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Introduction

As research into the internationalisation process of the firm has progressed, there has been growing interest in the diversity of internationalisation patterns. There has been research examining the internationalisation of SMEs as well as MNEs (for a review, see Coviello and McAuley 1999), service as well as manufacturing firms (eg. Cicic, Patterson and Shoham 1999), developing country as well as developed country firms (eg. Zafarullah et al. 1998), and within as well as cross-industry comparisons (eg. Bell 1995). All these variables - firm size, nature of product traded, home country and industry - have been found to impact on the internationalisation process. In this paper, a somewhat different variable has been chosen: that of the type of foreign client.


Multilateral institutions - chiefly the United Nations and multilateral development banks (MDBs) such as the World Bank and Asian Development Bank - provide aid and concessional loans to fund projects in developing countries. In this role, they are significant procurers of goods, services and civil works. In 2001, total World Bank lending amounted to about US$17 billion, while in the same year the Asian Development Bank committed over $5 billion in loans.


This paper compares the internationalisation process of ten Australian firms that have tendered for multilateral projects. Multilateral projects offer a distinct set of challenges for firms that, it will be seen, affect their decisions about market selection, resource commitment and market development. The characteristics of the client and the client-supplier relationship are, it argued in this paper, relevant factors when seeking to explain the internationalisation process of firms.

Literature review

There has been little prior research on the role of multilateral institutions in the internationalisation process of firms. In their survey of business service firms, O’Farrell, Wood and Zheng (1998) found that initial market entry was often the result of a tender from an international agency, including organisations such as the World Bank. The frequency of this trigger for internationalisation varied significantly across industries, however, with it much more prevalent among engineering and management consultancies than computer software firms. Contracts with multilateral institutions are also part of the internationalisation process of the engineering consultancy firms studied by Coviello and Martin (1999). In addition, Sharma (1988) identifies multilateral funding institutions as important sources of information for consulting firms about forthcoming project opportunities. In their study of an export grouping scheme targeting a World Bank project in China, Welch et al. (1996) explore the complex web of relationships and alliances that are often necessary to secure such opportunities. In sum, existing literature suggests that multilateral institutions do play a noteworthy role in the internationalisation of firms in some industries, including SMEs at an early stage of internationalisation.


Despite there being little specific research on multilateral institutions, there is considerable evidence that the characteristics of the client, and of the client-supplier relationship, are an important factor in the internationalisation process. This is particularly the case for service firms, for whom, it is suggested, the degree of client-firm interaction is likely to be high due to customisation of the service, client involvement in the production of the service and simultaneous production and consumption (O’Farrell and Wood 1994). Studies of the internationalisation of service firms have found that many follow a client-following strategy; in other words, they internationalise in order to service the foreign affiliates of their domestic clients (Erramilli and Rao 1990; Li 1994). 


Moreover, as the ‘network’ approach to internationalisation has demonstrated, the client-supplier relationship is affected by other firms to which the client and supplier and connected - for example, the supplier’s suppliers, alliance partners and competitors, or the customer’s headquarters or customers. From this perspective, internationalisation is a process of the firm inserting itself into the customer’s network, and developing its market position over time. This is equally true of manufacturing as of service firms. Blankenburg-Holm and Eriksson (2000) argue that some international customer relationships can act as a ‘bridgehead’, enabling suppliers to make new connections and develop foreign markets. Moreover, such connections are not confined to a particular market: firms may use relationships in the national networks in which they currently operate in order to enter new markets (Johanson and Mattsson 1988).


Multilateral institutions constitute a distinctive type of client in a number of ways. Firstly, in the case of the MDBs and many UN agencies, they commit funding on a project basis. The MDBs have an established project cycle, from project identification and design to implementation and evaluation. Secondly, these institutions form what has been termed a ‘fragmented’ buying centre (Cova et al. 2002). The UN represents a complex procurement system, with each agency conducting its own procurement. In the case of the MDBs, which commit most of their funding in the form of loans, procurement is managed by the borrowing country, which nominates an executing agency to oversee the tendering and implementation process. Thirdly, the sheer size - and often multidisciplinary nature - of World Bank projects means that firms frequently form consortia and alliances to bid for contracts (Welch et al. 1996). Fourthly, multilateral institutions - like multinational corporations - cross national boundaries, operating in a range of countries simultaneously. Finally, multilateral lending patterns change over time in response to shifts in political priorities. For example, in recent years agencies such as the World Bank have moved away from the funding of infrastructure and civil works, to the support of health, education and governance. In this way, firms that regularly deliver multilateral projects find their opportunities are directly affected by changing donor policies and development philosophies.


These features of the multilateral institution have implications for the dynamics of the internationalisation process, as conceptualised by the ‘Uppsala Model’. The Uppsala Model posits the acquisition of experiential knowledge as the driver of internationalisation. Greater levels of knowledge, gained from their activities in foreign markets, leads to reduced uncertainty and risk for firms, therefore allowing them to increase their resource commitment to ever more psychically distant countries. Eriksson, Johanson and Majkgård (1997, pp. 343-5) conceive experiential knowledge as constituted by ‘internationalization knowledge’ (‘knowing what knowledge is required’ to operate internationally), ‘foreign institutional knowledge’ (market-specific knowledge about foreign governments, laws and cultures) and ‘foreign business knowledge’ (market-specific knowledge about clients, the market and competition). In the case of multilateral projects, firms commonly require business knowledge about two types of clients: the multilateral lending institution that is providing the loan for a project, and the borrowing government, which is responsible for implementing the project. While knowledge about the latter is market-specific, this is not the case for knowledge about multilateral institutions, which at least in theory is transferable across markets, given that the latter operate according to standardised procurement procedures across borders.


In the Uppsala Model, the accumulation of knowledge is a key explanation for a firm’s decision to gradually increase its resource commitment to particular markets. Johanson and Wiedersheim-Paul (1975) suggested that firms, when internationalising, move through an ‘establishment chain’ involving a switch from low-commitment to high-commitment modes. However, the project-based focus of multilateral institutions, as well as shifts in their funding policies and priorities, make it difficult to sustain a continuous presence in a particular foreign market. Projects are by their nature discontinuous, with a distinct commencement and termination, and a continuous ‘pipeline’ of projects in a particular country may not eventuate due to a reduction in lending to that country.


In seeking to understand the experience of firms that bid for and implement contracts for multilateral institutions, existing research on business service firms is of considerable relevance. Many business service firms, such as engineering and management consultants, are involved in the delivery of projects for a variety of clients, including for multilateral institutions. There is some evidence that such firms do not follow the same internationalisation pattern as that of manufacturing firms, and also deviate from the process elaborated by the ‘Uppsala Model’. Sharma and Johanson (1987) find that technical consulting firms do not move through the establishment chain as suggested by Johanson and Wiedersheim-Paul (1975). They attribute this to the fact that the assets of such firms, residing mainly in the expertise of their staff, are not fixed, and since their level of risk is lower ‘leapfrogging’ of stages is more prevalent. Mobility also means that a firm’s operations in a foreign market are likely to be ‘temporary’ and ‘not of the cumulative nature’ anticipated by the Uppsala Model’s conceptualisation of foreign market development. Resource commitment therefore plays a less significant role in the internationalisation of such firms.

These findings have been confirmed and supplemented by subsequent research. Coviello and Martin (1999) also found that the small and medium-sized engineering consulting firms they studied did not move through the same ‘establishment chain’ of entry modes as did the Swedish manufacturing firms analysed in Johanson and Wiedersheim-Paul (1975) - although incremental expansion was in evidence. They suggested three reasons for this: market knowledge can be gained without experience, for example by recruiting staff with in-country knowledge; firms can generalise experience, since the technical skills required of them are not market-specific; and the capital intensity required for a market commitment is relatively low. Thus, as well as not following the resource commitment pattern as suggested by the Uppsala Model, such firms also have different forms of knowledge acquisition. However, Coviello and Martin (1999) do find evidence that as a firm’s international experience grows, international market selection becomes more targeted and strategic, with firms focusing on country rather than project choice. 

Similarly, O’Farrell, Wood and Zheng (1998, p. 31) conclude that the step of initial resource commitment by business service firms is a ‘relatively casual process’, with firms both able and likely to ‘dip their toes’ into a market (or a range of foreign markets) more easily than in the case of manufacturing firms. The internationalisation pattern of such firms is likely to appear ad hoc and unsystematic, and does not conform to the pattern of incremental development of more psychically distant markets. This is the consequence of firms basing their resource commitment decisions on the choice of project and the choice of client, rather than on the choice of country. O’Farrell et al. (1998) argue, however, that developing their initial presence is more of a challenge for business service than manufacturing firms, with such firms often finding it difficult to strike a balance between foreign and domestic business. They are therefore more pessimistic than Coviello and Martin (1999) about the process of foreign market development for these firms. Networks, including with other domestic firms, are seen as critical to these firms’ internationalisation efforts. O’Farrell and Wood (1994) argue that business service firms are likely to enter into an alliance with one or more domestic firms in order to enter a foreign market, a hypothesis that has received some empirical support (eg. Lowendahl 1993).


These findings would suggest, at first glance, that the Uppsala Model may not explain the internationalisation process of firms involved in project delivery. Existing analysis of business service firms suggests that firms do not move through the establishment chain. Firms may ‘leapfrog’ stages in establishing a presence in foreign market through the opening of a local office, but this presence may not be sustained over time. Moreover, learning does not just consist of the experiential learning of market-specific knowledge; rather, firms may speed up their learning process by accessing the learning of other organisations through, for example, the ‘imitation’ of others in their inter-organisational network or the hiring of staff with in-country knowledge (see also Forsgren 2002). While these variations can be explained in terms of the different nature of the resources of business service firms, it is also the result of the client- and project-based trajectory driving such firms. Existing literature would suggest that firms that deliver multilateral projects may have a transitory presence in a foreign market. For these firms, their ‘solid’ market presence melts into air once the project is completed, their staff is withdrawn and project office closed, and they move onto the next project in the next country.

However, when assessing the applicability of the ‘Uppsala Model’ a cautionary note is offered by Hadjikhani (1997). He argues that the concept of resource commitment is more complex than often acknowledged. Commitment is commonly measured in terms of economic and financial commitment: the size of capital investment in a particular market. Alternatively, it is operationalised as institutional commitment; that is, the form of entry mode. However, commitment has been recognised to be attitudinal and behavioural in nature, with changes in commitment the result of shifts in decision-makers’ perceptions about foreign market potential and the costs of foreign market servicing (see also Calof and Beamish 1995). This means that while a firm may not increase its institutional or economic commitment to international operations, it may nevertheless increase its behavioural commitment (Coviello and Martin 1999; Sharma and Johanson 1987).

To the concepts of economic, institutional and behavioural commitment, Hadjikhani (1997) adds a fourth dimension: what he terms ‘intangible commitment’. This takes the form of ‘investments in the social context’ through personalised bonds with specific actors in the foreign market. The implication is that firms may increase their level of market-specific investments, despite not changing mode or increasing capital invested. Since commitment has these different manifestations, the withdrawal of financial assets from a country may not signal the end of a firm’s commitment to that market. As Hadjikhani (1996, 1997) has shown empirically, intangible commitment may endure in the form of ‘sleeping relationships’.


Hadjikhani (1997) concludes that the Uppsala Model can indeed explain a variety of non-standard internationalisation patterns, such as those project selling firms. However, this requires a shift away from an over-simplified interpretation of the Uppsala Model. It means focusing on different forms of commitment, rather than the establishment chain; on multiple opportunities for learning; and on networks of inter-organisational networks, both in the home country and foreign market or markets in which the internationalising firm is operating. Accordingly, the rest of the paper will analyse the internationalisation of firms that bid for multilateral contracts in terms of commitment, knowledge and networks.

Methodology

As the focus of this investigation is the multilateral institution, the first stage involved compiling a database of Australian firms that have bid for and won contracts with the World Bank, Asian Development Bank (ADB) and United Nations since 2000 (although for Australian firms, MDBs rather than the UN are the most significant multilateral clients). Ten firms were then selected from this database, that comprised a total of 80 firms. This study differs from, for example, Coviello and Martin (1999) and Sharma (1988), in that the firms included in the sample ranged across a wide variety of industries. Of the ten firms in the sample, two are in the environmental technology industry, two are consulting engineers, one is a furniture manufacturer and the rest are project management or consulting firms. The predominance of consulting firms in the sample reflects the fact that Australian firms mostly provide consulting services rather than goods or civil works to multilateral institutions. Firms were also selected to provide diversity in terms of size, ownership (public and private) and experience (firms that were yet to win a multilateral contract in contrast to those who have been implementing projects for many years). Precise details of the firms under study are not provided here in order to preserve their anonymity.


In the next stage, in-depth, semi-structured interviews averaging 90 minutes long were conducted with a manager from each organisation. Most of the interviews were conducted face-to-face, with written answers plus a follow-up phone interview provided in one case. While validation of the study would have been improved had more interviewees been included from each organisation, a decision was made to focus on breadth - including a larger number of firms in the study - rather than depth - studying a smaller number of firms more intensively (Flick 2002). Instead, verification was provided by seeking follow-up feedback from each informant, and by supplementing interviews with media reports and as much company documentation as was made publicly available.

Comparing firm internationalisation

The firms in this study can be distinguished on the basis of their degree of internationalisation and their level of multilateral experience. For the purpose of this classification, the degree of internationalisation is measured by the number of markets in which the firm operates, stage of internationalisation (in terms of the entry modes a firm uses), and (provided the information is available) percentage of foreign to total sales. The level of multilateral experience, the second criterion, is measured in terms of years of involvement, number of countries in which firms have implemented multilateral projects and size of these projects. As the following sections detail, firms face different challenges and opportunities depending on their combination of internationalisation and multilateral experience.

****************

Figure 1 about here

****************

Quadrant 1

The two firms in this quadrant are both less than twelve years old, and both are in the early stages of their internationalisation. The first firm (Firm no. 1) has been internationalising largely through opportunities that have arisen from contacts in its domestic market. It has now secured its second World Bank-funded contract with the Department of Health of a state government in India. Involvement in India was initiated by the firm’s marketing manager, who participated in a trade mission to that country organised by an Australian industry group. While in India he made contact with a man whom the firm decided to take on as its agent. The agent’s institutional knowledge, particularly his connections with the state government and his understanding of World Bank procurement procedures, has been an important contributing factor to the firm’s success in winning the two contracts in the face of international competition.


Whilst Firm no 1 has largely been pursuing sales opportunities wherever in the world they arise, Firm no. 2 has been more targeted in its market selection procedures. It has also developed a systematic framework for developing foreign markets, identifying 5 stages for entering a market and developing its market position. Within this framework, an MDB contract is regarded primarily as a marketing tool particularly useful in the first stages of foreign market development. While the margins for multilateral work are not regarded by this firm as attractive, the benefits of a contract would rather lie in the opportunity to use it as a ‘reference site’. The credibility that is attached to a multilateral contract would, it was hoped, result in additional in-country work.


The two firms represent somewhat contrasting approaches to multilateral clients. Firm no. 1 was an ‘accidental’ contractor, in the sense that it did not deliberately set out to secure multilateral business, and its World Bank contracts have been the result of its in-country agency agreement. Firm no. 2, however, deliberately targeted the ADB as part of its international marketing strategy. It visited ADB headquarters in Manila, directly marketed its technological solutions in a seminar to Bank staff, and gained in-depth knowledge of the Bank’s procurement procedures. 


Firm no. 1 has established a successful track record with a particular executing agency - the Indian state government - but it now faces the challenge of capitalising on this initial entry success. The World Bank contracts have opened up two possibilities: one, of seeking additional clients in India; or two, of pursuing similar World Bank-funded contracts in other countries. However, both options present problems in terms of firm knowledge and commitment. The firm’s knowledge and experience in India, held mainly by its agent rather than directly by company staff, are localised in nature and confined to a particular state and particular client. At the same time, the firm does not regard itself as having the resources to manage further expansion, or sufficient knowledge of the World Bank to utilise its current contracts as a ‘bridge’ into other markets: ‘if we had time to go down that route of marketing ourselves with the World Bank it might be a bit different.’


Firm no. 2 has been shortlisted for a contract with the ADB but has not to date been successful in winning a tender. Opportunities in its target countries have evolved nonetheless, so the importance of the ADB as a potential client has receded, although the firm still monitors Bank projects. While the firms therefore differ in terms of their multilateral experience and their internationalisation strategy, they do share some common ground. Both firms are at an experimental stage of their internationalisation efforts, responding flexibly and shifting their focus as new opportunities arise. Both have faced a knowledge ‘gap’, recognising that they need to acquire an understanding both of national clients and of multilateral procurement processes, personnel and policies.

Quadrant 2

All four firms in this quadrant have accumulated significant multilateral experience, although they are still seeking to expand their geographical coverage and penetration of individual markets. Multilateral (typically alongside bilateral aid) work is a sufficient proportion of the total revenue of many of these firms that they regard themselves as development specialists, and multilateral projects are a critical part of their internationalisation. This has also led to increases in their level of foreign market commitment, although in most cases this has not come in the form of permanent offices or subsidiaries. Most of these firms operate through a network of temporary project offices, short-term alliances and in-country representatives. Behaviourally, these firms align themselves to the demands of multilateral projects: they introduce procedures to regularly track MDB projects, many begin to make regular trips to MDB headquarters and some establish multilateral or development divisions.

A key challenge for such firms is how to develop and sustain a local market presence. This is regarded as crucial to a firm’s international operations in a variety of ways. Firstly, local presence can be vital in obtaining advance warning of an upcoming project opportunity, a potential advantage when preparing a bid. Secondly, it allows access to key decision-makers when preparing a project bid. In the case of a loan project, the tendering process is run by a local government department or agency; and in view of MDB policies to decentralise, increasingly key Bank staff are located in the field rather than at headquarters. Thirdly, a local presence provides the in-country knowledge which is seen increasingly as being an important part of a successful bid. Fourthly, a local presence can also be useful in the project implementation stage, with some firms delegating part of the project management role to their local office. Finally, the tangible commitment that a representative entails gives the firm credibility with local officials and stakeholders. For all these reasons, a local presence is regarded as a fundamental requirement for obtaining regular multilateral work, reinforced by country or regional specialisation of tasks at head office.


One firm in this quadrant (firm no. 3) regards itself as having entered a new phase in its international growth, having accumulated enough of a track record with multilateral agencies to move away from its previous strategy of ‘piggybacking’ as an associate firm with more experienced consultants who took on the role of lead contractor. The firm has now gained experience as the lead contractor, and has begun the process of establishing representatives in key markets. Previously, the firm had been dependent on the lead contractor to provide local contacts and knowledge. Now, it has agreements with existing local companies who work directly for them on retainer. The firm’s managing director regards this as second best to setting up a wholly-owned office, but the only cost-effective option.


Firm no. 4’s network of representatives has been in operation for a greater length of time, and was part of its foreign market development from an early stage. Like firm no. 3, the appointment of representatives was part of a move away from ‘piggybacking’ with larger firms. Selection of representatives is regarded as a crucial issue for firm no. 4. Over time, the firm has developed a profile of the suitable representative: he or she is a national; is well-educated and has filled a senior position in government or business, thus possessing a personal network of high-level connections; has generalist skills, since the firm consults across a range of sectors; can bridge the local and Western cultures; and has an outgoing personality who is at ease in a range of situations. In the firm’s experience, there is information and access provided to a trusted national that a foreigner does not gain. At the same time, experience has been that it is critical to provide the representative with appropriate support - including timely visits from head office.


Two firms in this quadrant have established wholly-owned offices in the Asian region. Firm no 4 maintained an office in China for some years, in the early stage of its development of that market. The office was closed, however, as the firm was winning projects in increasingly diverse parts of the country, well beyond the city and province in which the office was located. Firm no. 5 has offices in two countries, and has recently made a strategic decision to maintain both as part of its development of these markets. These offices were not, however, established with the purpose of servicing multilateral clients, but were the legacy of projects that it had conducted for private clients in-country, and only recently has the firm been using the office as part of its multilateral strategy. In the case of both firms, cost emerges as the major obstacle to the maintenance of their offices. Firm no. 5 seriously considered closure of its offices, and withdrew an expatriate manager because of the expense involved. Firm no. 4 was able to defray the cost of its Chinese office by using it to offer services to other Australian companies doing business in China.


As well as the challenge of market presence, the other challenge for firms in this quadrant is diversification of their markets. As a firm’s experience with and knowledge of multilateral institutions grows, it has the potential to convert its experience of World Bank contracts in one country into opportunities elsewhere. While prior in-country experience is regarded as an advantage when winning projects, firms who have completed a project in a particular technical area may successfully use this experience as a basis for winning similar projects in other countries. Firm no. 6 has spread from South Asia to South-East Asia through what one manager terms a ‘serendipitous’ process of identifying projects in new markets that fit the firm’s prior sectoral expertise. When entering a new market, the firm is more likely to associate with another firm and to seek assistance from the government’s trade facilitation agency (the Australian Trade Commission).

Quadrant 3

Quadrant 3 firms are highly internationalised, with a network of subsidiaries (either wholly owned or joint venture operations) and/or distributors that span a number of geographical regions. Despite this experience, such firms either have low or little experience in bidding for and implementing multilateral projects; or, alternatively, their other international activities are accorded a much higher priority than their multilateral business. The key dilemma for such firms is how to convert their existing internationalisation and market-specific knowledge to support their learning about the multilateral procurement process. 


Firm no 7 is not just highly globalised, but in addition had considerable experience in the country where it obtained its first MDB-funded contract. The firm received intelligence about the upcoming contract from a senior official in the government department that was acting as the executing agency for the project. The firm had already been a supplier to the executing agency and had a good understanding of its needs, as well as contact with key decision-makers. Lack of market-specific knowledge was not the challenge for this firm; rather it was understanding MDB requirements, tendering procedures and bid evaluation criteria. In particular, as a high-quality producer it was concerned that under Bank procurement rules for goods and civil works, the selection is made under the basis of the least cost bid. However, the firm found it was able to utilise its existing knowledge about the country environment to interpret the tender document and understand the type of product most suited to the client. For this firm, therefore, a considerable advantage lay in the degree of market-specific knowledge that it had already accumulated in the market. The firm now has to decide whether it will increase its behavioural commitment to multilateral clients by, for example, regularly monitoring MDB websites for forthcoming opportunities.


The second firm in this quadrant (firm no. 8) is a consulting firm with a large and well-established domestic business that has in recent years made internationalisation a strategic priority. It established a multilateral projects division that for a short period was the firm’s main offshore activity. In the meantime, the firm has embarked on a major series of acquisitions that has delivered it a network of foreign offices and subsidiaries in a short space of time. Firm no. 8 therefore faces the challenge of integrating its multilateral business with its newly formed offshore network, which is much more focused on private clients.

Quadrant 4

Quadrant 4 firms are those which have both a high degree of internationalisation and a long record of implementing multilateral projects. These firms are likely to have an enduring offshore presence in the form of a web of local representatives, branches and subsidiaries. These firms are increasingly global rather than regional, with operations outside of the East Asian and South-East Asian regions that are the traditional base for Australian companies involved in multilateral projects. The most internationalised of the firms in this quadrant have experience in over 50 countries. Because of their track record in MDB work, these firms regard themselves development experts, but their size means that they are also likely to have other divisions, substantial domestic business and/or a presence in industrialised as well as developing countries.


As these firms expand their offshore operations, they seek to establish a more enduring presence in the markets in which they operate. Continuity of presence is challenge, however, even for these firms, and often requires them to diversify their sectoral coverage as well as their funding source. As national economic development is a dynamic process, the types of projects funded tend to change over time, meaning that firms need to provide a different range of products and services if they are to remain in the market. Firms can also consolidate their market presence by seeking other clients, using their MDB record as a ‘bridgehead’. In some countries, rapid economic growth has even meant that MDB loans have been reduced, or in some cases ceased altogether. A spread of clients in the one country therefore helps ensure that a firm’s presence will endure beyond that of the MDBs. This means that for firms in this quadrant, market development may even entail a shift away from multilateral business. As a manager in firm no. 9 explained, market development requires the firm to become ‘market focused’ rather than ‘project focused.’ 


Firm no. 9 actively seeks to develop its foreign markets, shifting from a representative office to a local subsidiary once the number and value of projects in a market, as well as the general business climate of the country, can support the overheads of a wholly-owned office. Provided the right local staff can be found at the right time, the firm’s experience has been that dedicated, full-time staff are the key to market development. The manager interviewed believes that local together with expatriate staff are 

an almost unbeatable combination… because these two categories of people have access to two different sets of local networks. There are certain people who will see a visiting businessman from Australia, but would never see a local employee of a foreign company. But there are things which local bureaucrats or industry representatives will tell local people that they would never tell an Australian.

Both firms no. 9 and 10 regard localisation as a crucial element of their market development. Both have taken the step of locally incorporating some of their offices. A major benefit of this step lies in the fact that these offices are then qualified to bid for local government work, and for contracts with aid programs that would otherwise exclude Australian companies. Another advantage is the additional legitimacy that the firm gains by offering local employment and investment. Furthermore, it increases the firms’ attraction as potential alliance partners, since they can bring the strength of local knowledge to any inter-firm partnership. 


Increasingly, firms in this quadrant face the dilemma of balancing global integration and local responsiveness: of forming a coherent network of affiliates that nevertheless retains local autonomy. Firm no. 9 has responded by moving to a matrix structure that combines regional with technical divisions. Regional managers have the final decision as to whether the firm bids for a particular project. Firm no. 10 has also given some of its offices regional responsibility. Firm no. 9 is sensitive to the fact that inter-unit communication and knowledge and resource transfer can be a significant challenge for a ‘network’ organisation in multiple locations. Increasingly, it is encouraging such transfers by, for example, enabling subsidiary staff to work on offshore projects or fill short-term assignments in the headquarters operation.

Discussion and conclusions

The Uppsala Model can be seen to provide insights into the internationalisation process of the firms analysed in this paper. Over time, these firms scale up their resource commitment to specific markets. Commitment is financial (eg. the appointment of an expatriate manager), institutional (eg. the switch from a representative to a wholly owned office), behavioural (eg. the specialisation of head office staff in particular regions), and intangible (eg. the development of extensive ties with local decision-makers). As these commitments increase, a firm’s motivation - and opportunity - to seek additional contracts in the same market is heightened. In this way, firms become much more targeted in the projects they bid for and are able to sustain a more continuous presence in these markets. As Coviello and Martin (1999) found, this means firms gain a market as well as a client or project focus. For such firms, their multifaceted resource commitment to a particular market does not melt into air once a specific project has been completed.

Local presence - and hence market-specific knowledge - is regarded by these firms as critical to their successful marketing for and implementation of multilateral projects. Obtaining timely intelligence of project opportunities, accessing the right decision-makers, understanding client needs when preparing a bid, identifying domestic firms to act as associates, adapting technical solutions, implementing a project successfully - all these activities require market-specific knowledge. Sufficient market-specific knowledge gives internationalised firms without extensive multilateral experience a potential advantage when bidding for multilateral contracts. 

The degree of market-specific knowledge of a firm is likely to be linked to the nature of its institutional commitment. Firms that are in the early stages of internationalisation face a significant ‘knowledge gap’ that may prompt them to ‘piggyback’ with more experienced firms. The employment of local staff (either as representatives on commission or employees in a local office) is regarded as an important step in knowledge acquisition as well as institutional commitment. The use of local as well as expatriate staff enables a firm to develop two different sets of contact and information networks, thus expanding its intangible commitment. The appointment of local representatives, and the opening and localisation of offshore offices therefore emerged as central internationalisation decisions facing the firms in this study.


The role that the multilateral client plays in a firm’s market development process is a varied one. As firms gain in experience and their local presence is upgraded, they may succeed in gaining a steady supply of multilateral projects, although often this involves an expansion of their sectoral coverage. In some cases, the high profile of a multilateral contract may act as a bridgehead (ie. become a ‘reference site’), although, as some interviewees pointed out, in the very least developed countries, there is potentially a lack of alternative project funding and private clients are not numerous. This also means that if a firm has other international activities, they may remain separate from its multilateral business. Firms in this study therefore differ in terms of their degree of focus on the multilateral sector - in other words, while two firms may have reached a similar stage of internationalisation, they may vary in terms of the level of their commitment to multilateral institutions as clients.


At the same time as a firm increases its resource commitment to particular markets, it is likely to be seeking to diversify the number of markets in which it regularly operates. This is partly the result of external pressures. Given the volatile nature of the business environment in which these firms often operate, market diversification is regarded by many as a sensible risk management strategy. In addition, diversification is a response to changing MDB lending patterns, with some countries reducing their borrowing and others becoming MDB members for the first time (eg. Central Asian republics, East Timor). In particular, firms that are development specialists find that their international expansion mirrors the lending pattern of the MDBs. However, market diversification is not just due to external factors, but can be attributed to the firm’s acquisition of client knowledge. As the firm gains an understanding of MDB tendering procedures, regularly tracks MDB project opportunities and becomes known to MDB project officers, the firm can better translate its project experience in one country to another. This is a form of client-following behaviour, although in this case the client being followed is not a domestic firm. Maintaining a balance between expansion to new markets and consolidation of existing ones can, however, prove a challenge for even the larger and more experienced firms.


The focus in this paper on the role of a specific client provides another perspective on the internationalisation process. In the case of the firms in the current study, market selection, choice of entry mode, and market development and withdrawal are all decisions that are potentially influenced by the characteristics of the multilateral institution. At the same time, firms approach the multilateral client very differently, depending on their resource commitments, accumulation of knowledge and composition of their networks. A difference can be seen, for instance, between firms on the basis of the degree of their commitment to multilateral institutions as clients. To conclude, while the research agenda into the internationalisation of firms has progressed and evolved, the complexities of, and multiple influences on, a firm’s offshore expansion remain an enduring theme.
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Figure 1: Matrix of firms supplying to multilateral projects
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