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Learning in the Internationalization Process: 

A Case for Organizational Interpretive Capacity
Abstract

The paper builds on a critical, although partly ignored, distinction between market experience (knowledge) and firm experience (knowledge) identified in the early IB literature by Uppsala scholars (Johanson and Vahlne, 1977; 1990). Following the behavioural theory, IB scholars have treated experience and knowledge as the same thing and often used them interchangeably, which explains why the experiential (market) knowledge has become such a dominant and popular concept. Contrary to this dominant view, and by drawing on the Interpretive traditions in organization theory and economic sociology, this paper argues, first, that experience and knowledge of the social world are qualitatively different; secondly, that foreign market experience and firm experience are mediated and connected through collective interpretation and, thirdly, that firms differ significantly in their abilities to interpret their international experiences and, as a result, to redefine foreign market environments. Thus, we claim, organizational interpretive capacity should become a central, or at least, important concept in the internationalization process research and organizational learning literature. We believe that organizational interpretive capacity, alongside with other factors, may be able to explain non-evolutionary and non-linear trajectories of the internationalization process. In particular, it may be useful in explaining how foreign market opportunities are generated/created, which differs signficantly from the dominant concepts of opportunity idenfication and opportunity recognition. Furthermore, the paper outlines several key dimensions of the organizational interpretive capacity and puts forward some preliminary implications for International Business theory and practice.          
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INTRODUCTION

“Interpretation may be one of the most important functions organizations perform”. “Almost every other organizational activity or outcome is in some way contingent on interpretation” (Daft and Weick, 1984, pp.293) 

Broadly, this paper calls for developing an understanding of internationalization of firms as the learning process in a social construction perspective, and, as one step in that direction, it proposes a concept of organizational interpretive capacity. Paper moves away from the dominant views within the International Business (IB) discipline dominated by the behavioral and economic schools, and takes its starting point in an Interpretive Organizational Theory (Hatch and Yanow, 2003) and Enactment Perspective (Weick, 1979, 1995; Weick and Daft, 1984). Despite, a shift in perspectives, we try to address the key issues and to relate to the central concepts such as the liability of foreigness and the advantage of multinationality, which have defined and chracterised the field of International Business for the last 40 years.   

Although learning in the internationalization context has been a much-studied phenomenon, still by and large it remained embedded into behavioral and cognitive assumptions. Particularly, a widespread use of absorptive capacity concept (Cohen and Levinthal, 1990) in IB literature- both in studying learning in the internationalization and particularly, in research on transfer of knowledge within MNCs- is a clear manifestation of this thinking. In our earlier work, we offered a Social Constructionist interpretation of Uppsala Internationalization Process Model and argued that a critical distinction between market experience and firm’s experience has been unjustifiably overlooked for the last two decades. We argue that market (experience) knowledge and firm (experience) knowledge can be seen as two different forms of life or life-worlds (Tsoukas, 1998) and are best understood as more or less cohesive/fragmented social constructions, which emerge through social interaction and become objectified social realities with their own values, logics and recipes (Spender, 1989). To exemplify our conception of a firm as a social construction, we refer to a rather recent work on communities of practice (Lave and Wenger, 1991; Orr, 1990; Brown and Duguid, 1991).  

The aim of this paper is to show how these two different (or more likely, several) forms of life- within a firm and within a market- are connected and inter-related. In doing so, this paper makes a case for and tries to theoretically develop a concept of organizational interpretive capacity similar, in terms the role it plays, to the absorptive capacity proposed by Cohen and Levinthal (1990), but having its roots in the Constructionist paradigm (Weick, 1995). Interpretive capacity is defined as ability to instantly and simultaneously redefine and re-frame one or several social-business contexts, and in such a way to generate multiple pictures of new potential business realities, new business linkages, new forms of life and opportunities therein, not existing or seen within the current view. Interpretive capacity enables organizational members to understand and enter/ join in more distant relatively closed social contexts. The social business contexts, be it networks, firms or industry associations, are relatively closed and unique because they are created by limited number of actors, have their membership requirements, such as language, values, logics and styles, and therefore are best understood by those who have created them. Interpretive capacity - consciously or unconsciously developed and nurtured by all organizations, albeit to a different extent- is a crucial link between a firm (firm experience and knowledge) and its international markets (market experience and knowledge). 

We argue that organizational interpretive capacity is one of the most important dimensions of learning by internationalizing firms which - because of its non-evolutionary nature of social knowledge (Geisler, 2001) develops in an cumulative-expansive manner- partly provides explanations for both gradual and incremental as well as big-step hypotheses (Pedersen and Shaver, 1999) in the international expansion of firms. Much like the liability of foreignness, it is negatively affected by narrow and rigid organizational identities, standardized international strategies, egocentric management, limited repertoire of interpretive schemes (Bartunek, 1984), managerial ignorance and lack of care (von Krogh, 1998) and sensitivity to the richness and evolving dynamics of foreign market contexts.  

1. THE ROLE OF INTERPRETIVE CAPACITY IN THE INTERNATIONALIZATION OF FIRMS (IDEA/AIM AND ITS BACKGROUND)

It is typically assumed that when pursuing international market opportunities, companies face a number barriers such as geographic distance, cultural differences, economic sanctions like e.g. tariffs, and customer loyalty to the local firms and products. These barriers came to be known as the liability of foreignness (Hymer, 1960 / 1976), psychic distance (Johanson and Wiedersheim-Paul, 1975; Johanson and Vahlne, 1977) or simply foreign market uncertainty, which is usually seen as much higher relative to the uncertainty in the domestic market. Therefore, foreign companies, it was assumed (Hymer, 1960/1976), had to develop competitive advantages vis as vis local firms and to reduce uncertainty and ensuing risks. Broadly speaking, international business literature has developed two main responses on the part of entrant firm. First, mainly drawing on the behavioral tradition (Cyert and March, 1963), it argued that often firms rely on a slow experiential learning, which results into incremental internationalization (Johanson and Vahlne, 1977, 1990, 2002). A second response was provided by economic school (Buckley and Casson, 1976; Dunning, 1988) advocating a systematic evaluation of alternatives both in terms of foreign markets and entry modes (Andersson, 1997). 

Since early 1970s and, particularly, since Johanson and Vahlne (1977) described internationalization process as a gradual knowledge development and increasing foreign market commitments, research on internationalization has been closely associated to the concepts of knowledge and learning. Many studies tested the model with mixed results, even more have criticized the model for being too deterministic, for eliminating strategic choice (Reid, 1983) and for not being able to incorporate bigger steps in the process of international expansion. Unfortunately, only very few studies have questioned the major underlying assumptions of the model, the links between the key concepts and the meaning of the key concepts (Hadjikani, 1997; Forsgren, 2002). Most notable exceptions are works by Andersen (1993), Hadjikani (1997), Pedersen and Petersen (1997) and Forsgren (2002). Even, fewer scholars seemed to be interested in the logic and ideas surrounding the IP-model and particularly what Johanson and Vahlne came close to, what remained unsaid or implicit and the potential for building on their work, especially, in the direction of Edith Penrose (1959) vision of the growth of a firm. After all, internationalization is but one avenue for enterprise growth. We believe that this important aspect of growth has largely been overlooked in the internationalization literature, and dominated by defensive reasoning for example of minimizing transaction costs, increasing hierarchical control, reducing uncertainty and risks. The work of Johansson and Vahlne is remarkable in a sense that, for the first time, it conceptualized internationalization as the growth process of an enterprise closely related to or even driven by the growth of knowledge and learning. Its limitations clearly lie in that it allocated explanatory power solely to the experiential knowledge, and ignored other types of knowledge allowed by the learning literature (Forsgren, 2002). Moreover, it mainly focused on the experience acquired in the foreign market.   

In this paper, we rely on and reinterpret the Uppsala internationalization process model  (Johanson and Vahlne, 1977), because by reading their work we first came to came to think about the concept of organizational interpretive capacity as a prospective sense-making. Then, and even more now, we see many alternative points of departure in order to develop this concept. For example, we could have started with the critique of absorptive capacity as too limited in explaining non-evolutionary nature of social knowledge (see Geisler, 2001 for a detailed argument), notions of embeddedness coming from the economic sociology (Granovetter, 1985; Zukin and Di Maggio, 1990) and research on MNC subsidiary context (Andersson, Holm and Forsgren, 2001). We could have built directly from the works of Weick (1979, 1995) on sense- making, Weick and Daft (1984) on organizations as interpretation systems and, of course, the philosophical traditions of Hermeneutics (Heidegger, 1927; Gadamer, 1993) and Phenomenology (Schutz, 1972). However, as primarily IB scholars, our attention caught a distinction between market experience and firm experience, which Johanson and Vahlne made in discussing how foreign market knowledge could be acquired and integrated into an internationalizing firm. Thus, although within behavioral framework, the IP-model, indeed, raised a critical question of how the market and firms experiences can be and are connected and integrated by internationalizing firms. Our proposal is that the market and firm (organization) are linked through organizational identity, organizational interpretive capacity and organizational action capacity. These concepts, as we shall argue, are closely related and, in a way, even mutually constitutive, because it is difficult to define one without explaining the other. In this paper, however, we will only focus on interpretive capacity.         

The concept of interpretive capacity calls for a new conceptualization of a firm as a major research unit in the internationalization literature, a new and more dynamic understanding of international business environments, and provides an alternative understanding of how companies identify foreign market opportunities. Last but not least, the concept of organizational interpretive capacity is best understood within the Interpretive Paradigm (Burrell and Morgan, 1979), as opposed to realist tradition currently dominating international business and strategy management literature.   

2. THREE MODELS OF KNOWING THE ENVIRONMENT: TOWARDS ENACTEMENT AND CONSTRUCTIONIST PERSPECTIVE 

Nearly two decades ago, Smircich and Stubbart (1985) noted that, in organization theory and strategic management, a main debate was whether business environments are objective or perceptual. Just like this paper does in the case of IB research, they argued that strategic management could and should be enriched by the third view - that environments are enacted through the social construction and interaction process of organized actors- for it “implies distinctive strategic management models, new research questions, and different prescriptions for practitioners” (Smircich and Stubbart, 1985, pp. 724). Although research in this tradition has grown, not much has changed since then. Recently, a dialogue has resurfaced in a Strategic Management Journal on the marginalized role of constructionist tradition, which is a legitimate and influential school of thought in other social sciences such as philosophy, sociology and anthropology (Mir and Watson, 2000; 2001, Kwan and Tsang, 2001). In fact, economic sociology, to a large extent, is built on the premises of the social construction. Its three main assumptions are: 

1. economic action is a form of social action, 

2. economic action is socially situated and embedded, and 

3. economic institutions are social constructions (Swedberg and Granovetter, 2001). 

Surprisingly, international business has mainly debated over incremental internationalization vs. strategic choice and internalization vs. capability view, while the enactment perspective has not been taken seriously in the field of international business. Moreover, the studies, which have followed this perspective, have not found their ways into leading IB Journals, especially, JIBS. 

Table Citations and References of Selected Concepts in JIBS

	Concept or reference
	Number of citations

	Berger and Luckmann, 1966
	1 reference

	Emotions
	2 reference

	Interpretation 
	0 matches in the title

	Phenomenology 
	0 matches in the whole text

	Enacted (reality)
	1 reference

	Identity 
	1 paper, only with the focus in the visual identity


Note:. This is clearly too narrow search survey, but still indicative.

An Objective Environment

The taken for granted distinction between subject and object (Nonaka and Takeuchi, 1995), or boundary between organization and the external environment generates dichotomy that profoundly shapes how we think about strategic management as well as international business. Most of strategic management literature incorporates assumption that “organizations” and “environment” are real, material and separate- just as they appear in the biological world (Smircich and Stubbart, 1985, pp.725). This idea of an organization having to survive in larger, more powerful and often hard-to-change environment comes from biology (Penrose, 1952). The organization is seen as biological organism, which grows and adapts to what is “out there” surrounding it. Because environment is real, external, given, tangible and concrete to an organization, it has to discover the opportunities and threats within it. Some scholars, for example, Child  (1972) argue that organizations can choose the environmental domains, while Aldrich (1979) views environments as mercilessly efficient in selecting out all organizations not aligned with the environment. Thus, the strategy is managed through information acquisition from the environment and subsequent processing and use for decision making. Based on the analysis, within the view objective of environment, top managers face, according to Smircich and Stubbart (1985, pp726), “an intellectual challenge to delineate strategy that will meet real demands and real constraints that exist “out there”.

The Perceived Environment

The perfect or even satisfactory knowledge of objective environment is hardly attainable (Simon, 1957). Thus, particularly with the growing influence of Carnegie school, attention has increasingly shifted towards more realistic decision-making models and towards the view that individuals and organizations are characterized by bounded rationality. This led to a realization that often managers make decisions based on limited and not necessarily representative information and that there may be a significant difference between the external reality and the representation of the external reality that is available to the firm. However, the difference between perceived and objective environments is not attributable to a change in conception of environment, which is still seen as real, material and external (Smircich and Stubbart, 1985, pp. 726). Paradoxically, the way organizations behave now depends more on the perceived environment rather than objective environment, while the performance and the consequences of such decisions may not be known until several years have passed. This may pose serious challenges both the researchers and to the practitioners. Researchers may need to engage into in-depth longitudinal studies rather than cross-sectional research, as Melin (1992) has called for, while managers need to find ways to reduce the gap between the flawed perceptions and correct view of the environment (Smircich and Stubbart, 1985).

The Enacted Environment

The enacted environment perspective within organization studies has emerged from the interpretive sociology (Schutz, 1967; Weber, 1968), symbolic interactionism (Blumer,1969, 1986) the sociology of knowledge (Berger and Luckmann, 1967), and the cognitive social psychology (Weick, 1979, 1995). From the interpretive point of view, separate objective environments do not exist (Burrell and Morgan, 1979). Instead, as Smircich and Stubbart (1985, pp.726) noted, organizations and environments are convenient labels for patterns of activity and what people refer to their environments is created by human actions and related efforts to make sense of these actions. “The character of this produced environment depends on the particular theories and frameworks, patterns of attention, and affective dispositions supplied by the actor-observers” (Smircich and Stubbart, 1985, pp. 726.).  

Consider the following citation: 

“ The word organization is a noun, and is also a myth. If you look for an organization you will not find it. What you will find is that there are events, linked together, that transpire within concrete walls and these sequences, their pathways, and their timing are the forms we erroneously make into substance when we talk about an organization” (Weick, 1979, pp. 88).

“…the most taken factors of organizational life are the products of considerable inter-subjective works. By interpreting such micro sociologists of consciousness as studies of formal organization, it becomes clear formal organizations are essentially the processes of organizing enacted by persons” (Brown, 1978, pp. 371)

So far, we wanted to de-mystify the view that organizations and environments as stable and concrete structures, which are to be aligned to each other, and highlight that both organizations and environments are “intersubjective works” of human creation. This will help us to better assess the existing theories within the IB field and to propose our interpretation, and concepts rooted within the enactment perspective.

3. ORGANIZATIONAL INTEPRETIVE CAPACITY- ONE OF THE WAYS TO LIVE FORWARD

“Higher than actuality, stands possibility” 

(Heidegger, 1993 pp.38)

“Decision … is an act of imagination, it is a choice of amongst the products of imagination. … 

decision is wholly concerned with the future. Thus, decision cannot be choice of facts”

Schackle (1966) 

Interpretation may shape the environment more than the environment shapes the interpretation 

(Daft and Weick, 1984, pp.287) 

The Importance of Interpretation for Enacting the Future: Beyond the Sense-making

What concepts are meaningful and relevant depends on the dominant conceptual frameworks accepted by the disciplines and their underlying assumptions. Clearly, concept of organizational interpretive capacity is most useful, when we see firms as a sense- making and enacting organizations, much like Daft and Weick (1984) and Smircich and Stubbart (1985) have described. And, understanably, it is much less meaningful, if a firm a defined as a biological organism, production function, nexus of contracts, or as information processing system. In reviewing Weick’s (1995) Sense Making in Organizations, Gioia and Mehra (1996) reminded us a famous Kierkegaard’s observation that life most often is understood backwards, while we need to live forwards. Gioia and Mehra did so in order to illustrate one aspect of a rare critique directed at Weick’s work, specifically, that sense- making is much more retrospective than prospective. Weick (1995) himself admitted that his work on sense- making is past oriented and focused on how organizations make sense of what has happened. 

The concept of organizational interpretive capacity, which we propose, is similar in nature to the sense- making, but at the same it is different, first of all, because it is future oriented. In the words of Gioia (1996), it is more about prospective sense- making. To some extent, we agree with Weick in that sense- making precedes interpretation, i.e. interpretation necessarily builds on and utilizes the results of sense- making, but its inputs into interpretation processes may vary a lot. Secondly, interpretive capacity differs from sense- making in that it allows, or, at least, aims at differentiating among individuals, firms, networks and even nations in terms of their abilities to generate meaningful, plausible and viable interpretations. And, thirdly we see interpretive capacity not only as intra-organizational, but also as inter- organizational phenomenon or simultaneous interpretation related to work practice and communities, which often span across organizations, rather than within formal organizational boundaries (Brown and Duguid, 2001). Along aside with other concepts such as organizational identity, organizational action capacity, communities of practice, collective practices, and organizational resources elaborated elsewhere, it constitutes our knowledge-based view of a firm, rooted within the Interpretive paradigm (see Hatch and Yanow, 2003, for a review). 

Interpretation, Daft and Weick (1984) noted, might be one of the most important functions organizations perform. Furthermore, they believe that “almost every other organizational activity or outcome is in some way contingent on interpretation” (Daft and Weick, 1984, pp.293). Thus, it is surprising that organizational interpretation processes did not receive much more explicit attention within the internationalization research. Nevertheless, several scholars - who made important contributions to the theory of firm-, have recognized the importance of interpretation (e.g. Nelson and Winter, 1982). However, economists, although acknowledged the role of interpretation in guiding organization actions, did not attribute a more prominent role to interpretation since it complicated their modeling. Also, they mainly saw a meaning of interpretation in processing objective, but limited, data within the conversations of bounded rationality. In a way, interpretation was used as a mechanism of closing the gap arising from incomplete information and in attempt to re-construct the best possible representation of the reality “out there”. 

The Meaning of Interpretive Capacity  

Hermeneutics, the science of interpretation, comes from Greek ”hermeneuein” meaning to interprete (Oxford and Websters Dictionaries). Derived from a Greek word connected with the name of the god Hermes, the reputed messenger and interpreter of the gods (Catholic Encyclopedia, www.newadvent.org). Originally, it was mainly used in relation to the interpretation of written texts, especially, Sacred Scripture. However, the term no longer refers to the interpretation of texts only but encompasses all the ways in which subjects and objects are involved in human communication (Richardson 1995), interestingly that the very nature of word “interpretation” implies that there may be a multiplicity of them for one and the same text, piece of art or social phenomenon. Hermeneutics provides the (scientific) rules for understanding. In general, hermeneutics means how to obtain understanding and provide meaning to social phenomena.

Similarly, dictionaries provide different meanings for the word capacity. We like the connotations such as (1) ability, (2) power pertaining to, or resulting from, (3) the possession of strength, wealth, or talent (Oxford Dictionary). All these meanings are useful in developing the concept for interpretive capacity and help reveal different sides of it, which imply (1) ability to interpret, (2) power pertaining to or stemming from interpretation and (3) the possession of strength in a form of interpretation, having or be able to generate wealth of interpretations and talent in interpretation. All the meanings of the word capacity - ability, power and talent, just like also mentioned “qualification” and “competence”- potentially point to the relative differences in interpretive capacity that individuals, groups, organizations and even societies are endowed with. The International Institute of Hermeneutics at Toronto University defines hermeneutics as an art of interpretation and cites an Italian philosopher Gianni Vattimo, who claims that we live in the age of interpretation. 

As we mentioned in outset of this section, interpretive capacity is similar concept to Weick’s (1995) sense- making, however it is also different in that it is future oriented, as Gioia put, it is a prospective sense- making. It goes beyond intra-organizational boundaries to include inter-organizational and even societal contexts through accounting for how identification of individuals and organizations with others actors with whom they identify (e.g. buyers, suppliers, profession, local community, region, nation state) shape actions and interpretations. Finally, we use interpretive capacity as a differentiating concept primarily within the framework of the theory of a firm in attempt to understand difference in behavior on the firm level, while still seeing communities inside and across organizations as a main locus where interpretations are generated. 

Key Dimensions of the Organizational Interpretive Capacity

In order to define organizational interpretive capacity, we propose and subsequently discuss the following six dimensions (1) organizational identity (2) number of interpretation schemes (3) action space (4) interpretation space (5) distinction making or category development ability (6) use of language(s). 

Organizational Identity. Despite differences in definitions, most scholars attribute identity a central role in their respective conceptual domains and most of them link identity to the interpretation processes within organizations. Fiol (1991) proposed to view organization identity as core competency leading to competitive advantage by contextualizing and providing meaning to new adoptive behaviors. Castanzias and Helfat (1991) asserted that identification of employees with the firm could create a larger whole, which could be a driving force behind a firm’s performance. Dutton and Dukerich (1991, pp. 517) argued that organization’s image and identity guide and activate individuals’ interpretations of an issue and motivations for action on it, and those interpretations and motivations affect patterns of organizational action over time. They built on the work of organizations as interpretations systems by Daft and Weick (1984) and the pioneering contribution on organizational identity by Albert and Whetten (1985), but also on ideas from impression management (e.g., Tederischi, 1981), suggesting that individuals seek to influence how others see and evaluate their organization. Kogut and Zander (1996, pp.507) explored in detailed the role of identification in economic coordination and put forward a more radical argument that identity improves coordination, communication and learning.

Traditionally, has been viewed that a unitary identity had numerous advantages. First of all, a unitary identity, it was argued, provides clarity and coherence in organizational actions as well as reduces complexity in the organizational interpretation. Secondly, as Dutton and Dukerich (1991) noted, unitary identity can encourage members to seek solutions to issues that threaten the shared identity, while within resource- based view framework, Castanias and Helfat (1991) argued that it creates a sense of unity that can be a driving force behind a firm's superior performance. However, we tend to agree more with Fiol (2002) who warns us that unitary organizational identities not only bind people, but also blind them to the issues, which are inconsistent with current identity. To be sure, existence of a dominant shared view of organization identity is important, however, a strong unitary identity inhibits organizational interpretive capacity, while the existence of multiple fluid and dynamic identities enhances organizational interpretive capacity and increases its chances for growth and self-renewal.  The self-renewal becomes possible, because firms can identify and exploit opportunities beyond the scope of the dominant, but narrow and taken-for-granted unitary view of what a firm is and what it should do. This is of particular importance in the process of internationalization, which often requires that firms re-define as to who they are and what business recipes they use.        

Multiplicity and Dynamics of Interpretive Schemes. The origins of the concept of interpretive schemes are usually associated with writings of Schutz (1967) and Giddens (1979), but it became best known through the work of Bartunek (1984). It is similar to other concepts widely used in the organization theory, which include shared meanings or paradigms (Kuhn, 1970, Brown, 1978), world views or ideologies (Beyer, 1981; Starbuck, 1982) and schemata (Weick, 1979). These different concepts vary slightly, but have in common the underlying assumption that any given experience and information can be understood, i.e. interpreted in multiple ways, thus the way organizations interpret matters as much or even more than what is experienced. Thus, interpretation schemes as well as the experiences and information encountered by organizational members are important constitutent parts of organizational interpretive capacity. The latter two will be discussed as action or experiential space and information or interpretation space. 

According to Ranson et al (1980) interpretive schemes map our experience of the world, identifying both its relevant aspects and how we are to understand them. Moreover, interpretive schemes operate as shared, fundamental (though often implicit) assumptions about why events happen as they do and how people are to act in different situations, in short, provide, logic of how reality works. Ranson, Hinnings and Greenwood argue that interpretive schemes are expressed in provinces of meaning, which represent the organization’s values (desired ends and preferences) and interests (views of the appropriate allocation of resources). Thus, organizational change or restructuring is usually associated with the changes of interpretive schemes. Clearly, internationalization process of companies is cloasely related to the development of interpretive capacity and changes in interpretive schemes. While most of the literature emphasized the change or replacement of interpretive schemes, our proposed view of interpretive capacity stresses the use, probing of and projecting different interpretive schemes onto the encountered experience or information.    

Organizational Experiential-Action Space. Building on Schutz (1973, pp. 73), Fast (1993) defines action space (of an individual) as a part of her/his lifeworld, which is within her/his reach and, in time and space, is centered around the actor. The application of an action space concept is more complicated on an organizational or a firm level, with which we are concerned in this paper. Thus, we define organizational action space as all social contexts or communitiesd of practice in which organizational members participate and the social worlds they experience and co-create. Clearly, so defined, some of the action space is shared by many organizational members, while some of it only by few or single individual, for example, export manager. The implication of action space is that it sets important boundaries for what part of the social worlds is directly available for interpretation and enactment (influence) by one or several organizational members, and it is an important determinant of organizational interpretive capacity. (see also Granovetter, 2001, on Social space). Usually, in an enactement perspective, internationalization would imply expansion of organization’s action space and entry into action spaces of others, or more precisely, the mmeanigful integration of two or often several action spaces.

Organizational Interpretation-Information Space. Fast (1993) defines interpretation space as a reality, which is beyond actor’s direct participation, i.e., not centered around his everyday life, but of which she/he is aware. There several other similar concepts such as information space (Boisot, 1995), perception space (Sørensen, 1997). Again, to make use of this concept on the organizational level, we have to settle for a definition of organizational action space, which includes all the perceptions and information of all the social contexts and actors available to organizational members. The reason for not excluding the unique information and preceptions held by single individuals is that still- at least, potentially, and through the process of collective interpretation- it may provide a basis of organizational actions. And there is enough evidence suggesting that insight and also actions of employees situated at the far end of the organizational periphery have become strategic to the large organizations. Toshiba laptop, developed by an unsanctioned effort and without knowledge of it at the corporate headquarters, is one of such examples.        

Furthermore, we feel that role of language (number of different contextual languages) and the way it is used in the organization and its inter-orgqanization context plays an important role in the organizational interpretation, while distinction making or category development is also important element of the organizational interpretive capacity.  

The Implications of Interpretive Capacity for Organizations

Multiple individual and organizational identities and action rationalities are the order of the day. Making a judgment which logic of action to follow and which opportunity to pursue has never been more difficult. Therefore, organizations must be able to align multiple demands, logics and commitments and be comfortable in simultaneously carrying and balancing out a number of identities, where each identity emerges in relation to a specific actor, interest group or institution. The picture, which we have just described, is just another way to what is broadly known as hyper-complex and hyper-dynamic environments. In such a context, interpretive capacity is crucial.

Firstly, we have shown that there is a close relationship between organizational identity and organizational interpretive capacity. Several scholars have emphasized the importance of organizational identity in interpreting and attending to the issues that organization found important (e.g. Dutton and Dukerich, 1991). However, organizational interpretation has an important role to play in the construction of organizational identity, if it is a conscious and reflective process. Arguably, organizational identity emerges from the available pool of ideas and interpretations, or, said differently, a firm can hardly develop an identity, which is beyond the reach/scope of its interpretive capacity. Thus, identity is rooted in and limited by interpretation.

Secondly, the relationship between organizational cognition and action, especially experience, also merits some comments. Because organizational actions allow a firm’s members to enter and participate in other social business contexts and gain experience and experience differences, they enhance organizational interpretive capacity, for organizational members are forced individually and collectively both to make sense retrospectively as well as prospectively. In international business literature, experience and experiential knowledge has been seen as an important factor. Given, our discussion of the interpretive capacity, we can argue that firms having relatively similar experience will not generate the same opportunities due to differences in organizational interpretive capacity. Arguably, a firm with less experience but with higher interpretive capacity may generate more meaningful and viable opportunities than a firm with more experience but lower sense- making and interpretive capacities. Furthermore, different set of opportunities may emerge due to differences in the way other organizations identity themselves with the entrant firm. In the industrial network context, Håkansson and Snehota (1989) have used the concept of framing and made similar arguments in discussing the nature of business strategy. We will illustrate these and related arguments when discussing Uppsala Internationalization Process model.     

4. UPPSALA INTERNATIONALIZATION PROCESS MODEL: OPPORTUNITIES FOR DEVELOPMENT AND EXTENTION

As we noted in the beginning of this paper, IP-model has been much criticized in a rather standard fashion and often tested with mixed results, but, to paraphrase Penrose, it was little used as a productive resource within the enterprise of international business for generating new growth avenues. To be sure, we too share most of the criticism the model has received and, furthermore, we could add some criticisms coming from the enactment perspective. Nevertheless, we believe that, along side with Network approach (Johanson and Mattsson, 1987), it still offers one of the most realistic accounts of how firms engage in international markets. Being grounded in the interpretive perspective, we find that IP-model and its key concepts relatively easily lend themselves and even call for a social constructionist re-interpretation, mainly because the model deals with the experiential knowledge of the concrete individuals- middle managers and sales personnel. Below, we discuss several important distinctions and ideas in attempt to show how these ideas can be related to or expanded with a reference to the concepts of organizational interpretive capacity. 

Market Experience vs. Firm Experience: The need for Interpretation

Johanson and Vahlne identified two kinds of experiential knowledge- firm experience and market experience-, which have to be taken into account when interpreting opportunities abroad.    

“Current activities are also the prime source of experience. It could be argued that experience could be gained alternatively through the hiring of personnel with experience, or through advice from persons with experience. To clarify the roles of these alternative ways of integrating experience into the firm in the internationalization process, we distinguish between the firm experience and market experience, both of which are essential. (Johanson and Vahlne, 1977, 29, emphasis and italics added).

The need to integrate market experience and market experience requires a deeper examination of what constitutes the two kinds of experiences and how they can be connected. Both types of experience can only be acquired through a long- term participation in two different environments. Johanson and Vahlne themselves do not elaborate further on the two concepts nor they indicate a meta-theoretical foundations of them, thus, we assume that the experience is defined following the behaviorist ideals (Cyert and March, 1963). With reference to Community of Practice concept, we argue that it is meaningful to see both a firm experience and a market experience as social constructions constituted of dynamic, fluid, and both formal and informal communities of practice as Brown and Duguid (1991) have described. Fast (1993) has offered the conceptualization of a firm and internationalization as a social construction, but he only focused on a firm and he did not discuss the social construction processes on the market side, as well as the linkages between the two. Furthermore, he defined a firm as one social construction rather than multiple partly competing and partly overlapping social and individual constructions. And exactly, this multitude of communities and identities within a firm and a market is what makes interpretive capacity so important and indeed necessary, both within and between organizations.

Information from the Market must be Interpreted

Although Johanson and Vahlne do not engage in more detailed discussions, they explicitly speak about interpretation and the importance of both types experience in interpreting information. 

Persons working on the boundary between the firm and its markets must be able to interpret information from inside the firm and from the market. The interpretation of one kind of information is possible only for one who has experience with the other part. We conclude that for the performance of marketing activities, both kinds of experience are required; and, in this area, it is difficult to substitute personnel or advice from outside for current activities. (Johanson and Vahlne, 1977, pp.29, emphasis and italics added).

What individuals get from the participation (i.e. current activities) in the market is experience or experiential knowledge. In our view, experience is clearly too broad and unitary a concept, from the interpretivist point of view, and it is difficult to use for a more detailed and refined theorizing. This view resulted in a continous use of experience and knowledge interchangeably. What IP-model at least partly fails to see is that pure unmediated experience of reality does not exist. First, individuals and organizations through its employees experience only what they attend to, which contingent on the way they frame the foreign market. Secondly, the lessons from experience are gained through reflection-in-action (Schon, 1983) and sense- making (Weick, 1995), while opportunities  are created, we argue, through interpretation. 

From these observations emerges the major critique of IP-model. Specifically, it overlooks that organizational members not only acquire market specific knowledge, but also develop retrospective sense-making and proprestive interpretive capacities. And while it is still true that it is difficult to transfer experience developed in relation to a specific market, individuals and organizations can use their increased abilities in sense- making and interpretation when entering more distant markets. Clearly, the sense-making and interpretive capacities, which a firm brings to a foreign market and the interpretations of opportunities it will be able to generate, will differ from firm to firm. 

Experiential Knowledge Leads to Frameworks

Borrowed from Penrose (1959), Johanson and Vahlne utilize a distinction between objective (abstract) and experiential knowledge, which may be extended and interpreted in light of the situated (Suchman, 1987) or contextual character of economic action. Notably, Johanson and Vahlne seem to argue that the experiential knowledge helps generate a useful theory of a concrete, but rather static context (within the scope of experience) within which opportunities are perceived. 

“An important aspect of experiential knowledge is that it provides a framework for perceiving and formulating opportunities. On the basis of objective market knowledge it is possible to formulate only theoretical opportunities; experiential knowledge makes it possible to perceive “concrete opportunities- to have a “feeling” about how they fit into the present and future activities (Johanson and Vahlne, 1977, p.28)

In IP-Model, objective knowledge plays no important role in the internationalization process (Forsgren, 2002), just as, in our view, the interplay between experiential and objective knowledge, or organizational behavior and cognition, is not considered in the model. We believe that the interpretive capacity is meaningful in both cases: in interpreting experience and abstract knowledge, as we have shown in our discussions on action/expriential space and perception space.

Psychic Distance and Interpretive Capacity

IP model suggests that internationalization pattern is closely related to the psychic distance between the home and the host/import country  (Hornell, Vahlne, Widersheim-Paul, 1972; Johanson and Wiedersheim-Paul, 1972).

The psychic distance is defined as the sum of factors preventing the flow information from and to the market. Examples are differences in language, education, business practices, culture, and industrial development” (p.24).

Johanson and Vahlne claim the psychic distance is a major barrier that makes domestic business so different from international business. Not only does it limit the information flow, but, more importantly, it significantly limits the sense-making and interpretive capacity of whatever information is received. Besides, these major differences in culture, language, business practices, religion and industrial development indeed point to the sources, where managers from different countries draw their interpretation schemes (Bartunek, 1984), which may not be adequate. Therefore, clearly, foreign country experience is necessary in order to be able to understand and participate in the kind of business environment there is or forms of life (Tsoukas, 1998).

While psychic has been an important determinant in how the firms select foreign markets, it is by and large based on the macro concept of national culture, institutional and other differences. Clearly, the concept of organizational interpretive capacity allows us to treat firms individually and to relate their internationalization trajectories to their organizational interpretative capacities and other factors. Furthermore, explicit awareness of interpretive capacity concept may help direct attention and efforts of the managers towards improving organizational interpretive capacity, while psychic distance is a rather fixed, and can be overcome only through experience.    

Transfer of Experience and Interpretive Capacity

Following Penrose (1959), Johanson and Vahlne strongly believed that experience could never be transferred:

A classification, which is useful for us is based on the way in knowledge is acquired (Penrose, 1966, p.53) “One type, objective knowledge, can be taught; the other, experience or experiential knowledge, can only be learnt through personal experience. With experiential knowledge, the emphasis is placed on the change in the services the human resources can supply which arises from their activity (ibid, p53);”... experience itself can never be transmitted, it produces a change- frequently a subtle change- in individuals and cannot be separated from them”(ibid 53). “Much of the experience of businessmen is frequently so closely associated with a particular set of circumstances that a large part of the man’s most valuable services may be available only under these circumstances” (Johanson and Vahlne, 1977, pp. 53, emphasis and italics added)  

The assumption that experiential knowledge is not transferable and can only be acquired over time importantly shapes the major mechanism of internationalization within the IP – model. To be sure, we agree that the most valuable services of these individuals are only available within those circumstances, where the experiences are generated. However, working in a foreign market develops a more general ability to learn and learning to learn (Argyris and Schon, 1978), first of all, to learn to act mindfully, i.e. to acquire particular local styles of action, secondly, to learn to make sense and interpret. These two learning processes in turn develop action capacity and interpretive capacity of individuals, and through the process of socialization, of organizations. Subsequently, through interaction, dialogue, and participation in communities of practice with other employees, individual interpretive capacity stimulates a collective or organizational action and interpretive capacities. 

Current activities – main source of knowledge

Maybe the most important feature of IP-Model, which most of us have taken for granted, is its emphasis on current activities abroad, i.e. concrete actions, and acquisition of experience. As Johanson and Vahlne put it, “current activities are also the prime source of experience” and a driving force of internationalization. It is even more significant, considering that the models, based on a systematic search and uncertainty reduction, have dominated international business. On other hand, we have to caution ourselves that, although many ideas sound sympathetic to us more subjectivist scholars, the IP-model is quite explicitly entrenched into behavioral thinking, and environment is understood as objective and rather static. To translate the IP model concepts into our language current activities, experience and experiential knowledge would become action, participation/engagement and reflection. 

To conclude, experiential knowledge cannot be directly used in another market, but the interpretive capacity, generated or increased through operations in one market, can be very useful in other markets. Managers in charge for international expansion may not be able to have experience from all the markets, but it is enough that you have developed interpretive capacity and action capacity (ability to reflect while in action, learn quickly and join in the context), which they can use in other markets. The concept of interpretive capacity, which we propose, has implications for internationalization process, market selection and resource commitments to foreign markets. In particular, it helps to understand how psychic distance is reduced and explains the faster pace of internationalization both within the same market as well as entry into more distant markets. In fact, it redirects attention from the psychic distance, characteristic to all the domestic firms, to the organizational interpretive capacity of individuals firms.    

Experiential Knowledge vs. technical: importance of social relations

IP-model acknowledges that experiential (social) knowledge has a different nature than technical knowledge, and therefore, it stresses the importance of direct personal experience in the context of social relations:

“We believe that it (read: experiential knowledge) is particularly important in connection with activities that are based on relations to other individuals. Managerial work and marketing are examples of such activities. Especially, in the marketing of complex and soft-ware-intensive products, experiential knowledge is crucial”(Johanson and Vahlne, 1977, pp.). 

Clearly, this observation can be related to currently popular and emerging concepts of social and industrial network, social capital, sociability or even bounded sociality (reference to be added). However, up until recently, Johanson and Vahlne (2002) have not developed these ideas much further at least in their joint publications. In this paper, we try to build on their insight of the importance of social relations and make a case for interpretive capacity and organizational identity. Both concepts having an important element of experience and social relations in-built into them. Furthermore, we argue that the interpretive capacity is alternative and better concept for dealing with working and learning in the world, where social relations among individual matter. And in a way, that these two concepts, we propose, are more specifically defined than rather than ambiguous experiential knowledge of Johansson and & Vahlne (1977), which includes experience, information, perception, etc. We argue that - by focusing on experiential knowledge and the importance of the experience in order to work successfully in a concrete limited social context – the model overlooks the improved ability to learn (to interpret, in this case) and the increases the repertoire of interpretive schemes (Bartunek, 1984), which are useful for understanding and working in other social contexts. 

In short, learning to understand the logic, practice and emergent dynamics of social business communities abroad improves a general capacity to interpret social word, what we call interpretive capacity. Moreover, IP-model overlooks that social interaction and experiential knowledge, at least in the interpretive perspective, generates individual and organizational identities, which in turn play important role in how companies “assess” each other, how they define mutual exchange potential (Håkanson and Snehota, 1989), and what kind of opportunities are discussed, if cooperation is considered at all.   

5. IMPLICATIONS OF INTERPRETIVE CAPACITY FOR IP-MODEL- A SUMMARY

In order to summarize of discussion, we developed a number of implications for and partly extensions of the IP-model, which are closely related to the organizational interpretive capacity concept and the proposed Interpretive turn in the IB research. 

Implication 1. Firms and foreign markets should be viewed as multiple communities of practice (Brown and Duguid, 1991).

Implication  2.  The key link between the firm and the foreign market is not experience as such, which nevertheless is very important, but more or less shared, complimentary interpretations and collective practices.

Implication 3. More experience does not necessarily mean higher degree of internationalization and higher resource commitment to foreign mamrkets, as the IP-model assumes. Instead, the logic of interpretative capacity may suggest that firms with significant experience in a foreign market, as a result of meaningful interpretation, may re-gress in the internationalization process or even divest.

Implication 4. In line with IP-model and Penrose (1959), experience can be transferred to another market only with a great dificulty, if at all, but interpretive capacity is more easily transfereable, which has important implications for IB theory, i.e, it may partly explain the non-linear trajectories in the international expansion of firms.

Implication 5. The role of experience, as understood in a behavioural theory, tied to a concrete and rather static social context is also limited, because business reality evolving in a non-linear or even revolutionary fashion (Hamel, 2000). Organization equiped with higher interpretive capacity are better positioned to benefit from the wholesale changes, e.g. transformations in Eastern and Central Europe.  

Implication 6. Abstract knowledge play increasingly more important role in the internationalization process, mainly because firms increasingly rely in information in generating at least meaningful opportunities of more distant markets, such as, for example, China and Russia.

Implication 7. In line with the Network theory, internationalization of companies and the set of viable productive opportunities (Penrose, 1959) depend on the interpretive capacity of the partner companies.

Implication 8. Companies with a limited experience (action space) can internationalize faster and in more distant markets, if they have higher interpretive capacity.

Figure 2. Relation between Interpretive Capacity and Experience 

	
	Limited Experience
	Extensive Experience

	Low Interpretive Capacity
	1
	2

	High Interpretive Capacity
	3
	4


Implication 8. Companies with more limited information and abstract knowledge, i.e. more limited information-perception space, can internationalize faster and venture into more distant markets, if they have higher interpretive capacity. 

 Figure 3. Relation between Interpretive Capacity and Information 

	
	Limited Information
	Extensive Information

	Low Interpretive Capacity
	1
	2

	High Interpretive Capacity
	3
	4


6. IMPLICATIONS OF THE ORGANIZATIONAL INTERPRETIVE CAPACITY VIEW FOR THE MAJOR CONCEPTS IN THE IB FIELD

Based on the discussion so far, we also propose some preliminary ideas as to how some of the IB issues could be redefined in a social constructionist perspective. Although leading IB scholars have shown some interest in more subjectivist traditions, for example, Buckley and Chapman (1993) work on links between economics and anthropology, this has not translated into bringing more subjectivist traditions into IB field.  Below are 3 major propositions:

1. From the Liability of Foreignness to the Liability of the Exclusion. The argument here is that internationalization takes place not through entry directly into an abstract macro-level foreign market, but by being accepted, supported and integrated into the foreign market communities, first of all, communities of purchasers and distributors. Foreign market entry may become more complicated and possibly even impossible if these, as we may call them, “strategic market entry communities” would prefer to keep a potential entrant excluded. Furthermore, the important part of critical foreign market knowledge is accessed and growth opportunities are generated (i.e. utilization and development of interpretive capacity) through the access and participation in these communities. Thus, the liability of exclusions seems to be a relevant concept and issue.   

2. From the Advantage of Multi-nationality to the Advantage of Multi-Contextuality. Similarly to the previous argument, if we accept the view that an international firm participates in many different contexts and communities, then we begin to see that the advantage of multinationality is actually achieved through the managining of multi-contextuality, for the MNE has to coordinate and align activities not only within its own organization, but also other firms in multiple markets. Thus, the organizational interpretive capacity seems to be crucial in achieving such cross-multi-contextual coordination and in talking advantage of being present in many different markets.   

3. From Reducing Uncertainty to Creating More Certainty through Action and Participation. As Hayek (1945) has noted that the major economic problem is that nobody possesses knowledge in its totality, i.e. it is distribute across society and, we would add, across multiple social-economic communities, within which actual work is carried out through everyday practice (Brown and Duguid, 1991). Thus, the implication of this is that maybe it is time for the IB research to shift focus from the reduction of uncertainty to something more practical and attainable as creating, increasing and expanding certainty through participation and building of the shared understandings in the different communities scattered across world markets. Again, organizational interpretative capacity would be indispensible in trying to accomplish such a task.     

These are just the first and rather elusive notes towards a new view of a firm, its internationalization process and better understanding of organizational interpretive capacity, which we believe may be a useful concept. Because interpretation processes are common to all individuals and socials groups of different scales, the potential use of the interpretive capacity concept may go well beyond the discipline of international business. In our case, it may be useful in the studies of internationalization process and provide additional argument against evolutionary view of internationalization (Johanson and Vahlne, 1977), but it may also be useful in other areas. For example, it may add to the research on MNCs in offering the interpretive capacity perspective on the global integration-local responsiveness dilemma (Doz et al. 1981). To be sure, we do understand that at this stage our concepts (as well as all other arguments) have many limitations and need to be much better defined. Individual interpretive capacity is different from a collective one, thus in each specific case, when we apply the concept to different levels of analysis, their meanings and measures have to be clarified. First of all, the links between individual and collective interpretive capacities have to be specified more precisely. However, we continue to work both on theoretical precision and empirical illustrations and hope to have a better case and more solid grounds for our arguments in the near future.    
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