep control over the activities, or, the wish to be near the
market (for learning through direct experience). The degree of control obtained by the
firm is rather high and the commitment depends on the Sze of the BU. To be a true
bridgehead resource, the BU should not be derived from an aready established BRs or
Fs in that country and should not follow any previous trading activity. In other words,
the BU should be the first step that the firm ever takes in that country.

3 1t could be, for example, a very simple, low-tech product such as pencils. A pencil is a standard product
that does not need any adaptation for any country it is sold into. No special knowledge of the foreign
market is needed and the product characteristics themselves are the key for the firm expansion.

* The volume of goods/services sold in the new country is also an important measurement of the degree of
commitment to the market. Often, although investmentsin the new country are small, the firm devotes a
big share of its resources located in its home country to the trading activity with the new market. Thus,
this has to be considered as a high level of resource commitment.



Facility (F). A fadlity can be a bridgehead resource if the firm does not have any
previous BR with any loca customer or supplier and no products have been sold in that
specific market. Moreover, no BU should have been egtablished in that country before.
Examples of Fs are production, digribution, storing and retailing fecilities A F has the
function of transforming physicaly and economicdly the firm's products’. The motive
is generdly a network effect. Often the man driver is the economic convenience in
conducting such an activity in-country. For example, for many years, production
facilities have been located in different countries on the bass of labor costs It can aso
be a result of legd condraints (import/export tariffs) or the necessty to be very close to
the resource supplies (naturd resources need to be refined in locus). It could aso be the
result of an acquigtion. In fact, it can happen that when large firms are acquired, the
buyer gets many different assets and facilities in many different countries. As for the
entry mode, that is FDI. Whatever kind of facility requires a certain level of invesment
and resource commitment (capita, technology). As for the degree of contral, it is rather
high if compared with the other possible bridgehead resources.

Business Relationship (BR). The fourth and last case of bridgehead resource is the
busness rdationship. BRs ae typicdly with customers, suppliers or other ingitutions.
A BR is a direct result of the interaction between the firm and the other actors in the
network. From the industrial network tradition, a BR is consdered as shared resources
between more than one actor in the network. They can be measured in terms of
intengty, duration, trust and degree of commitment between the parties. For a BR to be
truly the bridgehead resource, no BUs or Fs should have been established previoudy in
the new market.

A BR emeges as a bridgehead resource in connection with client-following srategies.
However, it could aso happen hat a supplier establishes a BR with the firm and drives
the latter to enter the market. In fact, firms are sometimes firms contacted by a new
supplier with unique assets or cgpabilities that best match the firm's needs and enhance
its stock of resources (a new technology or a very convenient product price). All these
kinds of motives must be consdered as having a direct effect on the firm's interaction
with the network. The entry mode is trading and it is judtified by the fact that BRs are

°> At more micro level, equipments, technologies, IT systems, transportation means, etc. can also be
considered asfacilities.



generaly based on the exchange of products or services. Control and commitment are

shared between the firm and the counterpart and they are different from case to case.

INTERNATIONALIZATION PROCESS FROM A RESOURCE PERSPECTIVE
Resources are heterogeneous by nature (Penrose, 1959). Their value, role and features
depend on their levd of idiosyncrasy and on their combination with other resources.
Generdly, resources are interdependent; they are influenced by the firm's activities,
commitments and network relations. As a consequence, resources and ther roles
congtantly change because of new combinations with other resources.

The issue of resource heterogenety is very reevant within the process of
internationdization. Each resource is conditioned by the firm's own resources and
organizationa settings (routines, 1T systems, corporate culture), and by the resources
location in the externad network where the firm is embedded. The firm's network
activities and resource network interactions condantly provide the firm with growth
possihilities that represent opportunities to internationdlize. A firm's possibility to
internationalize is provided by the network and particularly by network resource
interaction. Moreover, resources can be seen as key tools for internationalization: as a
market entry tool (bridgehead resource) and incremental growth tool (cycles of different
resource commitments and the emergence of new activities).

We conceptudize the internaiondization process as an  evolutionary process
characterized by the firm's interaction with the surrounding network and by an
incremental resource commitment. Such is a process that depends on the firm's actions
and the network’s reactions and vice versa, and on the combination and recombination
of gpecific resources. Committing to a certain resource (e.g. a BR) has consequences for
both the firm and for the network. For the firm, resource commitment means the
disclosng of new opportunities and the sarting of new activities. Both these dements
have a cler rdevance for the firm; new opportunities mean new possbilities for
growth. Resources are the tools used and activities dlow learning and experiencing.
Learning reduces uncertainty and has a podtive effect on the perceved risk. Thus,
decison-making, based on the experientid knowledge gained through current activities
and the percaeived market risk, entails greater and greater resource commitment for each



new internationdization sep. The result is an incremental resource commitment
process, asillugtrated in Figure 2.

Figure 2. Incremental resource commitment in the internationalization process.
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We ague tha interacting resources condition each other and that a new resource
commitment is dways based on the dready exising dock of resouces. The
commitment to a new resource is primaily caused by the firm's prior resource
commitments (path dependence), which provided the opportunity for the new step. For
example, a close BR with a customer can cregte the possibility for the development d a
new product based on the knowledge gained through that BR. Another example is the
excess of production cepacity of a facility that drives further expanson (demand-
seeking) and commitment to new BRs (customers).

The process described in Figure 2 is in accordance with the IP model and describes the
pattern of such a process as incrementa commitment to the market. However, we define
this commitment in terms of gpecific resources. Every sngle resource-commitment
action is focused on just one of the four resources (P, F, BU or BR). The commitment to
a first goecific resource will be the bads of the commitment to a successve one. In this
way, resources built on each other and their value changes accordingly to their aways-
new combinaions. Thus, it is possible to identify and classify each step of a firminto a
new country according to which new resources the firm commits to and to the overall

level of the current resource commitment. By describing the steps into a new market in



teems of commitment to specific resources, it is eader to undersand the degree of
control held by the firm and the level of percelved risk.

Moreover, the different steps and the commitment to different resources generates
changes both within the firm and in the surrounding network. By committing resources,
the firm pogtions itsdf in the new maket and assumes a specific role within the
network. As new BRs are established, new Fs are probably needed due to increased
demand. BUs will dso grow accordingly and so on. This is an illudration of the orn+
going interaction between the different resources.

A sort of resource cycle takes place in the expanson process of the firm in the new
market. The commitment to a certan resource st the bass for the next one This
mechanism is driven by imbaances in resource capacity and utilization. In this resource
commitment cycle, though, there are no predefined orders. In other words, it is not
adways a busness unit that follows a busness rdaionship, or a fadlity that is built-up
because of a new product. The order in the sequence of resource commitments is
determined by the specific firms and the network’s characterigics. But, a firm's
network context congantly changes throughout the internationdization process due to
continuous network interaction. Thus, resources change and combine differently as a
result of the interaction with the network. Each different step of the internationdization
process is dominated and characterized by a different resource.

This cyde differs from firm to firm and its characteristics change depending on: (1) the
specific combination of exogenous and endogenous factors that drove the firm's entry
process, (2) the specific bridgehead resource used; (3) the current resource combination;
and (4) the firm and network characteristics A representation of the resource
commitment cycle followsin Figure 3.

At each new internationdization sep, there will be a shift towards a new type of
resource. The other resources at this point are dready inditutiondized and activities and
routines are edtablished among them. The new resource is gill under exploration and a
lot of effort isrequired to et it into the existing resource network.

Whereas different exogenous and endogenous factors affect the choice of the
bridgehead resource, the later will influence the next resource that the firm commits to

the market. In the same way, a easch successve dep, the firm's new resource



commitment and the resulting new network resource combination stimulate and provide
the basis for the further growth of the firm.

Figure 3. Resour ce commitment cycle.
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THE CASE OF ERICSSON’'SENTRY INTO THE JAPANESE MOBILE PHONE
MARKET
In 1985, the deregulation of the Japanese telecommunication market started and NTT,
which had hed a government monopoly on domestic telecom services in Jgpan since
1950s, was privatized. Japan introduced its first mobile phone in 1979.
In the beginning of the 1990's, Japan ranked as the second largest market in the world
for mobile tdephones At that time there were approximady 15 million mobile
telephone users in the world and 40 percent of these were connected to Ericsson's
systems within 48 different markets.
In 1990, Telefonaktiebolaget LM Ericsson (founded in 1876 in Sweden) employed over
70,000 employees and generated sdles in excess of MSEK 63,000 around the world.
The markets outsde Sweden accounted for 90 percent of business. Ericsson was
gructured in five different busness aress, the one devoted to the mobile phone business
was cdled Radio Communication Business Area Ericsson had been designing cdlular
radio sysems snce the end of the 1970's and it supplied al the world's leading
internationa systems.



Ericsson entersthe Japanese market

Ericsson did not have business contacts in Japan until 1985 when it decided to establish
a technical office in Tokyo for the purpose of monitoring market development. Ericsson
hoped that the locd office, staffed by only two people a that time, would hep in
ingoiring confidence among potentid customers and partners. In the following couple of
years, the Japanese market proved to be very dynamic and new licenses were granted to
new telecom service companies. As a result, more potential customers were available to
Ericsson, but, a the same time, the competition with other globa players had increased
(Motorola and NEC). In 1989, Ericsson's Japanese subsidiary began to cooperate with
NTT's R&D laboratory. This close contact with NTT led to Ericsson being considered
as a minor supplier within an NTT project. This was consdered to be a good
opportunity to tie-up locd telecom players. In that same year, Ericsson was invited to
participate in a committee for the establishment of the nationd Japanese standard for
mobile telecommunication.

In 1991, a new business unit caled Nippon Ericsson K.K. was established, which
employed only 28 people. It was a merger between Ericsson’'s Japanese subsidiary and
Generd Electric’'s purchasing office, which had recently been acquired by Ericsson. By
the end of 1991, TDP (a loca tedlecom player) had chosen Ericsson as officid supplier.
The contract was very big and meant a high involvement as well as risk for both parties.
One of the conditions imposed by TDP was that Ericsson had to join up with a Japanese
partner. Toshiba was chosen and a JV company between the two was formed by the end
of 1992 (Ericsson Toshiba Telecommunication Sysem K.K.). As the next sep, loca
offices were opened in Nagoya and Osaka in order to support negotiations with other
potentid customers. In the following years, Ericsson’'s expanson continued a an
increasing rate as well asits product and service demand and the competition.

Resource network perspective on Ericsson internationalization process

Ericsson’s motives for entering the Japanese market were mostly endogenous. In fact,
there was an internd wish to be present in that particular market because of the desire to
find new demand and to gain knowledge about the locd market. No significant
relationships were in place before Ericsson established its first locd office. Afterwards,
during the initid phase (1985-90), another important factor which heavily influenced
the firm's decison was the risk of being left out from one of the most important markets



in the world and thus jeopardizing the future of the entire Ericsson Radio
Communication Business Areg, leading to adverse consequences in other markets.

From the beginning, FDI was chosen as the entry mode, dthough the investment was
vay low in the beginning (only 2 employees). This choice was specifically connected
with the motive of getting better knowledge about the tdecom market, actors and
technologies in Jgpan. Vauable knowledge and experience could not be gained only
through trade operaions. Moreover, teecommunication products cannot be sold and
purchased as if they were raw materials or smple components, because they are very
complex sysems. They are supplied as a package, together with other connected
services and continuous assistance. For hese and other reasons (high risk of imitation,
highnly —cusomized <solutions, gspecific competence and expertise, technology
complexity), FDI was the best choice for Ericsson. This entry mode could provide
Ericsson with a rather high levd of control, which meant better access to knowledge
and the posshility of reducing market uncertainty through networking. With FDI, the
level of risk is proportionate to the levd of commitment. In the case of Ericsson, having
only one office and only afew people employed, therisk level was low.

The bridgehead resource used by Ericsson was a “business unit”: the loca technica
office. At the beginning, the BU was very amdl and few activities were taking place. It
is not until 6 years after its establishment that the BU assumed a mgor commitment
from the LM Ericsson group (about 30 employees and more than one office). Certainly,
the role of the firda BR (with NTT) was decisve in opening up the locd network of
actors to Ericsson. We see how Ericsson’s expansion steps into Japan, according to the
resource commitment cycle, moved from one resource to another: First, the BU (the
technicd office) was edtablished in 1985, and then the BR with NTT was initiated in
1989 which dgnified a totdly new moment of development for the firm. The BU was
the basis for and led to the emergence of the BR. Aftewards, the P (the new “Japanese
gandard” telecom component) was the focus for Ericsson. This last step influenced the
future of both Ericsson’'s product development and market potentid. It is important to
pinpoint how the posshility of participating in the devdopment of the Jgpanese
sandard (the P) was directly connected to the BR with NTT, in the sense that it was
only through the rdationship with NTT that Ericsson ganed sufficient image and
trustworthy reputation to be chosen as a participant in the standardization committee.



The BR commitment was the bags for the P commitment. On the other hand, that BR
could have not been established if there had been no BU creating the contact with NTT.

Because of the collaboration with NTT and the efforts in the definition of products
gandards, Ericsson st up a specific research facility (an F). As the telecom sector was
boosted during the first haf of the 1990's, Ericsson was again establishing new BRs
with new actors entering the market, with suppliers and competitors. A new, much
bigger BU was created as a consequence of the commitment to the new BRs. In this
process, it is clear tha FEricsson went through an incremental path of
internetiondizetion characterized by increasing resource commitment that began with
the bridgehead resource BU. At each different step, the commitment was toward a
different resource, based on and as a consequence of previous resource commitments.

CONCLUSION
The am of this paper was to explore the issue of internationdization from a resources
network perspective.
We argue tha firms enter new markets through one specific bridgehead resource that
can be a product, a facility, a business unit or a business relationship. Which is the
bridgehead resource is determined firdly by the sum of certan endogenous and
exogenous forces to the firm: the entry motives. The second set of eements that impact
on the bridgehead resource is the entry mode.
A firm's internationdization process is characterized by an incrementd resource
commitment to new resources. Firms commit to different resources (products, facilities,
busness units and busness rddionships) within each diffeent Sep of the
internationalization process. The shift of a resource's relevance and role from one
internationalization step to another, generates a sort of resource commitment cycle. This
cyde is characterized by the firm's change of interest and commitment to new specific
resources. The new resources, committed to a specific market, are influenced by the
stock of current resources and by their current combination, both within and outside the
firm. Previous resources are themsdves providing the possbility and opportunity for
the new commitment. In this way, resources directly contribute to the firms
internationdization into new markets and they dso supply the stimulus and tools for
further growth.



The control held by the firm over its activities in the new maket may vay for each
different resource and a each different step of internationdization. When a product or a
busness relationship is the bridgehead resource, the firm has a much lower posshility
of control than with a facility or busness unit as a bridgehead resource. In fact, the
firm’'s control stops a the borders of a market in the case of product trading and in the
case of a busness rdationship (because it is shared with the counterpart). A facility
provides ingtead, direct control over certain activities. Finaly, a business unit is the
dterndive that can offer the firm the highest degree of control. Thus, control changes in
relation to which entry mode is adopted. FDI (entailing commitment to a BU and a F)
provides a much higher posshbility of controlling the activities in the new market than
trading (done by means of a P and a BR). This has consequences dso in terms of
commitment and risk perception. The higher the percaived risk, the lower will be the
firm's commitment to the new market. The perceived risk varies for each of the four
types of resources. Products cdl for less commitment and thus present less risk than a
busness reationship. The latter, usudly requires less commitment and represents less
risk if compared with afacility or even less with abusiness unit.

These and other issues will be developed in further research, digging into the issue of
how incrementad resource commitment develops dong the internationdization process.
This will be accomplished through the invedtigation of the rdaionship between
different bridgehead resources and different paths of evolution (including “Milestone
resources’). This will describe why and how a firm's commitment shifts from one
resource to another depending on: (a) what was the bridgehead resource; (b) the
endogenous and exogenous factors, and (c) the firm's degree of internationaization
(Holm 1994). These arguments will aso be tested by means of a quantitative method

aso entaling differences between industries and countries.
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