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ABSTRACT

The basic premise of the paper is that internationalization of business activities of firms and the resultant birth of MNEs is best understood as a response of initially domestic firms to both domestic and cross-border competition. However, there is a perceived lack of competitive dynamism considerations in the extant foreign market extension literature, both in the internalization as well as in the internationalization process literature which provides the motivation for this paper. It is put forward that the proposed approach utilizing the metaphor of game as its starting point in the analysis of MNEs' international expansion provides a useful way for analyzing this competition-induced development.

The utilization of the metaphor of game as the starting point for the analysis of internationalization development of firms allows the adoption of a pronouncedly dynamic viewpoint on the complex phenomenon. Hence, the paper attempts to offer a versatile longitudinal approach for the analysis and tracking of dynamic internationalization patterns and competitive conduct profiles of firms.

Introduction

Today, a great many modern corporations may be regarded multinational by nature: there are thousands of multinational enterprises (MNE) worldwide according to the World Investment Report (UNCTAD, 2001). The number of MNEs greatly exceeds the number of meaningful markets as noted by Graham (1998). Because of this the competitive landscape of multinational enterprises is one in which strategic interdependencies increasingly abound among MNEs operating in same industries (MacMillan, van Putten and McGrath, 2003). Thus, when considering intended actions a MNE needs to take into account the likely responses of other MNEs that may be considered competitors.


This has important implications for strategizing: the "best response" of a given MNE is conditional upon the actions of other MNEs operating in an industry. However, the extant theorizing on how MNEs emerge – the internationalization of business activities of originally domestic firms – and once emerged, their behavior thereafter aimed at further extending their operations typically lacks considerations of competitive dynamics involved (Graham, 1998). This applies to both theories explaining MNE behavior based on transaction cost economics (Graham, 1998), such as the internalization theory (Buckley and Casson, 1976) or the OLI paradigm (Dunning, 1977), and the more behaviorally attuned theories explaining MNE behavior, such as the stages and process models of internationalization (e.g. Johanson and Wiedersheim-Paul, 1975; Johanson and Vahlne, 1977). 


The state of current theorizing seems "introverted": it is concerned with single-firm either carrying out rationally calculated activities based on hints from the external environment aimed at extending its organization across borders (transaction cost/economics-based paradigm), or proceeding in cautious stepwise manner characterized by learning-by-doing and plagued by uncertainty of prevailing conditions (behaviorally oriented process paradigm), which leaves numerous important connections between the firm and the external competitive environment without due attention. It may be argued that static approaches and models utilizing cross-sectional data dominate the study of internationalization (Melin, 1992; Kutschker and Bäurle 1997; Kutschker, Bäurle and Schmid, 1997). 

Aims of the Paper


This theoretical paper is an attempt to try and turn the theorizing related to the expansion of business activities (internationalization) of MNEs more "extroverted" by incorporating more of competitive dynamics reasoning to the theorizing. It is suggested that utilizing a unifying frame of reference offered by metaphor of game accomplishes this by serving as an alternative way to conceptualise the strategic competitive activities of MNEs related to further extension – or reduction – of international business activities. It is further argued that the strategic actions of MNEs are meaningfully interpretable with the aid of the proposed game metaphoric approach as activity characterized by moves performed by MNEs to match and outmaneuver their competitors. Drawing from a number of streams of literature with intent to enrich the extant theories of MNE foreign market expansion behavior the paper includes important competitive dynamics considerations into theorizing. This is seen to substantially add realism into the extant models, and thus, a step forward in theorizing. 

Need for More Dynamism

Much of the early theory development in the field of expansion of international activities of firms – or put differently, internationalization – drew upon the economics-based established streams of theory, especially on theories of international trade, and was concerned with explaining the occurrence of the phenomenon of international production, and the organizational forms within which that activity took place. Accordingly, the competitive dynamics considerations among rivals played a minor role in theorizing. The early pioneering contributions of the economics-based school include works of such prominent figures as John Dunning (1958, 1977), Stephen Hymer (1960/1976), Raymond Vernon (1966), and Peter Buckley and Mark Casson (1976) whose contributions to the field of IB are well known. 


In broad terms the sub-field of IB study dealing with internationalization of business activities of firms may be divided into two schools of thought: the economics-based school and the behaviorally oriented school. As opposed to the early economics-based approaches' typical feature of concentrating (primarily) on macro-level considerations, the behaviorally oriented school put the firm-level considerations into the center stage. Its proponents took a pronouncedly behavioral view of the firm, and saw the firm expanding operations outside its domestic environment as plagued by incomplete knowledge and high uncertainty related to foreign markets. The emergence of the behavioral approach, and especially its further development is often associated with a number of Nordic scholars – most notably Sune Carlson (1962), Jan Johanson with Finn Wiedersheim-Paul (1975) and Jan-Erik Vahlne (1977), and Reijo Luostarinen (1979) – who came to similar conclusions of the nature of the process which firms were found to pass through as they became more internationally involved. Regardless of the somewhat dynamic process orientation, however, the competitive dynamics considerations played a minimal role in theorizing for the behaviorally oriented school also.


The existence of the rival schools has led to progressive fragmentation of the field due to a tendency of focusing on ever-narrower aspects of the complex phenomenon of internationalization (see e.g. Chandra and Newburry, 1997; Dunning, 1989; Toyne and Nigh, 1998; Vernon, 1994) often resulting to the loss of sight of the bigger picture of the phenomenon, and the neglect of the insights provided by the paradigm not subscribed to (Sullivan, 1998). To contrast the basic premises of the two lines of theorizing of internationalization of business activities of firms Table 1 is used.

Table 1
Contrasting the two traditions of internationalization study

	Economics-based theorizing related to international production 
	Behaviorally oriented internationalization process theorizing

	Maximizing as the rule of organizations' behavior
	Satisficing as the rule of organizations' behavior

	Rationality, efficiency the principal consideration
	Bounded rationality, uncertainty avoidance

	One-off disconnected investment decisions 
	Process characterized by learning through experience

	Static models dominant
	Ostensibly dynamic models

	Economic outlook of the firm
	Behavioral outlook of the firm

	Concentration on large firms with large domestic markets in theorizing
	Focus on relatively small firms with small domestic markets 

	Predominantly macro drivers
	Predominantly micro drivers, along with some macro drivers

	Dominantly narrow production bias
	Considerations for various modes on the trade – invest (production) continuum

	Emphasis on investment as mode of engaging in international business
	Considerations for various non-investment modes of engagement


As Table 1 would suggest, the two schools have very different basic premises and are at best merely ostensibly dynamic in their orientation. However, here firms seeking for international expansion are seen as goal-oriented, intentional players actively planning and carrying out strategic moves against each other in an international playing field (industry). Thus, instead of implicitly referring to business activity in game terminology – a usual feature in business literature – the increased involvement of firms in international business activities is explicitly treated as dynamic game activity in this paper.


Hence, it is discontent with both the economics-based and the behaviorally oriented schools' lack of competitive dynamism considerations that provide the motivation for this paper. Furthermore, to avoid dismissing insights provided by the economics-based school, the proposed approach attempts to combine some ideas provided by the economics-based line of theorizing into the proposed analytical framework based primarily on the thoughts of the behaviorally oriented school which serve as the ideational grounding of the proposed approach. Moreover, it is suggested that the game metaphor as the starting point of examination provides an advantage from the processual analysis standpoint: it offers a much needed action orientation to the analysis of internationalization, which, in itself as a term epitomizes change.


Having brought up the term 'process' it is necessary to define how the concept is perceived in this paper. Here the process of internationalization is seen as a sequence or chain of interlinked strategic events (moves) taking place over time as a result of actions taken by organizations in their operating environments in response to competition. Thus, the use of the term is in accordance with two of the uses outlined by Van de Ven (1992): a category of concepts or variables that refer to actions of individuals or organizations, and a sequence of events that describe how things change over time. Consequently, there are two types of processes that are of interest from the point of view of this paper in developing the game metaphoric approach: 1) the overall process of internationalization of a firm – the pattern of internationalization – and 2) the sub-processes or distinct occasions – the moves in the game played – making up the overall pattern.


Overall, the theory of process subscribed to in this paper in developing the game metaphoric approach is a mix of strategic choice (Newman and Nollen, 1998), teleological, and dialectic (Van de Ven, 1992) theory of change. The teleological features are present in that the proposed approach attempts to enable better understanding of a series of goal-oriented processes in the sense that each attempt to further increase (decrease) the international involvement of a MNE as reaction to competition is interpreted in retrospect as a purposeful attempt to achieve some aspired end state. 


The dialectic process theory features are most evident in this paper in the basic idea held that the development of MNEs is resultant of forces and counterforces (global competition, business and institutional environments etc.) enabling and counteracting the achievement of their goals. Although episodes in the overall internationalization process may be seen in teleological sense to have a goal and a distinguishable process towards its attainment, the overall internationalization process is seen in this paper – in the spirit of dialectic theory of change – as open-ended, not having reached its goal (whatever that may ultimately be). 


The features derived from the strategic choice theory of change are most notably present in the idea held in the paper that although MNEs are seen as actively shaping their fortunes through their own actions, it is acknowledged there being limits to the operational freedom of firms and their management. Thus, a "moderately voluntaristic" view promoted in the strategic management field (cf. Mintzberg and Waters, 1985) is adopted in this paper.

Game Metaphoric Approach as a Method of Analysis

The central supporting idea of the proposed approach is the treatment of the firm level internationalization phenomenon through the metaphor of game: the undertakings of firms aimed at further internationalization are seen as dynamic, strategic game-playing characterized by rivalry and struggle where MNEs strive to achieve their goals by performing various moves against each other in the global business environment. 


The approach proposed here, although sharing some terminology – namely 'game', 'player', move' – with the established field of game theory (e.g. von Neumann and Morgenstern, 1944; Blackwell, 1954; Luce and Raiffa, 1957; Shubik, 1954, 1975), is different form it. It is suggested that the proposed approach is more readily applicable to the real world phenomena to gain some insight on the mode of competitive conduct of rivals due to its lower complexity and no mathematical modeling involved in application. Addressing the competitive conduct of firms through the metaphor of game allows the relaxation of the central rather rigid assumptions held within the game theory related to rationality, perfect information, set and shared rules, the number of players, their available move selection, known probabilities of each player to respond in a certain way to moves by others, and so on. 


What the use of the game metaphoric approach accomplishes is, in addition to reduction of complexity of application in contrast to game theory, it brings in dynamic considerations typically missing from classical one-off games typical of game theory, classic examples of which are the prisoner's dilemma, and the game of chicken (e.g. Graham, 1998; Stone, 2001). For applications of game theory in international business context see Graham (1998), Chen and Stucker (1997), Reardon and Hasty (1996). 


While the game metaphoric approach is different from the game theory in its basic assumptions and orientation, the two approaches to analyzing strategic conduct have some similarities as well. Addressing the strategic conduct of firms through the game metaphoric approach is loosely akin to the repeated game of the game theory in that both approaches are more dynamically oriented than are the classic one-off games. The loose kinship between the approaches is limited to the dynamic orientation, however. 


In repeated game situation the game rounds are suggested to result in numerous perfect utility maximizing equilibria implying that there is an optimal strategic behavior in all circumstances, and that the players are able to reach it through rational unplanned behavior characterized by simultaneous decision-making (Langlois and Langlois, 1999). In game metaphoric approach such equilibria considerations are less relevant as are the assumptions related to simultaneous decision-making and drive for strategic optimums. Instead, the approach resembles in its orientation the theory of moves found within international relations literature (see Brams, 1994; Simon, 1996; Zeager and Bascom, 1996) in that also in game metaphoric approach the simultaneous decision-making assumption is replaced with sequential game and decision-making distancing it from the orthodox game theory and its basic assumptions. 


The type of game the game metaphoric approach is concerned with most closely resembles the game of chess where the game progresses through players performing moves aiming to take into account the likely response of the opposition. There are three important dissimilarities from the game of chess in the game metaphoric approach's treatment on moves, however. First, unlike in chess, a player may opt to refrain from performing a move in response to another player's move. Second, there is no particular sequence of moves according to which the players involved get to perform their moves: whoever manages to perform a move first may do so – the moves of different players may even be simultaneous, however, this is not the overriding assumption unlike within the game theoretic thought. And third, the number of players may be greater than two (or two teams with multiple members), unlike in chess or traditional game theoretic models.


Seen through the game metaphoric perspective, the firms are perceived as goal-oriented intentional actors aiming at maintaining and strengthening their respective strategic positions within an industry by launching strategic moves on each other and reacting to others' moves either in the same market the initiating competitive move originates from, or in multimarket setting, which is typically the focus of global strategy research (e.g. Hamel and Prahalad, 1985; Kogut, 1985; Porter, 1986; Yip, 1995). 


In this paper it is held, as does Vernon (1966), that the international expansion of MNEs is resultant of oligopolistic reaction aimed at maintaining or defending their global market shares. This idea is echoed by Knickerbocker's (1973) suggestion that any attempt of gaining competitive advantage by one company will result in strategic countermove by others in oligopoly situation. Central to this oligopolistic reaction at the industry-level is the uncertainty caused by the initial investment that sets out a wider mimetic behavior within an industry. As Vernon (1966, 195) states: "The uncertainty can be reduced by emulating the pathfinding investor and by investing in the same area; this may not be an optimizing investment pattern and it may be costly, but it is least disturbing to the status quo". Thus, similarly to Vernon, the typical rationality assumption of MNE behavior is questioned in this paper. 

The Analytical Tools

Utilizing the metaphor of game and the behaviorally oriented school's line of thought related to the processual nature of the phenomenon as the ideational backgrounds, two analytical frames of reference are presented and discussed in the following. The frames of reference enable the analysis of competitive dynamics of international expansion of MNEs perceived as game-playing, and building competitive conduct profiles for them. The analytical frames of reference combine ideas found within diverse streams of literature that are applicable to the analysis of competitive dynamics in the context of internationalization of business activities.


The origins of the frames of reference are traceable originally to the works of Näsi (1991, 1996, 1999), and Näsi et al. (2001). The frames of reference combine lines of strategic thought related to the various forms the competitive conduct of firms may assume, combined with ideas derived from streams of literature treating various forms of human and business activity through the metaphor of game (cf. Carse, 1986; Huizinga, 1971; Mitroff and Pauchant, 1990). The frames of reference are synthesizing by nature, and draw various lines of theorizing together into workable framework for analyzing the competitive dynamics of international expansion of MNEs. 


The frames of reference contain ideas derived from the portfolio management literature (e.g. Hamermesh, 1986; Ansoff, 1987) most visible in the frame of reference related to type of move (opening and closing), where markets entered or exited through variety of operations are though to represent a "market portfolio". The entry and exit decisions concerning particular market and operation are based on profitability greatly affected by the prevailing competitive conditions, which as indicated above, are thought to be of oligopolistic nature. Features of value chain literature (e.g. Porter, 1985) and diversification literature (e.g.Galbraith & Kazanjian, 1986) are most visible in the frame of reference dealing with the target of internationally expanding MNCs: the stage of the industry value chain an MNC enters is judged to affect the nature of competitive dynamics through, for example the magnitude of investment required. It has been found out that the higher the exit barriers the more committed a company is to stay in an industry (Porter, 1985; MacDonald, 1986), which affects the nature of competitive dynamics.


Furthermore, features of diversification literature (e.g. Wrigley, 1970; Rumelt, 1974, 1982) are present in the frame of reference related to the various ways of meeting competition. Each suggested category represents an archetype of possible means of initiating/responding to competition. The categories chosen are not suggested to be exhaustive list of possible means, instead they represent broadly generalized categories of actions firms may resort to when expanding internationally. In addition to the above influences Mintzberg's (1987) thinking is important in developing the game metaphoric approach. He explicitly brings the concepts of game and players to the fore in his discussion of strategy as position. 


It is suggested that the use of the frames of reference helps in analyzing the strategic conduct and competitive rivalry of MNEs in global markets, and clarifying the connection of competitive rivalry and further international expansion of MNEs, as well as building competitive conduct profiles for MNEs targeted for analysis. Figure 1 depicts the analytical frames of reference of the game metaphoric approach.
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Figure 1
The frames of reference

The frames of reference serve the purpose of classification of moves performed by the MNEs expanding internationally. Thus, they are basically analytical tools for tracking the competitive dynamics involved in MNEs' international expansion. The target of a move within the production chain – portraying a manufacturing industry bias of the author – may range from securing attractive sources of raw material to arrangements concerning the sales and marketing of the products, or any of the stages in between. 


The type of move is classified according to the players' orientation towards continuity. A move may be oriented either towards the future, as with moves aiming at creating a new entity or adding an existing one to the organizational whole and thus expanding it. A move may be less future-oriented also, as with moves aiming at scaling down or terminating an activity, thus withdrawing from some function, operation or market. The ways of meeting competition and girding oneself for it range from arms-length dealings to secure control over a company through markedly financial and contractual means, to more informal cooperative arrangements intended to promote the competitive advantage of the focal firm.


Overall, it is argued that the use of the three frames of reference, due to their dynamic strategic orientation enable systematic analysis of internationalization processes, comparisons between firms, discovery of patterns of internationalization development – the international expansion game plan – and constructing competitive conduct profiles of firms by following a quantification research strategy (Langley, 1999) based on quantifying the qualitative process data into a more readily comparable form. The data required for the analysis may be variably archival material-based, such as annual reports, newspaper and magazine articles, and news releases, or interviews with informants. The suggested research strategy orientation resembles that of utilized by researchers associated with the Minnesota Innovation Research Project – most notably Van de Ven and Poole (1990) – in that here too the predetermined frames of reference would aid in the reduction of complexity of the rich qualitative process data, thus aiding in its codification to facilitate comparison. 


What the use of the frames of reference accomplishes is the reduction of "messiness" of process data (Langley, 1999) by helping to structure it and ultimately rendering it in a form suitable for statistical analysis to detect dissimilarities between the processes studied. It is argued that with the help of the three frames of reference two goals are attainable: 1) presenting the qualitative data in an organized manner, thus facilitating comparisons of firms' internationalization processes (over time, between firms), and 2) making the strategies followed more visible by longitudinal analysis which helps the understanding of the MNEs' behavior, and thus, the building of competitive conduct profiles of firms. In Mintzberg's (1987) terms, what is sought by the use of the frames of reference in analyzing the competition-induced international expansion processes of MNEs is the uncovering of a plan or a pattern: making the realized strategies followed by the firms visible.

Discussion

To discuss some of the proposed contributions of the paper to the field of international business studies in general, and to the behaviorally oriented internationalization process perspective in particular, they lie first and foremost in the introduction of novel, action-oriented approach centering on the competitive dynamics of internationalization processes of firms.


Second, the alternative game metaphoric approach for the study of internationalization processes proposed may be considered as a response to the calls of (re)introducing the missing strategic viewpoint into the analysis of internationalization development of firms (cf. Melin, 1992). Thus, unlike Johanson and Vahlne (1990, 12) when stating "internationalization process, once it has started, will tend to proceed regardless of whether strategic decisions in that direction are made or not", the internationalization of a firm is perceived as a process driven by strategic considerations in this paper. 


Third, the game metaphoric approach with its frames of reference derived from the synthesis of various streams of literature offer an adequately broad means of addressing the multitude of ways a firm may choose to increase (decrease) its international involvement. Thus, the game metaphoric approach offers a way to integrate ideas found within two seemingly contradictory streams of literatures; the behaviorally oriented internationalization process literature, and the foreign direct investment literature, and further combine them with various strategy literature streams providing a way to incorporate the rarely included competitive dynamics aspect into the analysis of internationalization. 


It is argued that the game metaphoric approach offers a fruitful way of combining the gradual organic process view of internationalization promoted by the internationalization process school with what constitutes a discontinuous change from the internationalization process school's point of view – acquisitions (see Andersson, Johanson and Vahlne, 1997). This point is especially important, because, as for example Hennart and Park (1993), and Chao and Padmanabhan (1995) have recently noted, acquisitions as a means of MNEs to expand internationally have become increasingly important. In addition, various cooperative arrangements have grown in importance as means of internationalization as suggested recently in the international joint venture literature (see Geringer, 1991; Parkhe, 1993). Thus, any approach not taking into account these increasingly important modes of internationalization would be incomplete.


Fourth, it is suggested that the game metaphoric approach allows the true appreciation of the process nature of internationalization by allowing the incorporation of time into the analysis in varied time perspectives: the temporal duration of internationalization activity of firms may be considered within the game metaphoric approach to range from episodes to epochs, and further to evolution (in increasing duration of time) within the overall internationalization process. Thus, the game metaphoric approach offers a way to remedy the observed lack of temporal considerations in the analysis of internationalization of firms (see e.g. Macharzina and Engelhard, 1991; Kutschker, Bäurle and Schmid, 1997). 


Fifth, the game metaphoric approach offers a way to make the realized strategies followed by firms more easily visible by a comparative approach – establishing the patterns of action – the competitive conduct profiles of firms studied. Finally, the game metaphoric approach and the frames of reference are offered as versatile and flexible tools for the holistic analysis of internationalization processes and MNE behavior that would be adjustable with relative ease to other contexts than industrial manufacturing firms alone which served as the background of this think piece.
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� It must be noted though, that there exists a three-player version of chess as well.
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