ETHNIC NETWORKS AND FOREIGN MARKET ENTRY: AN EXPLORATORY STUDY OF SMALLER UK-based Indian FIRMS.

Dr. Jaswinder S. Hayer
Strathclyde International Business Unit
Department of Marketing

University of Strathclyde

Glasgow, G4 0RQ

and

Dr. Kevin I.N. Ibeh*

Co-Deputy Director

Strathclyde International Business Unit
Department of Marketing

University of Strathclyde

Glasgow, G4 0RQ

Tel. ++ 44 (0) 141 548 4928

Fax: ++ 44 (0) 141 552 2802

E-mail: K.I.N.Ibeh@strath.ac.uk
Submitted to the 29th Annual Conference of the European International Business Academy holding at Copenhagen Business School, Denmark, December 11-13, 2003.
*Please address all correspondence to Dr. Kevin Ibeh.

ETHNIC NETWORKS AND FOREIGN MARKET ENTRY: AN EXPLORATORY STUDY OF SMALLER UK-based Indian FIRMS.

Abstract

This paper explores the impact of ethnic networks on the foreign market entry and behaviour of UK-based Indian firms. Issues examined include the perceived importance of such networks on the study firms’ selection of foreign markets and entry modes, and how these perceptions might be affected by the firms’ overall level of development. It emerged that these network resources provided useful intelligence and contacts that bridged critical gaps in the study firms’ international knowledge and experience, and facilitated their selection of international partners, particularly at the early internationalisation stages. The managerial, policy and future research implications of the issues raised by the study are discussed.

Introduction

This paper explores the importance of ethnic ties and ethnic networks in the internationalisation behaviour of UK-based Indian firms (defined as firms in which half or more of the owners, partners or directors can trace their ancestral roots back to the Indian sub-continent, directly or otherwise, for example, via East Africa). It adds to the considerable literature on the performance-enhancing capacity of network resources (Birley, 1985; Aldrich and Zimmer, 1986; Tjosvold and Weicker, 1993; Malecki and Veldhoen, 1993; Perry, 1996; Fletcher, 1997; Hayer, 2001), by focusing on the influence of ethnic ties (that is, family blood relations) and ethnic networks (that is, bonds existing amongst individuals and communities of similar ancestry, for example, an Indian heritage) on the internationalisation decisions and behaviour of UK-based Indian firms. 
This focus on UK-based Indian firms derives from a number of reasons. First, British Indians represent the largest ethnic minority community in the UK, and previous research has alluded to the centrality of ethnic ties within this socio-cultural group (Werbner, 1984; Bailey, 1985; Ward and Randall, 1988; Waldinger et al, 1985, 1990; Ward, 1991; Ram, 1994; Hayer, 2000, 2001). Second, the overwhelming concentration of UK-based Indian firms in traditional, declining industries has led to several calls for their ‘breakout’ – better referred to as ‘integration’ - into mainstream sectors, in both domestic and international markets (MacMillan and McCaffery, 1982; Wilson, 1983; Wilson and Stanworth, 1986; McEvoy and Aldrich, 1986; Ward, Randall and Karisa, 1986; Khan, 1988; The Ethnic Minority Business Development Initiative [EMBI], 1991; Ram and Sparrow, 1993; Deakins, 1996; Ram and Jones, 1998; Ram et al, 2000; Hayer, 2001). It is be interesting, therefore, to examine how ethnic ties and networks could assist in such enterprise development processes, with particular reference to internationalisation. 

Although scholars have investigated the entrepreneurial behaviour of Asian (particularly Indian and Chinese) family businesses (Ward and Jenkins, 1984; Ward, 1987; Barrett et al, 1996; Hamilton, 1996), not enough attention has been paid to the influence of ethnic networks in these firms’ internationalisation. This is particularly remiss in view of the rising importance of sub-cultures, and ‘entrepreneurial’ MEBs, in most major economies. It is envisaged that this study would contribute toward a greater understanding of the role of ethnic networks in the internationalisation behaviour of UK-based Indian firms, as well as facilitate the effort of policy makers and business support agencies in encouraging outward internationalisation activity amongst MEBs. Other specific issues addressed include the relative impact of firms’ level of development, including international market experience, on perceived importance of ethnic ties and ethnic networks; and the extent to which ethnic linkages might influence the study firms’ selection of international markets and FMED modes.
The remainder of this paper is organized as follows. Section two reviews and discusses the extent literature relating to the key themes of the paper. This is followed in section three, with some explanation of the study methodology. In section four, the study evidence is presented and analysed, complete with appropriate discussion and references to the focal questions. The final section summarises the key findings and conclusions of the paper, and highlights some implications for managers, policy makers and future researchers.

RELEVANT LITERATURE  

International business scholars have adopted a number of theoretical approaches in explaining firm export behaviour and the emergence of MNEs. These include the economics-oriented transaction cost and eclectic (paradigm) approaches; the behavioural stage-based models; the interaction/network viewpoints; the resource-based theories; and the recently emerging holistic and contingency frameworks (Young, Bell and Crick, 1998; Ibeh, 2000). Given the considerable expanse of this literature, the review that follows will focus on aspects relating to the key themes of the present paper, including the internationalisation process and FMED modes; and psychic distance, network/cultural ties, and foreign market selection.

The view of ‘internationalisation’ as the process of increasing involvement in international operations (Welch and Luostarinen, 1988) is well established in the literature. This, arguably, reflects the dominance of the stage-based models. This perspective, which is theoretically rooted in the behavioural theory of the firm (Cyert and March, 1963; Penrose, 1959; Aharoni, 1966), posits that firms adopt an incremental, evolutionary approach to foreign markets, gradually deepening their commitment and investment as they gain in market knowledge and experience [1] (Johanson and Vahlne, 1977, 1990). The initial empirical work was Johanson and Wiedersheim-Paul’s (1975) research into the internationalisation behaviour of four Swedish firms from their early beginnings, which found that the internationalisation process was the consequence of a series of incremental decisions rather than large spectacular foreign investments. Four different stages were identified in relation to a firm’s international involvement, namely: (1) no regular export; (2) export via independent representation (agent); (3) sales subsidiaries; and (4) production/manufacturing. Another dimension was added in later research, which basically extended the establishment chain backwards to include some pre-export stages, specifically extra-regional expansion or domestic internationalisation (Wiedersheim-Paul et al. 1978) and importing or inward internationalisation (Luostarinen et al. 1994). 

The establishment chain model, thus, attempts to explain the entire spectrum of a firm’s internationalisation, from the pre-export stages to post-export stages, presenting it as a sequential process that progresses inexorably from the lesser (e.g. exporting) to higher commitment FMED modes (including licensing, franchising, management contracts, turnkey contracts, contract manufacturing/international sub-contracting, industrial co-operation agreements, contractual joint ventures, equity joint ventures, mergers and acquisitions, strategic alliances, and wholly-owned subsidiaries) (Young et al, 1989). 
The other key strand of the Uppsala internationalisation model is the psychic distance concept, which argues that firms initially target neighbouring, psychically close or proximate countries (that is, those markets that resemble its present markets, and which have lesser degree of ‘foreignness’ and perceived uncertainty), and subsequently (with greater international experience and organizational learning) enter foreign markets with successively higher degree of foreignness and larger psychic distance (defined in terms of factors such as differences in language, cultures, political systems, geographical proximity, etc. (Vahlne and Wiedersheim-Paul, 1973; Carlson, 1975) [2]. 

Although these ‘intuitively appealing’ propositions (Sullivan and Bauerschmidt, 1990, p.29) have found support in several studies conducted mainly in mature industries, serious doubts have consistently been raised regarding their conceptual (Bell and Young, 1998) and methodological (Andersen, 1993) foundations. Indeed, many studies involving firms with small domestic markets, service firms, high-technology firms, entrepreneurial firms, subcontractors, and international new ventures have reported evidence that counter the incremental model (see e.g. Turnbull, 1987; Young, Hamill, Wheeler and Davis, 1989; Bell, 1995). The psychic distance concept has also been increasingly questioned in the face of vast improvements in global communications and transportation infrastructures, and the resulting increasing market convergence (Czinkota and Ursic, 1987; Nordstrom, 1990; O’Grady and Lane, 1996; Langroff, 1997; Stottinger and Schlegelmilch, 1998). The remarks by Bell and Young (1998, p.15) that the incremental internationalisation models ‘…merely identify the internationalisation patterns of certain firms - but not of others – and …they fail to adequately explain the processes involved’ would appear to reflect the consensus position on the topic. 
In their attempt to improve on the scope of the explanation offered by the ‘stages’ theories, researchers had looked to the field of industrial marketing where the network/interaction/relationship concepts had been found useful in explaining the internationalisation process. The result was an integration of network perspectives into the incremental model, thus: internationalisation proceeds through interplay between increasing commitment to, and evolving knowledge about foreign markets, gained mainly from interactions with market actors (Johanson and Mattsson, 1988). It was also argued that successful entry into new foreign markets depended more on a firm’s relationships with its current markets, both domestic and international, than on the chosen market and its cultural characteristics. Later remarks by Johanson and Vahlne (1992) that many firms enter new foreign markets almost blindly, propelled by social exchange processes, interactions, and networks generally strengthened the place of the network school in explaining firm internationalisation – see also Bell (1995); Coviello and Munro (1997); Young, Bell and Crick (1998); and Hayer, 2001.

A number of network dimensions have been identified in the literature, including exchange networks (organisations with which the firm has commercial transactions); communications networks (organisations and individuals with which the firm has non-trading links that inform its business activities); social networks (family and friendship ties, e.g. the personal networks of the decision-maker); and symbolic networks (social bonds based on community ties, shared values and cultural norms) (Mitchell, 1973; Johannisson, 1987). It is arguable that the latter two network dimensions have greater resonance with the present study’s focus: ethnic ties and ethnic networks.

For small firms, including ethnic minority ones, there tends to a considerable overlap between the decision-maker’s personal networks and those of the firm (Scott, 1985; Melin, 1987; Ram, 1994; Crick and Chaudhry, 1995; Hayer, 2001). Thus, the decision-maker’s friends and business acquaintances often serve as important sources of resources, information and expertise, and their advice and input frequently influence firms’ strategies, including the identification of new products/services, exploitation of potential new market opportunities, and resolution of marketing problems (Johannisson and Peterson, 1984; Von Hippel, 1985; Hakansson, 1989; Hauschildt, 1992; Malecki and Veldhoen, 1993). Given this capacity to support and stimulate general entrepreneurial activities, such personal/social networks are also viewed as entrepreneurial networks (Hayer, 2001).

Although the importance of social/personal/entrepreneurial networks have been highlighted in previous internationalisation research (Crick and Chaudhry, 1995, Zafarullah, Ali and Young, 1998), not enough attention has been paid to the ethnic dimension. Greater understanding of the effect of ethnic ties and networks has become particularly necessary given the rising importance of sub-cultures in most globalised economies, and the identifiable differences in the role of networks between Western and Asian societies. Whereas Westerners view business networks as a means of developing and executing business, Asian social networks are considered as a way of life, which are integral to the fabric of the society, providing an infrastructure for doing business and establishing relationships, both domestically and internationally (Williamson and Ouchi, 1981; Hamilton, 1996; Redding, 1996; Zafarullah, Ali and Young, 1998). There is also a stronger emphasis on ‘personal trust’, as opposed to ‘systems trust’, which is prevalent in Western societies (Wong, 1996). This, perhaps, reflects the more individualistic and collectivist orientations of Western and Asian cultures, respectively (Hofstede, 1980). The literature also suggests that Asian entrepreneurs would prefer to engage in exchange with others that share similar cultural norms, approaching those with different cultural norms with caution and reservation (Redding, 1996). Direct or indirect bridges, thus, tend to exist between these firms/entrepreneurs, and such bridges can be important both in the initial steps abroad and in the subsequent entry of new markets (Johanson and Vahlne, 1990; Redding, 1996). 

The foregoing themes are important in the context of this study, which explores the internationalisation processes of a given MEB community. Among the implicit questions raised are whether the study firms utilize their ethnic and social networks as bridges to other Indian networks throughout the world (Johanson and Sharma, 1987; Redding, 1996); whether these ethnic/social ties diminish in importance over time (Simmonds and Smith, 1968; Laage-Heflman, 1989; Lindqvist, 1988), and the extent to which they are substituted later in the process, with routines and systems.

Methodology
A multi-stage approach was adopted for the empirical phase of this study.

At the first stage, informal interviews were undertaken with three senior executives of UK-based Indian firms. Discussions were also held with a number of highly regarded scholars involved in MEB (particularly Asian Enterprise) research in the UK. The objective of this phase was to uncover emergent dimensions and influences on internationalisation decisions not already identified in the literature (Fetterman, 1989), especially those that might be relevant to UK-based Indian firms. 

A ‘gatekeeper’ approach was employed in constructing an appropriate sample frame for this study. This approach was devised and adopted for a number of reasons. These include the lack of an appropriate database on UK-based Indian firms (existing relevant databases were regionally located, poorly managed, and/or confidential); the need to overcome the problem of access and limited cooperation that had plagued many previous studies among ethnic minority populations (Brown and Gay, 1982; Krcmar, 1987; Marlow, 1992; Carter et al, 2000); and the significant economies associated with this method of sampling (Hoinville and Jowell, 1978) – particularly where an appropriate database is lacking. 

The assistance and, in some cases endorsement, of credible ‘gatekeepers’ (including Government Offices, Business Links, and relevant MEB) was, thus, sought in developing the sample frame, and approaching suitable firms. These gatekeepers were briefed at length by the lead researcher regarding the study’s key objectives, modus operandi, and anticipated outcomes. They were also made aware of the key criteria that firms should meet in order to qualify for inclusion in the study (that is, they must be UK-based Indian-owned firms located in the East or West Midlands, primarily Leicester and Birmingham; and must have been established/trading for a minimum period of 10 years. The minimum age requirement served to ensure the participation of established firms, thus complementing the young and small-sized [3] firm categories that typically dominate MEBs. Such a spread of firms was considered a sine qua non for exploring the evolutionary (internationalisation) processes that might be taking place amongst UK-based Indian firms. The East and West Midlands regions were chosen not only because of their manufacturing traditions, but also because they are highlighted by recent Census data (the best source for identifying ethnic minority populations - Hoinville and Jowell, 1978) as having the highest concentration of Indians in the UK. 

Following the receipt of the referral forms from gatekeepers, a database of ‘firms by region’ and ‘firms by specific demographics’ was generated and screened by the lead researcher, as the sample frame for the study. These potentially eligible participants were initially sent a covering letter, which highlighted the purpose and key issues of the research, assured respondent’s anonymity, and requested the addressee’s assistance (Dillman 1991). Firms which agreed to participate in the study were subsequently asked to recommend other firms that matched the screening criteria. Such referrals (or ‘snowball sampling’ approach - Hoinville and Jowell, 1978) provided some indication regarding how informed UK-based Indian firms were about one another. The above described process eventually yielded a responding sample of twenty one firms. 

Given the exploratory focus of the present research, semi-structured in-depth interviews, with the key decision-makers of the study firms were considered the most suitable approach for collecting data. Formal structured interviews were not used as they were thought to define situations too tightly; they were also deemed insufficiently flexible for probing the interviewees’ accounts, allowing them to talk freely, and following up on particularly illustrative / interesting issues (Robson, 1993). An appropriate interview guide [4] - with several open-ended or non-directive questions - was subsequently developed, in line with Patton’s recommendations (Patton, 1980). This reflects the present researchers’ aim of getting inside the subjective meanings and world of the interviewees, and negotiating with them in the process of exploring the topics under discussion (Seidman, 1991). 
This guide reflected the key issues emerging from previous relevant literature, as well as the informal discussions mentioned earlier in this methodology section. Also noteworthy is the instrument’s pilot test, with key executives of two internationally active firms; this enabled the formulation of an initial coding system for open-ended questions; enhanced the clarity, flow and focus of the revised instrument; reduced interview time; and improved the overall structure of the interview sessions. The key issues covered in the interview guide include: business form and structural dynamics; international market activity; ethnic ties/social networks; agency support; firm growth and performance; personal and cultural aspects; and the way forward. All the interviewees (all senior officials [or key informants - Philip, 1981] of the responding firms, including Chairmen, Managing Directors, and Directors/Partners), were asked these questions in a standard way to ensure consistency and minimise bias. 

The twenty-one interviews, each lasting between two and three largely uninterrupted hours, were conducted at the respondents’ premises. All but five of these interviews were tape-recorded – a welcome surprise, given previous suggestion in the literature that Asian firms are generally reluctant to participate in recorded interviews (Brown and Gay, 1982; Krcmar, 1987; Marlow, 1992; Carter et al, 2000) - and subsequently transcribed to facilitate analysis and interpretation. The latter (analysis and interpretation) essentially involved the use of appropriate quotes and vignettes, to complement the simple descriptive statistics derived from the study data.

Sophisticated statistical techniques were not applied primarily owing to the qualitative nature of the study; the size of the study sample; and the inclusion of a large number of open-ended and multi-response questions. Nevertheless, the analysis provided important insights into the international market behaviour of UK-based Indian firms; identified specific firms which seemed to have generated superior solutions; and explored the extent to which these solutions could be successfully transferred to the broader population of MEBs and SMEs. 

Analysis and Findings

The analysis undertaken in this section is based on evidence from the earlier mentioned twenty one UK-based Indian firms (see sample profile in Table I). Answers were sought to the following four questions:

To what extent do ethnic ties and ethnic networks influence the inward and outward internationalisation of UK-based Indian firms?

How might ethnic ties and ethnic networks influence the foreign market screening and selection decisions of UK-based Indian firms?

What effects might ethnic ties and ethnic networks have on the FMED mode decisions of UK-based Indian firms?

Does the influence of ethnic ties and ethnic networks become less, or more, important as firms develop in domestic and international markets?

**Insert Table I below**

Subsequent analysis is organised around each of the above four questions.

Perceived importance of ethnic ties and ethnic networks in the internationalisation of UK-based Indian firms. Relevant data on this issue was generated by asking the study firms to discuss the extent to which their ethnic ties and ethnic networks had assisted their inward and outward internationalisation. 
Feedback obtained suggests that a majority of the responding firms view their ethnic ties and ethnic networks as an important facilitator of their international activity. The managers of Firms B and I (both textile companies based, respectively, in Leicester and Nottingham), for example, observed that most of their international operations involved other Asian businesses, which they got to know through trade contacts and referrals. This also reflects the evidence from Firm C, whose computer supply business in the UK, Singaporean and US markets originated from an Indian contact; and Firm K, which took advantage of some network contacts in facilitating material imports from India – see below:

Asian Networks can definitely help in internationalisation. My previous business in shipping and forwarding expanded because of this. I got a contact who said he had a contract from India to supply computer products and would I take care of it. I went to India to meet the importers and this led to us becoming partners. I opened offices in India, Singapore, UK, USA, all based on a network socialisation thing… (Firm C).

The one area where our Asian Network did help was that when we used to …import some items from the Punjab, Ludhiana, which just so happens to be a key area for cotton supplies. I still had some details of my father’s contacts, who were retired and I contacted them. They merely (helped in) reaffirming the contacts that I was establishing with the Mills, clarifying that the people I was talking to were the right ones or whether I should avoid them because they were having some bad problems. They validated the leads and provided a blessing I suppose (Firm K).

The foregoing evidence indicates the importance of ethnic ties and ethnic networks, particularly in providing information, intelligence, and contacts in international markets and in helping to get the company’s “foot in the door” (see Boxes 2 and 5). 

It should be noted, however, that the above perception is not universally shared by all the sample firms. A number of the respondents reported not having gained any business through ethnic ties and ethnic networks, and cautioned against excessive reliance on such networks: some argued that they are narrow and not nearly as important as mainstream business/industry networks; while others suggested that they are not a particularly reliable, safe, or professional way of developing the business. Among the reasons given for this note of caution are the alleged jealously (“Asians are very jealous people (who) don’t let people progress…” – Firm M) and malevolence of Asian people (“In general when someone is making money from somebody they will not recommend you, because they are cutting their own throat” - Firm Q); the tendency to abuse trust within Indian networks (“Some Asians take it a little bit too far… Everyone I know who has used the international Asian Network has lost money …” - Firm P); and the risks of doing business with culturally similar but unprofessional and incapable partners (“Our people [Asians] are not really geared up for it, they lack the professionalism” - Firm K). 
Related factors also appear to be important in explaining the widely observed reluctance of the study firms to develop business relationships with overseas-based relatives. As the following set of quotes show, several interviewees were discouraged from so doing owing to concerns that business problems might jeopardise family relationships: “(It) would probably spoil our relationship” (Firm J); “It may harm the personal relationship forever from there on” (Firm E);“It complicates relationships” (Firm K); “family can hold back business” (Firm P); “you are more likely to lose money in the extended family system” (Firm E); “blood and money don’t mix” (Firm J). 

The other major explanation offered was lack of synergy between the study firms’ lines of business and those of their overseas-based relatives. The interviewee from Firm E, for example, observed that the retail and estate agency businesses run by his relatives in India, Canada, and Australia-based were poles apart from his company’s textile manufacturing operation. Similar explanations were provided by some other firms, including J, M and R.

Overall, it would appear that certain threshold levels of compatibility, competency, professionalism, and trustworthiness must exist before effective network-influenced international partnerships would occur, evolve, and flourish. Furthermore, though the Indian network was perceived as a useful resource/support for making international marketing decisions (Andersen and Kheam, 1998), the study firms were not unmindful of its unreliable, ‘double-edged’, properties. This supports the suggestion in the ‘Asian Enterprise’ literature that Asian networks could be a source of competitive advantage as well as competitive disadvantage (Light, 1972; McEvoy, Jones, Cator and Aldrich, 1982; Werbner, 1984; Nowikowski, 1984; McEvoy and Aldrich, 1986; Ram, 1994; Deakins, 1996); and reinforces Smith’s (1984) suggestion that mutual suspicion and absence of sincerity are characteristics of network relationships. 

Ethnic links and foreign market selection. The psychic distance concept, previously reviewed in section two, posits that firms are likely to initiate foreign activity in psychically close markets, and subsequently enter those with successively higher psychic distance (Jo​hanson and Wiedersheim-Paul, 1975; Johanson and Vahlne, 1977). To assess the extent to which this concept explains the market selection decisions of UK-based Indian firms, the interviewees were asked to indicate the countries in which their firms currently have international (including export and import) relationships. 

What emerged was that the bulk of the firms, across sectors, targeted European markets, and that these markets accounted for the highest proportion of their export sales (see Table 2; Boxes 1, 3, 4, and 7). It was also found that the sample firms’ decisions on import markets largely reflected industry realities: firms in the engineering, IT and allied sectors predominantly sourced from within the European Community (EC) owing to the region’s competencies in production and manufacturing technologies; the textile firms mainly sourced from South East Asia, based on product, quality, and price considerations; while the food processing company appeared to source more globally, based on availability. Another major finding is that although the sample firms largely targeted Western country markets, they tended to focus on, and deal with, Asian businesses in these non-Asian country markets (see Boxes 2 and 5). 



**Insert Table 2 about here**

A key explanation for the overall preference for Western country markets by the study firms seems to relate to the strong reservations they expressed about the business practices of local firms on the Indian sub-continent. Issues highlighted include poor quality of supplies (“…the quality was pathetic” – Firm R); fraudulent order fulfilment (“…goods I had ordered were not what was sent” – Firm Q; “…They show you one thing and send something completely different” – Firm R); short term-ism (“They are only interested in sending the goods once, they are not interested in…the long-term - Firm G); and poor relationship practices (“...I just don’t trust them” – Firm R). The following remarks further illustrate the above viewpoint: 

We have ceased trading in a few countries, sometimes you have to because of the suppliers’ quality and business practices. For example, in India and Pakistan, these people are looking for one container sales. The reason is because they will sell you something in one go, they don’t really care about a long-term relationship. They will send you a first-class sample but the actual goods for the order are totally against the specification or sample. But the paperwork is correct. They know they won’t get another order from us because they have done the dirty on us. But they don’t care they are only after the single scam (Firm D).

I don’t buy from India, Pakistan or Bangladesh. I have had bad experiences… What we ordered was not delivered, everything that we were sent had no relation to what we had ordered. We lost money, so we decided never to buy from them again directly (Firm G).

Taken together, the study evidence highlights the important, but non-decisive, influence of cultural proximity on country market selection. This is because even when firms are favourably disposed toward culturally close country markets, they still generally require certain minimum standards (including competent, reliable and professional business partners and a business environment sufficiently marked by transactional integrity or ‘systems trust’ – Oxley and Yeung, 2001) in order to develop business relationships in those country markets. Indeed, relative differences on the latter factors (business environment, ‘systems trust’, etc.) seem to explain the observed preference for Western markets, and limited focus on Indian sub-continental markets, among the study firms (see Boxes 3 and 7). The next relevant point relates to the earlier observed tendency of the sample firms to focus on Asian businesses within Western country markets. Although this suggests some support for the psychic concept (Jo​hanson and Wiedersheim-Paul, 1975; Johanson and Vahlne, 1977; Johanson and Vahlne, 1992), it, more importantly, reinforces previous calls in the literature for a broader definition of psychic distance to encompass not only cultural variables, but also nature of business climate and practices (O’Grady and Lane, 1996; Bell, Crick and Young, 1998).

Ethnic ties and ethnic networks and FMED modes. Data on the possible effects of ethnic ties and ethnic networks on the study firms’ FMED mode decisions was generated by asking the interviewees to discuss the foreign market servicing options that their firms currently adopt, had adopted in the past, or were contemplating to adopt. They were also asked to describe the role, if any, that their ethnic ties and ethnic networks might have played in these decisions. 
It emerged that of the sixteen firms with current international operations, seven employed the exporting mode only; another five engaged in both exporting and importing; while the remaining four were essentially importers. Most of these firms used agents and distributors in facilitating their international export and import activities, though some seemed reluctant to employ the former owing to previous negative experiences with such intermediaries (see Boxes 3 and 6). It was also found that only a few of the sample firms had investigated or considered setting up overseas production facilities, as a means of gaining factor (cost) advantages and market access. The following remarks are instructive:

About twelve months ago I began investigating setting-up a manufacturing plant in Romania to produce the identical products…When I went to Romania I found out it was a lot cheaper over there with the current value of the Pound. So I have been doing a lot of field work and in a weeks time I will be returning to Romania to rent premises and get some people, and organise the shipping of machines from the UK. It will all happen within the next three months. (Firm J).

The only thing we would do overseas is production because of cost advantages. We will consider this as time passes. It makes a lot of sense. We have considered India and Portugal. We are seeking to set-up a plant in India possibly. We did research on this in depth…(Firm S).

Three months ago I went to New York, (where) there is a very large Asian community there. I took some samples. The businesses sourcing embroidery are buying from India and Pakistan. But when they saw my quality of embroidery they were very keen to buy from me…One of my friends suggested that we should set-up a similar company in New York to service that market... I am thinking that in possibly 6-12 months time starting something in New York (Firm Q).
The majority of the study firms, however, indicated no plans to commence overseas production. Some seemed to be concerned with the level of risk and difficulties involved (“too high a risk. It would be a nightmare” [Firm K]); others appeared to view it as the domain of large multinational corporations, and felt that they lacked the requisite resources and competencies; while yet others highlighted the potential for loss of control through pursuing more advanced FMED modes (“We would never consider overseas production because of…the [possible] loss of control. This is not even an option.” [Firm B]; “We are happy exporting. A business which is in your control is a business with which you can succeed [Firm I]). This lattermost point reflects Lewis and Rout’s (1998) observation regarding Asian firms’ emphasis on maintaining family control.

Overall, the study firms would appear to have preponderantly used the importing and exporting modes rather than more advanced FMED methods (e.g. joint venturing or wholly-owned foreign direct investment). This, along with their observed resource limitations, emphasis on retaining family control, and generally modest level of development, reinforces the incrementalist view of importing and exporting as initial steps in the internationalisation process (Johanson and Vahlne, 1977). Little evidence was obtained, however, regarding the influence of ethnic ties and networks on FMED mode decisions of UK-based Indian firms. Although these networks appeared to have been beneficially employed in meeting the study firms’ international market intelligence needs, strong reservations were expressed against deploying them in pursuing business opportunities at a more committed level, or in locating production facilities within the Indian sub-continent (see Boxes 2, 3, 6 and 7). This indicates that the FMED mode decision making process is far more situation-specific than the major internationalisation theories suggests, and highlights the need for greater attention to possible contingency factors (Young et al, 1990; Woodcock et al, 1994; Yeoh and Jeong, 1995; Kumar and Subramaniam, 1997; Bell and Young, 1998; Young, Bell and Crick, 1998; Hayer, 2001).

Relative importance of ethnic ties and ethnic networks at different stages of firm development. To examine the extent to which perceptions on ethnic ties and ethnic networks vary with firms’ level of development, the study firms were asked to indicate whether ethnic ties and ethnic networks become less, or more, important as they developed in domestic and international markets.

Data obtained suggests that reliance on, and perceptions of the importance of ethnic ties and networks, are inversely related with a firm’s stage in the internationalisation process. A number of the study firms, indeed, indicated that ethnic ties and networks were particularly useful during the initial stages of their internationalisation history: in generating contacts, validating leads, and providing reassurance (Company K); getting the firm’s “foot in the door” Company L); facilitating growth (Company I); and generally lessening the firm’s perception of international market risks. The following remarks by the Managing Director of Firm L are particularly instructive:  

You will find with most ethnic communities, that if you go to another country and you come across somebody from a familiar background then you may feel more comfortable dealing with them at first. But when you are more familiar with that country, you will probably go out and spread your wings and look for the best sourcing you can get. I believe that this is how my father in the past did most of his overseas buying in many places. He just got to know some Indian people who were there and got a sourcing foothold there and then just started buying from Chinese, or others. For example, we (now) source from Portugal … (using local agents), even though there are Indian communities there (Firm L). 

With greater international market knowledge and experience, however, firms generally improve their access to a wider range of strategic options, become more selective, and tend to rely less on ethnic ties and networks. Firm I, for example, reported having utilised the Indian network in growing the company’s “non-multiple business”, which they later discontinued owing to the high and growing associated risk (see Box 3). Another interviewee (Firm K) commented that family ties were the only way of spreading the firm’s business at one time, but noted that they are less attractive in today’s changing environment given their potential to complicate relationships. This supports the view that as firms become more established domestically and/or internationally the role of ‘the network’ per se tends to be marginal and increasingly situation specific. 

Further support for the inverse association between ethnic-based networking and firms’ overall level of development is arguably evident in the diminishing regard for, and reliance on, ethnic ties and networks amongst the later generations of UK-based Indian entrepreneurs. The study data, indeed, suggests these network resources to be particularly relevant to the first generation of UK-based Indian firms, which largely lacked relevant experience / knowledge (including English language capabilities) and access to mainstream business networks. They, however, appear to have lower perceived importance among the second and subsequent generations of UK-based Indian firms for at least two reasons: one, these later generations have largely inherited the embedded organisational resources (including international experience/knowledge and networks) of their predecessors; and two, their UK-born or bred decision-makers have been exposed to socialisation experiences different from those of their parents, typically raised within the Indian sub-continent or Africa (d’Astos and Daghfous, 1991; Cuellar et al, 1997; Reardon et al, 1997; Oswald, 1999; Jamel and Chapman, 2000). The following remarks are illustrative: 

…twenty years ago this (ethnic network) may have been important…More and more so called ethnic people, those who could not speak English, who didn’t have anything to do with mainstream businesses, are mainly retired. The present generation don’t need to depend on other Indians to help them through this world …They are educated, up-to-date, professional, and they know everything which is going on here. They can communicate with suppliers and customers at the (required) level. The network offers them very little benefits domestically or internationally (Company S).
Taken together, the study evidence suggests that the perceived importance of ethnic ties and ethnic networks is generally higher at the initial stages of the firm’s internationalisation process, including during the ‘go/no go’ decision stage. This role tends to become more situation-dependent after the exploration and set-up phases of particular international ventures, with better established entrepreneurs typically leveraging the associated network resources as business needs dictate. 
SUMMARY, CONCLUSIONS AND IMPLICATIONS 

This paper has explored the significance of ethnic ties and ethnic networks in the international development, foreign market selection, and FMED mode decisions of UK-based Indian SMEs. It has also assessed the extent to which recourse to such ties and networks is affected by the study firms’ overall level of development.

It emerged that the study firms’ ethnic ties and ethnic networks do play an important role in facilitating and influencing their inward and outward international activities; this was particularly the case for those enterprises managed by first generation Indian immigrants, whose personal networks were strongly embedded within the Indian Community (both domestically and internationally). Being, thus, limited in their access to mainstream networks, these entrepreneurs seemed to have actively tapped into the resources embedded in their ethnic ties and ethnic networks, for initial international contacts and intelligence, and other relevant inputs for international marketing decisions. This is without prejudice to the widely observed concerns about the abuse of trust within ethnic networks. 

The view that the international activities of UK-based Indian firms would be mainly directed at nations with which Indians have ethnic or cultural ties was, however, not fully supported. Rather, it emerged that cultural or psychic proximity was but one among a number of important factors (including business environment and ‘systems trust’, industry/market realities, factor advantages, and firm’s level of development) that influenced the study firms’ export and import market selection decisions. Markets within the Indian sub-continent seemed not to have been prioritised owing to concerns about the business environment and lack of transactional integrity or ‘systems trust’ (Oxley and Yeung, 2001). 

Reflecting their preference for business environments with comparable levels of ‘systems trust’ as the UK’s, the study firms appeared to have targeted mainly European export markets (psychically closer to the UK than India - Hofstede, 1980; Tayeb, 1984; and Tayeb, 1988). Within these markets, however, they tended to focus on, and target Indian customers and/or intermediaries (that is, Indian ‘sub-cultures’). This provides some support for the psychic distance concept (Johanson and Vahlne, 1977; Johanson and Vahlne, 1992). More importantly, it reinforces previous calls in the literature for a broader definition of psychic distance to encompass not only cultural variables, but also business climate and practices (O’Grady and Lane, 1996; Young and Bell, 1998).

Another key finding is that most of the sample firms limited their international involvement to exporting and/or importing, and seemed reluctant to pursue more committed FMED modes, including setting-up overseas production facilities. Reasons for this include their emphasis on retaining family control, their limitations in resource base and competencies, and their generally modest level of overall development. There was also little evidence that ethnic ties and networks had major influence on the FMED mode decisions of UK-based Indian firms. Whilst the firms appeared to have utilized these networks in augmenting their international market intelligence needs, they seemed to have deep seated reservations against using them in pursuing business opportunities at a more committed level, or in locating production facilities within the Indian sub-continent. This suggests that the FMED mode decision making process is far more situation-specific than the major internationalisation theories suggests, and highlights the need for greater attention to possible contingency factors (Young et al, 1990; Woodcock et al, 1994; Yeoh and Jeong, 1995; Kumar and Subramaniam, 1997; Bell and Young, 1998; Young, Bell and Crick, 1998; Hayer, 2001).

In general, the perceived importance of ethnic ties and networks, and reliance on market actors with similar ethnic and cultural background and values, seems initially high (particularly at the ‘go/no go’ decision stage), but tends to diminish as the firm becomes established as an international player. Greater familiarity and knowledge of international markets typically leads to the review of such business relationships, to minimize commercial exploitation and optimise market opportunities. The role of ethnic ties and ethnic networks, thus, tends to be more situation-dependent for internationally experienced MEB firms, which generally tap into these network resources as their business needs dictate. Overall, the study firms would seem to have leveraged their ethnic ties and networks in bridging critical gaps in international market knowledge and experience, and in identifying, screening and selecting suitable international partners and intermediaries, particularly during the initial stages of internationalisation and new market entry (Johanson and Vahlne, 1990, 1992; Blankenburg, 1992; Crick and Chaudhry, 1995, Coviello and Munro, 1997; Zafarullah et al., 1998, Young, Bell and Crick, 1998; Jones, 1999; Hayer, 2001) – see Figure 1 below.



**Insert Figure 1 about here**

The foregoing conclusions, tentative as they are, have some implications for scholars of ethnic minority entrepreneurship and small firm internationalisation and networks. They are also potentially relevant to managers of MEBs aiming to improve their firm’s international performance, and policy makers seeking to promote the UK’s international competitiveness.
First, given that international ethnic ties and networks are a valuable source of information/intelligence for developing international activity, entrepreneurs should adopt a more systematic and strategic approach to engaging with their ethnic ties and ethnic networks, in domestic and international markets. For example, improved and sustainable benefits might be achieved through a more explicit process of screening and scoring individual network contacts along a number of critical business-related dimensions. In addition, it makes sense for entrepreneurs to actively engage in broader networking activities wherever possible, that is, beyond their readily available ethnic networks. Ultimately, the challenge for MEB entrepreneurs would be to develop and sustain domestic and international networks, which provide sustainable economic leverage for their firms.
Policy makers should aim to assist in the above challenge, by designing and channelling support at the key areas of weaknesses (planning, management quality, and access to mainstream networks) observed among the present study’s firms, particularly those managed by first generation immigrants. The internationally-spread network of UK support agencies (i.e. British Embassies and British High Commissions) should also be deployed toward identifying and qualifying international markets where suitable ‘sub-cultures’ are present, and an acceptable level of ‘systems trust’ prevails. A brokerage framework could, thus, be established to validate potential international partners in the relevant country markets. This might obviate many of the trust issues currently hindering the effective leveraging of ethnic ties and networks for international business purposes. It might also result in the development of international networking forums - pertinent to particular UK-based MEB communities – and the enhancement of UK’s international performance. 

More research is needed to improve the overall level of knowledge regarding the role of ethnic ties and ethnic networks on the internationalisation of MEBs, not only in the UK but also in other major culturally-mixed economies. A longitudinal research might, for example, help further understanding of the impact of greater decisional involvement of the latter generations of MEB entrepreneurs on their firms’ domestic and international performance. This is particularly necessary given the need to disentangle the influence of the host culture and socialization experiences on the international behaviour of MEB enterprises. Greater research attention is also required on the issue of mainstream supplier diversity (Hayer, 2000, 2001) given its higher relevance to the latter generations of MEBs, which are increasingly in the majority. Finally, scholars should consider using sub-cultures, rather than nation states, as the unit of analysis in international market screening. This is because the notion of national ‘psychic distance’ has become highly questionable, in the face of the widening divergence between cultural boundaries and national boundaries, and the existence of numerous sub-cultures within many national markets. Another pertinent research avenue might be to assess the proposition that psychic distance between a firm and its markets can best be captured in the context of ‘which firm’ and ‘which people’, rather than ‘which firm’ and ‘which country’.  

NOTES

[1] The ‘stages of development’ tradition has spawned many behavioural models. The actual number of ‘stages’ differ according to models, but, as observed by Andersen (1993, p. 212), this ‘reflects semantic differences rather than real differences concerning the nature of the internationalisation process’. A recent (integrative) review article by Leonidou and Katsikeas (1996), which covered eleven of these empirical export development models identified three generic stages, namely pre-export stage; the initial export stage; and the advanced export stage.

[2] Psychic distance has traditionally been viewed as synonymous with cultural distance. This can be seen in the widespread use of Hofstede’s (1980) cultural scores as a proxy for measuring psychic distance among nations (see e.g. Kogut and Singh, 1988; Nordstrom and Vahlne, 1992; and Benito and Gripsrud, 1992). Recent work, notably by O’Grady and Lane (1996), has, however, broadened the concept to encompass not only cultural factors but also business factors such as industry structure and the competitive environment: a firm’s degree of uncertainty about a foreign market resulting from cultural differences and other business difficulties that present barriers to learning about the market and operating there (O’Grady and Lane, 1996). 
[3] Small and Medium-sized Enterprises (SME): There are various ways of defining small and medium-size enterprises. This generally relates to the number of employees, though some definitions are based on turnover, or on both employment and turnover. The UK Government statistics divide businesses into three categories, including up to 25; 25-200 and over 200 employees. Under this classification, only firms employing less than 200 people are considered SMEs. This break-off figure of 200, however, appears not to be as widely adopted as 250 or 500.
[4] The interview guide served as a checklist during the interview to make sure that all relevant subject areas were covered but still allowed freedom to explore, probe, and ask questions spontaneously as the interview was being conducted. The interview guide made interviewing across a number of different businesses more systematic and comprehensive by delimiting the issues to be discussed.
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Table 1: Sample Profile

	FIRM DETAILS



	CODE 


	International
	Manufacturing
	Industry Classification
	Location
	Business Form
	Employees

	A
	Yes
	Yes
	Textiles
	Leicester
	Limited
	20

	B
	Yes
	- (1)
	Textiles
	Leicester
	Limited
	5

	C
	No (4)
	Yes
	IT Related
	Leicester
	Limited
	12

	D
	Yes
	Yes
	Food Processing
	Birmingham
	Public Limited
	135

	E
	No (3)
	Yes
	Eng., Auto. & other  Manuf.
	Birmingham
	Limited
	25

	F
	No (2)
	Yes
	Eng., Auto. & other  Manuf.
	Birmingham
	Limited
	30

	G
	Yes
	- (1)
	Textiles
	Birmingham
	Limited
	5

	H
	No (2)
	Yes
	Eng., Auto. & other  Manuf.
	Leicester
	Limited
	30

	I
	Yes
	Yes
	Textiles
	Leicester
	Limited
	100

	J
	Yes
	Yes
	Textiles
	Nottingham
	Limited
	50

	K
	Yes
	- (1)
	Textiles
	Birmingham
	Partnership
	5

	L
	Yes
	-
	Textiles
	Birmingham
	Limited
	12

	M
	Yes
	Yes
	Textiles
	Leicester
	Limited
	100

	N
	Yes
	- (1)
	Textiles
	Leicester
	Limited
	4

	O
	Yes
	Yes
	Textiles
	Birmingham
	Limited
	12

	P
	Yes
	Yes
	Eng., Auto. & other  Manuf.
	Birmingham
	Limited
	47

	Q
	No (3)
	Yes
	Textiles
	Birmingham
	Partnership
	21

	R
	Yes
	Yes
	Textiles
	Leicester
	Limited
	60

	S
	Yes
	Yes
	Eng., Auto. & other  Manuf.
	Leicester
	Limited
	30

	T
	Yes
	Yes
	IT Related
	Leicester
	Limited
	25

	U
	Yes
	Yes
	Textiles
	Leicester
	Limited
	150


(1) Has previously been involved in direct manufacturing

(2) Scope exists for internationalisation

(3) Currently internationalising activities

(4) Was internationally active with a previous business

Table 2: Export and Import markets 

	Textile Firms

(13 firms) (1)
	Food Processing (2)
	IT and related

(2 firms)
	Engineering, automotive and others

(5 firms) (1)



	Export Markets



	UK; Eire; EC (7); Holland (6); German (7); Austria; Belgium (6);

Finland (2); Spain; Italy;

Denmark; France (6);

Scandinavia (3); Russia;

Canada; Sweden (3);

Saudi Arabia; US; Egypt; Estonia; Malta

Dusseldorf; Hamburg


	UK and EC


	UK; EC;

South America; Israel; India;

Middle East;

South Africa;

Germany; France;

Norway; Belgium

Holland


	EC (2); Germany;

Jersey; Ireland;

Isle of Man; France (2); Sweden; Austria

Norway; Finland

Argentina; Australia; South Africa



	Import Markets



	China (4); Hong Kong (2)

Taiwan (5); Korea (5);

Singapore; India (5); Pakistan (2); Thailand (2)
Indonesia(3); Bangladesh; Philippines;

Brazil; Mexico; 

France; Portugal; Denmark; Rumania; Italy; Sweden; Japan

Africa; Tanzania; 

Zimbabwe; Zambia


	India; Australia;

Turkey;

US; Canada


	UK; EC


	UK; EC


(1) Figure in brackets indicates the number of interviewees which stated the country by name.

(2) There was only one firm observed in this sector, and the markets shown relate to it.

FIGURE 1: ETHNIC NETWORKS AND THE INTERNATIONALISATION PROCESS

 INTERNAL FACTORS












BOX 1: Struggling after an unrealised Eastern promise

Firm B, a very small (5 employees) Leicester-based textile trading company, is owned and managed by a 50-year-old high school-educated Indian Sikh, who has been resident in the UK since 1968. A large proportion (estimated at seventy per cent) of this firm’s customer base and supply base – domestic and international – is Asian. 
Firm B internationalised in 1988, and saw a dramatic rise in international sales after the fall of the Berlin Wall. Buoyed by the optimistic projections of the early post-Cold War years, in East Germany, Russia, and elsewhere, the company had focused on Eastern European markets throughout the 1990s. This did not, however, prove sufficiently rewarding. The company does not consider overseas production as a realistic option owing to its UK investments, and emphasis on maintaining independence and control. It also has no desire “to be very big”, and, indeed, sees a challenging future ahead in the textiles industry.
BOX 2: Making strides with some help from the ‘brothers’ 

Firm D is a medium-sized (150 employees) food processing company, which has had significant success both domestically and internationally. Based in Birmingham, UK, this family-managed business was founded by five brothers, the eldest of which left British Rail to realise his entrepreneurial vision. The company seems to be well resourced and managed, and its efficiency, productivity, performance indicators compare favourably against industry benchmarks. Currently a £70m business, the management aims to reach the £100m turnover level in a two year period.

A large proportion of this firm’s customer base is Asian: it services the independent retail sector, largely dominated (85%) by Asians. Its supply base, spreading across several countries, is also staunchly Asian, though the firm has had to cease operations in a few markets (notably India and Pakistan) owing to concerns about quality and sharp business practices. According to the owner-manager, a 56-year-old University-educated Indian-born Sikh who has lived in the UK since 1961, the international Asian network had offered the company “small opportunities” particularly in terms of useful intelligence on prospective supply sources. 
BOX 3: Reaching for, and then beyond, ethnic ties and ethnic networks

Firm I is a medium-sized (100 employees) textile manufacturing company, which has considerable export operations – extending to every EC country as well as Finland, Russia, and Canada. Based in Leicester, UK, this family-owned business was founded by an India-born Sikh, who arrived in the UK over 50 years ago (1951). The company seems to be profitably run, and has an annual turnover of £8m. The 76-year old founder reckoned that this might grow to £10m, but would not like any further expansion, or any change to public ownership.

Firm I essentially uses the direct exporting mode in reaching its foreign customers, most of which are multiples; it sends textile products to the distribution centres of these multiples, which then deliver to individual stores in various countries via their own channels. Although, the company used to have foreign agents to cover different areas of their markets, they stopped using those, owing to the need to minimise exposure to financial risk (they reportedly lost £2.5m through agents’ sales to foreign customers that eventually went bankrupt). The company’s owner-manager indicated that they are happy exporting, and would not consider overseas production, remarking that “a business which is in your control is a business with which you can succeed”.
Firm I started out as a wholesale business. During this initial period, its main customers were other Indian clothing firms, dominantly found in Leicester. The company’s Leicester location was, thus, a key means of embedding itself within the local Indian network, and strengthening links with its mainly Indian customers. This changed however, with the refocusing of the firm’s business, on multiples operating within Continental Europe. A further indication of the company’s loosening links with their ethnic ties and networks is their decision to stop using suppliers from India, Pakistan or Bangladesh, based on previous negative experiences (including financial losses and fraudulent business practices).

BOX 4: FDI ambitions of a Sterling-hit exporter

Firm J is a small-sized (50 employees) textile manufacturing company, which has a fair amount of international experience. Based in Nottingham, UK, this privately-owned business was founded in 1978 by a well travelled and educated Indian-born Hindu, who arrived in the UK in the fifties (1958). The initial entrepreneurial motivation appears to be the owner-manager’s quest for independence, control and personal satisfaction. This is suggested by the founder’s remark that establishing the business was “a way of passing life the way I wish and making a livelihood”. Equally revealing are such phrases as: “(it) gives me personal satisfaction, it’s my baby, and I started it from scratch”. It is no surprise, therefore, that the company indicated no plans to grow beyond its “previous level”, or transform itself to a public limited company.

Firm J’s export business, in Greece among others, grew significantly during the early 1990s, peaking in December 1996. The strength of Sterling subsequently led to a marked decline, with exports’ contribution to total sales falling from 60 per cent to less than 10 percent in 1997. As of the time of this study, the company turnover was £1m, having fallen from £2.14m eighteen months previously. Profits have also gone down, and so, not surprisingly, have employees’ number. The owner-manager appeared to be braced for some tough times ahead, but did not seem overly concerned with the Sterling-influenced turnover decline. (He cryptically remarked that ‘turnover is vanity, but profitability is sanity’).

The original stimulus for Firm J’s international operations seems to be the international exposure and geocentric orientation of the owner-manager, whose declared objective “was to spread (the firm’s) goods all over the world”. Although this vision turned out to be overly ambitious, it has not entirely died. The company seems to be taking practical steps to mitigate the unfavourable impact of Sterling on their cost competitiveness, and get better profit margin than its international competitors. Arrangements have, for example, reached an advanced stage to establish a manufacturing plant in Rumania to produce products identical to their UK lines, at far cheaper rates. The owner-manager, however, saw no prospects for business collaboration with relatives in India and Dubai owing to factors, including lack of synergy and scope, potential damage to family relationships, and plain lethargy! 
BOX 5: Ethnic ties and ethnic networks: influential but not actively pursued 

Firm L is a small-sized (12 employees) textiles company, which trades both domestically and internationally. Based in Birmingham, UK, this family-owned business is run by a 35-year old University-educated British Hindu, whose parents arrived in the UK over 40 years ago (1961). The current MD seems to have no plans to turn the company into a PLC (or lessen the family’s control) in the immediate future.

A large proportion of this firm’s customer base in the domestic market is Asian. This, according to the MD, is not deliberate, but stemmed from the firm’s location in the middle of Birmingham’s wholesale district, as well as the heavy dominance of the clothing industry by Asians (Indian and Pakistanis). This MD emphasised that they do not actively go out to get business through Indians.

Firm P’s international activity consisted mainly of import operations, 50% of which involved other Asians, whom they knew via contacts in the trade and referrals. It emerged that the firm’s founder usually entered new international markets by securing a sourcing foothold through local Indian contacts, before subsequently buying from the Chinese and others. Reflecting on this fact, the current MD explained it as a natural tendency for individuals or organisational units in unfamiliar environments to initially seek out and rely on others with whom they share similar background. This MD indicated that their greater international experience has meant that they now use local agents, e.g. in Portugal, even though there are Indian communities in the market. Overall, Firm P seems to have benefited from its Indian network, particularly at the earlier stages of its inward internationalisation. Its current MD does not, however, view the network as an important part of the company’s future strategy.

BOX 6: Export distributors receive the “thumbs up” but not India-based production 

Firm P is a small-sized (47 employees) company in the engineering and automative sector, which has had significant success both domestically and internationally. Based in Birmingham, UK, this family-managed business was founded by a 47-year old, technically trained, India-born Sikh, who decided, after working for various firms, to fulfil his long held dream of setting up his own business. Though Firm P has professional managers in all areas, long-term issues tend to be discussed initially amongst the family before being debated with the management team. The company recently lost a fair chunk of turnover when it dropped its £2m mail order business. This left it with a £3m worth of annual sales, which it expects to increase by thirty to forty percent, year on year, over the next four years. These projections were based on the anticipated success of some new product lines. 

The decision to internationalise was taken by the founder in 1992. This involved mainly the use of export distributors, but not agents with whom they have had bad experiences. Efforts to set up their own companies in France and Ireland have remained inconclusive despite considerable investment of commitment and time. The management had also considered, but ruled out setting-up a manufacturing base in India and the Eastern block countries, on such grounds as reliability concerns, time implications, language problems, and unproven benefits. Little wonder, then, that the company views export distributors as their best method of tapping international markets. 

BOX 7: Exporting to Europe, persuaded on overseas production, but unsure of “where”

Firm S is a small-sized (30 employees) company in the engineering and automative sector, which has steadily developed its domestic and international business. Based in Leicester, UK, this family-managed business was founded by a number of Indian brothers, who later persuaded their University-educated sibling to join them, after the latter’s stint in the Aircraft industry. The company seems to be well managed, and it generally compares well against key industry players on such performance indicators as turnover, profit margins, and cost of buying. Its turnover for the current year was £2.5m, up from £2.1m the previous year, but the company’s lack of middle management seems to be a major hindrance to its becoming a PLC.
Firm S internationalised in 1992, with the aim of building on its existing business and growing. A more specific reason was to reduce its dependence on Japanese car giants (e.g. Nissan with 60% of its business), which were then introducing pan European activities. By actively going after other European customers, the company was able to broaden its customer base and reduce the threat posed to its business. Although it has no plans to transfer its value-adding design activities overseas, Firm S had considered and investigated India and Portugal as probable locations for production activities. The management remain persuaded of the cost advantages, but seem to be shying away form the Indian market owing to reasons, including pervasive red-tape, official corruption, and time and resources required to set up the infrastructure.
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