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What Do We Know about the Internationalization of Central
and Eastern European Countries and Firms?

Abstract

This article is the first comprehensive literatuview concerning the
internationalization of countries and firms from @@l and Eastern European
countries (CEECs). The study covers 42articles iphbtl during the years
1989-2010, both in leading world journals on intational business and
management and in regional journals concentratinglte CEECs. The purpose
of the study is classification of the research ¢epundertaken, defining the
differences in internationalization between CEE&s] verification whether the
studies on outward FDI from CEECs has made an imambrcontribution to
international business theory.

1. Introduction

The paper is organized as follows: The first partai review of the
literature internationalization; the second partigustification of the journals
and articles selected for this study; the thirdt paontains a discussion of
research results, with an analysis of the methqeéierl and research areas in
particular articles; and the last part containg@psal for further research and
future directions in the field of internationalizat of the CEECSs.

Classifying the previous studies on internatioraion chronologically,
the earliest theories explained that the decismcerning FDI were due to
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market imperfections: Vernon (1966), Kindlebergd9g9), Hymer (1976),
Caves (1971) and Buckley and Casson (1976). Tharthgiving the broadest
description of the internationalization mechanisyDunning’s eclectic theory
(1981, 1993, and 1996) of international productidecording to Dunning, there
are three main determinants of an enterprise’sstgcio engage in international
production: location, ownership, and internatioration advantages. The
eclectic theory is supplemented by the investmestelpment path (IDP)
which shows the dependence between the level ofoedic development and
the investment position of the country (i.e. thiatien between Outward FDI,
Inward FDI and GDP per capita). An important additto the above theories is
the Uppsala model created by Johanson and Vah8%/Y1According to their
sequential internationalization model, firms expdhéir activities first on the
markets of culturally close neighboring countrisd then, using the knowledge
gained, consider expansion into more distant markeith larger cultural
differences. In addition, Johanson and Vahine (20@®e analyzed the changes
that took place during the 30 years from theirahjpublication. Currently, more
and more firms concentrate their activities on Hradesign, or patented
technology, externalizing production or service igi¢s outside of the
company. The business network model is now the tkeynderstanding the
internationalization of firms.

The initial studies on internationalization of femfrom emerging
economies were carried out nearly 35 years agofifdtenost important studies
concerning the internationalization of firms fromerging economies are those
carried out by Lecraw (1977), Wells (1983) and L{@&®83). The most recent
studies are those carried out by Svetlicic and R@®03), Matthews (2006),
Luo and Tung (2007), Buckley at al. (2008), CueBarurra and Genc (2008),
Sauvant (2008), Goldstein (2009), Rammamurti andglsi(2009), Narula
(2010), Marinov and Marinova (2011).

2. Sample chacteristics

This review study is based on 42 articles conceri@utward FDI from
CEECs, published in 20 worldwide and regional jalsnThe study covers the
period from 1989 to 2010 (inclusive). Compared itailsr studies, the list of
selected journals has been extended for journatgerdrating on the CEE
region (Acedo and Casillas 2005; Griffith et al.080 Jormanainen and
Koveshnikov 2010). The journals selected for reviame divided into two
groups:
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1. Journals on international business and managemenfthese encompass:
Journal of Business Economics and Management, doofrinternational
Business Studies, Journal of International Manageémedournal of
Management Studies, Journal of World Investmentsandgement
International Review, Research on InternationaliBss and Finance, The
Columbia Journal of World Business, The World Ecago and
Transnational Corporations;

2.Journals concentrated on Central and Eastern Europeand emerging
economies Eastern European Economics, Economic and BusiResgew
for Central and South-Eastern Europe, Economidlarfining, E conomics
of Transition , Entrepreneurship and Regional Dewedent, European
Management Journal, International Journal of Enmgrdviarkets, Journal
for East European Management Studies, Journal stf\Efast Business and
Post-Communist Economies.

Before 2001 year only two articles on Outward FEini CEECs were
published. Svetlicic and Rojec (1994) analyzedrtile of inward and outward
FDI in CEECs in transition. They found that the CEEwhich were at a higher
level of development than the other former sodia@untries, could gradually
include in their development considerations notydtle issue of promoting
inward FDI but also outward FDI. Elenkov (1995) emaed how Russian
Multinational Enterprises (MNEs) must form strategilliances with partners
from developed industrialized countries to gain thecessary capital and
marketing skills to compete globally. The limitettdrest and small number of
articles in the first decade after the collapseafimunism resulted in a limited
value of Outward investment from this region betwége years 1989-2000. In
years 2000-2011the Outward FDI stock from CEECsaepdpd twenty times
from 24.5 bin USD to 487 bin USD. In the case & tiew EU member states
the figures rose from 4.5 bin USD to 91 bin USDd &or CIS countries from 20
bin USD to 397 bln USD respectively (UNCTAD 201p, A72-176).

3. Results and discussion

The results of this study are divided into two pathe first concerns the
review of articles based on the research topicsmaeathods which have been
applied (see Table 2). The purpose of the secoridsp® verify if there are any
substantial differences in the internationalizatipnocess in CEECs and
verification whether the studies on outward FDhfr@EECs made an important
contribution to international business (IB) theory.
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Geographic distribution

The geographical distribution of the analyzed &$ds as follow: two
articles were partially concentrated on CEECs (m#rta larger study on
emerging economies), five articles were based erettiire CEE region, eleven
articles are dedicated do small country groupsr{ft@o to seven countries) and
24 articles are based on one country. Studies @mRtlssian economy dominate
(15 articles concerning solely Russia and two coring Russia as a part of
BRIC analysis. Other countries with separate asidevoted to them include:
Estonia (3), Poland (2) and Slovenia (4). To sumthp analyzed articles are
concentrated mainly on the Russian economy andh@m®e¢onomies of new EU
member states.

The main push factor for the rising number of Raus$VINES is its strong
natural resources sector. Highly profitable Rusdiems from this sector are
able to rapidly accumulate the capital necessaryhigir expansion into foreign
markets. There are no publications concerning:fgdmer USSR member
countries from Asia and (i) South-Eastern Eurolpethese instances this is
a consequence of the low Outward FDI level fronséheegions (see: UNCTAD
2012, pp. 169-176).

Applied methods and research areas

The analysis concerning the applied research metsbdws that most
studies were carried out with the use of quamatnethods (29); qualitative
methods (such as: surveys, interview, case studie® used six times; and both
methods were used simultaneously in five casedy wily two articles being
conceptual studies. This distribution of researakthmds is in line with the
existing trends in IB research (see: Peterson 2004)

Peng (2004) states that the sense and purpose oéd@&rch should
generally consist in answering one simple questithat determines the
international success or failure of firms?” Thiegtion can be supplemented by
the following: What determines that firms from someuntries invest more
frequently abroad compared to firms from other ¢nes? Why and when do
MNEs invest outside of their parent country? Whg iaternational transactions
organized in firms rather than through markets? Vdhmathe strategies of MNEs
entering international markets?

The answers to these questions may be broken dawvriollws:
(1) internationalization process, (2) internatiGretion drivers, (3) entry
strategies and (4) performance.

The Internationalization process was described in eleven articles:
Svetlicic and Rojec (1994), Andreff (2003), PelD@4), Ginevicius (2005),
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Kalotay (2004), Kalotay (2005), Braguinsky and M@t (2007), Gorynia
(2007), Boudier (2008), Gorynia (2008), Masso (0&&d Rugraff (2010). All
these studies were based on macroeconomic data utwafd FDI. Six
researchers applied Dunning's IDP path asusefulufaderstanding the early
stage of internationalization in their counttieShe authors’ conclusions from
these articles confirmed that gradual growth in Gi2f capita leads to growth
in Outward FDI per capita. The majority of new Elémber states are in the
third stage of the IDP path. Some countries. likp &lovenia and Russia,
periodically achieve a positive value of net outiviamvestment (NOI) position.

Another study on the internationalization processonceptual. Meyer
and Gelbuda (2006) developed the variance thearglsthe process theories
based on the internationalization process of CEE@Gsy point out that process
theories are particularly relevant for analyzingitBCEECS, because it involves
major learning processes, both in the host soaietywithin the firms expanding
internationally. CEE is a fruitful ground to inviggtte the first steps of IB by
local firms with little experience in a competitivgarket economy.

Internationalization drivers determine factors of foreign expansion at
the micro level. Jaklic and Svetlicic (2001), Kunzard Zajac (2003), Svetlicic
(2007), in studies based on Czech, Hungarian andeSian firms, consider
market-related motives and asset acquisition as thest important
internationalization drivers. Cost motives are lissportant. In turn, Jaklic and
Svetlicic (2003) analyze competitive advantagesidEs from the CEECs.
Their results show that firms from CEECs competethan basis of marketing,
organizational and technological knowledge, andhliigskilled personnel.
Liuhto and Jumpponen (2003) analyzed the influentethe state on the
international expansion of firms from the Russiatural resources and banking
sectors. Damijan (2007) confirms that more efficiBrms are more likely to
invest in foreign affiliates and in countries wheley already have high export
shares.

Entry strategies. Liuhto (2002), Runiewicz (2006), Heinrich (2003),
Vahtra (2006), Heinrich (2006) and Filippov (201&)ncentrate on Russian
firms. Most Russian MNEs operating in the natueglources sector are trying to
ensure a long-term demand for their productiorthinfirst stage, Russian firms
invest in close markets (former USSR or CEE). Thengarison of Russian
MNEs with firms from other BRIC countries, made $gthi (2009), shows that
the Russian MNEs are more concentrated on regictalities than the firms

!According to the IDP model, the states pass thrdixghdevelopment stages depending on
their economic development level measured by GDRg@gita, which in turn has influence on the
net outward investment (NOI) level. The assessrmoénthich stage a given state is at depends on
the relation between outward and inward investment.
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from other BRIC countries. An important strategmabof Russian MNEs is

a gradual takeover of shares in the transit trassion infrastructure and the
construction of gas pipelines taking supplies tosi&a European markets.
Investments of Russian State Owned Enterprises $pMEhe former area of

the USSR are often perceived as a political toothef Russian government.
Lisitsyn (2007), taking Russian MNEs from the teleenunication sector as an
example, describes expansion strategies on theefold$SR market. With

respect to the Ukrainian, Uzbek and Turkmenian etarka strategy based on
the acquisition of local operators dominates, winleturn on the Belarusian

market a Belarusian — Russian joint venture waabéished. Elenkov (1995)

discusses how Russian MNEs must form strategiaraés with partners from
developed industrialized countries to gain the ssae/ capital and marketing
skills to compete globally.

Other studies concerning entry strategies refeEstonian and Latvian
firms. Varblane and Sorg (2003) described the ddheostrategic advantage in
Latvian and Lithuanian markets by an Estonian b#ulits and Purju (2003)
concentrate on investment financing by EstoniamdirMalo and Norus (2009)
describe how firms from the CEECs have forged mtkss with foreign partners
to speed up the process of knowledge acquisition.

In a conceptual study, Wright et. al. (2005) coiiaad on “Strategy
Research in Emerging Economies.” They classifiadr tresearch through four
strategic options: (1) firms from developed ecoresmientering emerging
economies; (2) domestic firms competing within eyivegg economies; (3) firms
from emerging economies entering other emerginqh@mies; and (4) firms
from emerging economies entering developed ecoroitifee latter two last
strategic options are relevant for the researctOatward FDI from CEECS).
Using these four perspectives they examined: uigiital theory, transaction
cost theory, resource-based theory, and agencytheloey found that the most
dominant underlying theory seems to be the ingtitad theory. This article
explores more emerging countries from Asia thamficEECs, but in general
the theoretical findings could be useful for both.

Performance. Banalieva and Santoro (2009) analyze the questitdow
does the geographic orientation of emerging mark&dEs affect financial
performance relative to their industry rivals?”didtchev et al. (2001), using
a multi-industry data set of Russian, Ukrainian &eadarus, firms analyze how
export intensity is mediated by strategies invajvacquisitions and links with
foreign partners.

It seems obvious that the new EU member states éemiral European
countries in some cases are no longer treated aassition or emerging
economies. Internationalization of their firms widke place in a similar way as
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in the case of other EU countries. Thus, the rebequestions in the following
publications are similar to the questions in agticlconcerning developed
economies: Masso et al. (2008) and Svetlicic e{28107) (related e.g. to the
impact of OFDI on domestic market employment levels

Economists do not give an explicit answer to thestjon whether the
CEECs internationalization can be explained by t@gseconomic theories.
From the macro point of view, the internationali@atprocesscan be explained
by J. H. Dunning’s IDP path. Among the most redéatature concerning the
internationalization of emerging market MNEs, parar attention should be
drawn to the study of Mathews (2006). He providésamework for explaining
how latecomers’ international expansion is drivgnlbL: resource linkage,
leverage and learning: (i) Linkages to generaterezl resource acquisition
opportunities, (ii) Leverages through which the MNEan exploit the
established resource linkages and (iii) Learninggctvwill result as the outcome
of the applications of linkage and leverage. Acocaydo Mathews, the most
characteristic feature of emerging market MNEs i&eirt rapid
internationalization model. Internationalization @arried out not through
technological innovation, but through organizationanovation, which
facilitates the adaptation of firms to contemporgtgbal economies. A good
summary of the LLL model is that resources are tgptcally secured from
open-market transactions, but through firm-to-feomtractual connections.

4, Conclusions and further research

When analyzing the internationalization processCHECs and other
emerging markets, it should be pointed out that G&Eot a homogenous
region. It should be kept in mind that:

() First of all, Russia and new EU member coustrige the regions from
which firms compete successfully and conduct thefivities abroad;

(i) New EU members and Russia have unequal adgesténatural sources,
governmental support, market scale, technologmasl] corruption level,
and political stability). Russia does not haveshme FDI pattern as other
CEE countries, but due to the capital accumulatiased on the natural
resources sector is the larger investor from thg @igion;

(iif) Ex-USRR and South-Eastern European countiesin the early stages of
their internationalization;
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(iv) The similarities in the internationalizatiomgeess with other emerging
markets are the rapid internationalization andféoé that firms are forced,
as latecomers, to compete with MNEs from devel@amhomies.

(v) The basic differences compared to the inteomafization of firms from
other emerging markets are: (1) despite long-telobal strategies, the
expansion is carried out on a regional scale @yacquisitions of firms
from highly developed countries are relatively ramhich makes it
impossible to accelerate the learning process aeduse of globally
known brands, (3) in the case of Russia, concéotras on the natural
resources sector, (4) lack of global MNEs from tiev technologies
sector, (5) new EU member states cannot providefimaycial or fiscal
support for Outward FDI due to their EU membersinid common market
rules.

Other conclusions are as follows:

1. Despite a relatively large number of studies camogrthe analyzed topic,
there is still no uniform theory concerning theemmationalization of
transition economies;

2.Due to the gradual increase in wealth of new EU bwnstates, their
internationalization model will evolve towards thmodel of firms
originating from developed economies;

3. A large number of studies concerning the intermati@ation of Russian
firms indicates the potential of firms originatifrgm this country.

Future research questions include: (1) Why aresfifinom CEE less
successful than multinationals from the Asia — fRaadiegion, which have
successfully internationalized and in some casesrbe leading firms in their
sectors? (2) What strategies should be appliedtegdmer MNEs from CEECs
to be able to compete successfully with MNEs frawedoped economies?
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Streszczenie

CO WIEMY NA TEMAT INTERNACJONALIZACJI PA  NSTW
| PRZEDSIEBIORSTW Z EUROPY SRODKOWEJ | WSCHODNIEJ?

Artykut jest pierwszym przeglem literatury dotyezej internacjonalizacji
przedsgbiorstw z pastw EuropySrodkowej i Wschodniej. Badanie ely w sumie 42
artykuly opublikowane w latach 1989-2010 zaréwno wiodgcych swiatowych
czasopismach ekonomicznych, jak i w czasopismagig koncentruj swoje badania
jedynie na EuropyieSrodkowej i Wschodniej. Celem przeprowadzonej apaligia
klasyfikacja dotychczas przeprowadzonych liadanad internacjonalizagj
przedsgbiorstw z tej czsci Europy, zidentyfikowanie fhic wysgpujgcych pomidzy
poszczegolnymi krajami, a tak weryfikacja, czy badania nad internacjonalizacj
przedsgbiorstw i paistw z EuropySrodkowej i Wschodniej wniosly istotny wkiad
w rozwoj teoriiekonomii.



