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Preface

The following is a report of a preliminary empirical investigation carried out as part of a
licentiate (Danish Ph.D) project, which is expected to be completed in Autumn 1995.

The empirical focus of the project is to ascertain the importance of intercultural competence
for the internationalization process of the Danish food industry. The food industry has been
chosen for several reasons. First, because of the enormous importance of the food industry for
the Danish economy as a whole and exports in particular. Second, the food industry in particu-
lar has to contend with heterogenous market conditions, since, to a large extent, food
consumption is culturally determined (see, eg Fishler, 1988). Third, in view of the food
industry's special interest in research in this area - witness the MAPP project - this is both an
interesting and relevant question.

The internationalization process of the food industry thus demands an intimate knowledge of
the culturally heterogenous conditions of a wide variety of foreign markets, and in particular,
the way in which they affect food consumption in these markets. As a result, the pilot project
focuses partly on the firm's internationalization strategy in an intercultural context, partly on
how the firm deals with these cultural conditions, eg in connection with development projects,
campaigns, marketing plans, etc., and partly on how the respondent experiences cultural
diversity in general. In other words: How responsive are firms to cultural heterogeniety and
how do they try to come to terms with it?

Many Danish food processing firms operate in foreign markets as "private label" suppliers,
and are active in the catering as well as industrial markets. In a wider context, the food indus-
try in general is characterized by the high degree of centralization in the European retail trade.
A crucial factor of success for Danish food processing firms is therefore presumed to be partly
the ability to develop products for which there is a demand and partly the ability to handle in-
ternational negotiations with different types of customers (eg importers, distributors, industrial
customers, supermarket chains, large catering firms, etc.). To a large extent, the market is
expected to reflect business-to-business relations, so creativity and adaptability, plus good
international negotiating skills, is expected to be essential for the export success of many
Danish food processing firms.

As can be seen from the above, the investigation, parallel with the analysis at the level of the
firm, has also focused on international negotiations. This part of the study has centred on the
identification of critical dimensions in the ability of individuals to negotiate successfully, ie
where the level of analysis is the individual. This aspect is not, however, included in this
report.

Tine N. Langhoff
Odense, January 1994



Executive Summary

1. Cultural heterogeneity is a major problem faced by companies wishing to internationalize
in the food industry. In spite of this, the problems created by cultural diversity and the way
companies solve them by acquiring intercultural competence have hardly been addressed in
analysis of companies' internationalization process.

2. Based on a qualitative study of several Danish food companies, a number of hypotheses
about the relationship between cultural heterogeneity and a firm's internationalization are
derived. They suggest that facing the problem of cultural heterogeneity can be viewed as
making three types of decisions, namely on what to do, what to offer, and whom to serve.

3. The decision on what to offer concerns the choice of product offerings which is restricted to
the extent where the cultural adaptations required on different markets can be handled.

4. The decision on whom to serve regards the choice of geographical markets and segments,
which has to be in congruence with the choice of offerings.

5. The decision on what to do concerns the scope of operations to be performed by the firm
itself, as compared to various forms of cooperation with other actors.
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1. Theoretical background

The internationalization process of the firm

In internationalization process literature, which has its roots in two pioneering, internationally
published Swedish articles by Johanson and Wiedersheim-Paul (1975) and Johanson and
Vahlne (1977), the firm's process of international development is described as a series of
stages, from the first hesitant steps into the export markets until the firm becomes successively
more and more internationalized. These models are usually called stage models, and in the
first - known as the Uppsala School's internationalization model - the firm's operational mode
is used as a criterion to describe the stages of the process1.

Common to this and other similar "stage models" is the use of a behavioural approach, in
which the internationalization process is described as slow, sequential, gradual, and evolutio-
nary, since it represents the firm's gradual establishment in, integration of and knowledge
about, foreign markets. (See, eg Bilkey & Tesar, 1977 and Cavusgil, 1980.)

Based on Cyert and March's (1963) "Behavioural Theory of the Firm" and Penrose's (1959)
theory of the limits to a firm's growth, internationalization is regarded as a process in which
the firm gradually increases its international commitment. The process develops through an
interplay between, on the one hand, the acquisition and improvement of - in particular expe-
riential - knowledge, about foreign markets, and on the other, an increasing commitment in
the form of investment in those markets.

Inspired by Penrose (1959), the traditional literature proceeds from the assumption that a firm
seeks long-term profit, and that internationalization is therefore a consequence of a growth mo-
tive2. When the domestic market is close to saturation and the opportunities limited, the firm
begins to look for other alternatives abroad. Since here the firm is confronted by considerably
more uncertainty than it meets in the domestic market, it is assumed that it seeks alternatives
that resemble the present ones as much as possible. Consequently, it is expected that the uncer-
tainty of the outcome of a given action increases with distance, which in turn encourages firms
to first exploit those opportunities where the degree of "foreignness" is least, thereby enabling
them to steadily reduce the uncertainty through the accumulation of more and more experience.

The degree of foreignness alludes to the fact that internationalization involves crossing bor-
ders. A lack of knowledge about local business methods, patterns of consumption, etc, and the
difficulties of gaining access to reliable information creates uncertainty for the firm. Activities
undertaken outside the firm's home base are perceived as being more uncertain than similar
activities carried out at home, even where the physical distance is the same. Swedish
researchers call this degree of foreignness and perceived uncertainty "psychic distance"3.

1 By operational mode is meant the method chosen to serve export markets. In the literature, there are several different
divisions of the operational mode into stages. A common one is : 1. No regular export activities; 2. Export via independent
agents; 3. Sales subsidiaries and 4. Foreign production companies.
2 See Strandskov (1987) for a more detailed discussion of the motives for internationalization, including growth motives.
3 Hörnell, Vahlne and Wiedersheim-Paul (1973). The concept of psychic distance is defined as: “The sum of factors
preventing and disturbing the flow of information between a firm and its markets”, and was measured by several quantitative
indicators. (See Carlson, 1975, for an outline.)
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Another - and critical - assumption is that knowledge about the market is primarily acquired
through experience of the firm's current business activities. The perception of market opportu-
nities and problems is thus mainly based on experiential knowledge. Experience is therefore
the driving force behind the firm's internationalization process4, just as experience is pre-
sumed to be the main means of reducing the uncertainty associated with internationalization,
cf. Johanson and Vahlne (1990).

In other words, the fundamental starting point of the model is, first, the firm's cognitive per-
ception of its own capabilities and competitiveness, and, consequently, the perceived oppor-
tunities and problems associated with the markets. Second, in making choices, the firm seeks
to minimize its risks, so awareness of risks is one of the basic factors which explain corporate
behaviour. It is therefore expected that a firm's decision to begin operations in a foreign mar-
ket depends partly on already acquired experiences and partly on the relation of the new ven-
ture to the firm's present business activities5.

On the basis of these assumptions and empirical analyses of firms' processes of establishment,
it has been found that the firm's commitment in each individual market goes through a number
of stages, starting with simple export and ending with the establishment of a subsidiary as it
becomes more and more dependent on the market. Furthermore, the choice of market can be
explained on the basis of the "psychic distance" to the market in question, those with the least
psychic distance being chosen first (see, eg Johanson & Weidersheim-Paul, 1975; Johanson &
Vahlne, 1977, and Cavusgil, 1980). Accordingly, experience is regarded as being country-
specific, ie it can only with difficulty be generalized and used in other markets. At any given
point in time, it is knowledge of the market and the perceived "psychic distance" which
explain the number of markets served, as well as both the firm's relative and absolute
commitment to these markets6.

There are only three cases in which the firm is not expected to internationalize as the model
prescribes - ie "in small steps": (1) If the firm possesses abundant resources, the consequences
of a big commitment of resources will be smaller. Large firms can therefore be expected to
internationalize more quickly; (2) If international market conditions are homogeneous and
stable, the firm can acquire the relevant market knowledge in other ways than through expe-
rience; and (3) If the firm has experience from markets with similar conditions, it may be
possible to generalize these and use them in a specific market.

In the 1980s, the "stage model" interpretation of the internationalization process as being the
result of the firm's current international commitment, its cumulative experience and subse-

4 Here, the Swedish researchers employ Penrose’s dividing line between experiential and objective knowledge. This dividing
line can be criticized, however, on the ground that the way in which knowledge is acquired is not as interesting as the firm's
ability to apply - often hidden or tacit - knowledge in relation to international markets. Cf. Polanyi’s (1966) concept of "tacit
knowledge".
5 In other words, the firm seeks to solve the problem in the neighbourhood of the problem symptoms, or it exploits
opportunities which it knows works on the market (cf Cyert & March, 1963).
6 By relative commitment, the authors mean:"...the degree of commitment is the difficulty of finding an alternative use for the
resources... The degree of commitment is higher the more the resources in question are integrated with other parts of the
firm" (Johanson & Vahlne, 1977, p. 27).
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quent reduced uncertainty was criticized for being too simplistic and deterministic. (Turnbull,
1987; Hedlund & Kverneland, 1985; Reid, 1983, Sullivan & Bauerschmidt, 1990, and
Strandskov, 1987).

Inasmuch as the model has primarily focused on the patterns of establishment in each indivi-
dual market, the critics are right. The result of this focus has been that researchers have failed
to take account of the fact that both conditions inside the firm and competitive and market
conditions affect a firm's internationalization profile. Secondly, too much attention has been
paid to the firm's gradual internationalization and establishment in each individual market in-
stead of looking at its overall internationalization profile7. And thirdly, the representation of
the effect of cultural differences on the internationalization process has been extremely sim-
plistic, since researchers have attempted to uncover the "degree of foreignness" in different in-
ternational markets by means of a number of macroeconomic and other quantifiable indica-
tors.

The question is, in light of the criticism, how should internationalization be understood, and in
particular, how should it be understood in an intercultural context? Should the evolutionary
approach be rejected? What drives and/or limits internationalization? Is it the firm's ability to
learn? Or its opportunities and limitations caused by the competitive forces in the market?
There seems to be no single answer to these questions, but rather a both...and, requiring a
more eclectic theoretical approach. The firm's development appears to be influenced partly by
internal forces, ie forces inside the firm, and partly by external forces, ie forces outside the
firm. Strictly speaking, evolution, as used in biology, means a process of change which
involves "something new", and which is driven from within. According to Witt (1993), this
should be applied to the sphere of economics, thereby forcing researchers to focus on the
necessary and sufficient conditions for the firm's endogenously driven process of change8.
This also means that the firm's process of internationalization, which in itself represents a
change, can be examined from within, and that, provided it contains an element of novelty, it
can be regarded as an evolutionary process. The problem is, however, that the firm is not an
isolated entity, but an integral part of a greater whole.

Basically, it is a question of the extent to which the firm itself controls its own development
and the extent to which it is controlled by external competitive forces. The focus of research
in relation to this question has changed its focus in the past 10-15 years. "Competitive forces"
was the buzz word of the early 1980s. Armed with Porter's (1980) "five forces driving
industry competition", research was dominated by industry analysis, in the belief that it was
possible to isolate those factors - the critical factors of success - which helped create and
maintain a firm's success. It was therefore industry-specific characteristics and the position of
the individual firm in relation to these that were the source of abnormal profits. This point of

7 According to Loustarinen and Welch, (1990), one must distinguish between the firm’s internationalization profile in
individual markets and its overall internationalization profile.
8 Witt has attempted to find some common features in the use of the concept of evolution in different disciplines. Comparing
its use in linguistics, biology and economics, he has arrived at the following definition: "Evolution is the self-transformation
of a system through selective information retention and creation of novelty". (Cf lecture given by Witt at The Copenhagen
School of Business in April 1993.)
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view fell into disfavour later in the 1980s and early 1990s, when there were found to be
significant and persistent differences between firms within the same industry. The reason
given for this is that firms have firm-specific advantages. Researchers have therefore found
inspiration in Penrose's (1959) classic work on the limits of a firm's growth, and have begun to
focus on individual firms' unique resources and the effective utilization of these as the source
of lasting competitive advantages and thus abnormal profits. This is what has been called a
resource-based view of the firm9.

As yet, I have no clear-cut answer to this problem. Besides it is still being hotly debated.
According to Weick's (1979) concept of "enactment", the firm "creates" its own market
conditions, so the extent to which the firm always must act reactively towards changes in the
market during its process of internationalization is debatable. More realistic is the view that
the firm is a part of the social system, just as the social system is a part of the firm. This is the
basic reasoning behind the both...and answer mentioned above, and it implies that it is how
the firm "interprets" its markets that determines how it perceives change and how it both acts
and reacts in relation to this: How the firm sees both itself, its competitors, and its markets
therefore plays an important role10.

There has been a tendency in the literature to reject the traditional stage models, because they
were losing some of their explanatory value: It seems that firms in some industries interna-
tionalize faster than firms in other industries, because of a greater tendency to jump over some
stages11 and establish themselves in "psychically distant" markets earlier in the internatio-
nalization process. (See, eg Nordström, 1991 and Hedlund & Kverneland, 1985.) These
researchers therefore believe that the evolutionary approach should be rejected, since the
conditions in certain industries appear to force firms to take more direct routes to foreign
markets and thus overcome the "psychic distance" to these markets.

These criticisms are in line with Reid (1983), who argues that internationalization should be
seen more as a choice between alternative paths of expansion. The choice itself will therefore
be contingency-based and thus determined by firm and market specific conditions. Reid
(1983, pp. 137-138) suggests a transaction cost approach as an alternative frame of reference,
since the firm's mode of operation can be better understood from an economic point of view
which takes into account different situational conditions.

Whether the criticism does in fact imply that the idea of a sequential and evolutionary process
must be rejected is debatable, however: Firstly, the suggested alternative approach - trans-
action cost theory - is based on a functional framework, which focuses more on "the positive
qualities" of a government structure, which minimize transaction costs than on the actual
process which leads to this government structure. (Cf Kundsen, 1990, 1991.) In the second

9 This is an approach that emerged during the 1980s after the publication of an article by B. Wernerfelt in Strategic
Management Journal in 1984.
10 To view the firm's internationalization in terms of the way it sees both itself and its markets will be discussed in greater
detail below.
11 One example of this is that a firm will penetrate a market by straightaway establishing a subsidiary, thereby sidestepping
the traditional stage of exporting to the market first and then setting up a subsidiary later. This is called "leap-frogging" in the
jargon.



M A P P

-5-

place, from a cultural and communication theory point of view, it is possible to argue that the
individual's ability to function successfully in a foreign culture - to be interculturally
competent - is a learning process that lasts a lifetime. As it is argued below, this can affect not
only the individual's "process of internationalization", but the whole firm's.

It thus seems to have been ignored that multinational companies also change. They introduce
new products, internalize and externalize, try out new operational modes, enter strategic
alliances, etc. These initiatives must also be seen as a process of change in which the firm, so
to speak, "interprets or defines" its markets in another way, enabling it both to identify and
exploit new opportunities and take account of changes in these markets. In other words, for
both small and medium-sized firms that only serve certain international markets and larger
multinationals, change is determined by the strategic choices already made12 and the
resources at their disposal, cf the resource perspective. These changes represent a greater or
smaller degree of novelty and can, if the novelty criterion is met, be regarded as an evolution.

Against this background, a learning perspective seems to be important for an understanding of
the process of internationalization. Not just a learning perspective in which the firm's process of
internationalization is shaped by a steadily increasing experience of serving international mar-
kets, as the traditional models suggest, but one which enables the firm to learn in a dynamic
perspective, and to identify and exploit opportunities in other cultural contexts, which are them-
selves subject to change13. This means that the firm is able partly to unlearn old methods,
perceptions of markets, competitors and itself, and partly to introduce new ones in relation to
both changeable and culturally heterogenous market conditions and its own resources.

The firm and the cultural heterogeneity of the marketplace

This preliminary study is based on a culture perspective and communication theory approach.
Such an approach is useful to understand the heterogeneity facing a firm outside its own home
market. This perspective will therefore be briefly discussed in the following.

Cultural barriers, as they manifest themselves in international negotiations, for example, often
express themselves as barriers to communication (Askegaard et al., 1991). This can be ex-
plained by the fact that man is a symbol-creating being who organizes himself for the primary
purpose of creating meaning and coherence. All social behaviour is therefore symbolic in
nature, ie social interaction between human beings is mediated symbolically (Nisbet & Perrin,
1977). 

As humans we are born with only few reflexes. In order to survive we thus must learn how to
behave as individuals among others in a society (Shepard, 1981). Accordingly, we cannot as

12 The firm is said to commit itself strategically to a particular path of development from which it cannot immediately
deviate (Ghemawat, 1991). This is what in the literature is called “path dependency” - ie a process which is irreversible. See
Knudsen (1991), chpt. 21, for a more detailed discussion of this.
13 Cf Nisbet and Perrin (1977) on social change. The changes which confront a firm are not necessarily all cultural. They can
just as well be, for example, new patterns of consumption, new competitive forces, new technologies, etc.
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human beings live without a behavioural code which is inherited socially, handed down and
transmitted from one generation to the next. This behavioural code forms what is commonly
called culture.

Human beings use and need culture as a "mechanism" for organizing coherence and meaning
of the world around it by developing and applying symbols. According to semiotic theory, this
is based on signs, which are "phenomena loaded with meaning". Man basically orients
himself by means of signs. Without signs, man, so to speak, does not exist, since signs create
"the spiritual bond" (communication) between people, enabling individuals to act in a
community14. The result of this is that the organization of the community in human societies
is primarily communicative, the purpose of which is to establish meaningful relations which
according to Cassirer (1944) integrate individuals around a common identity, by means of
symbols.

"Reality" is only real for human beings if it can be communicated via meaningful signs. The
signs which people use influence, so to speak, their access to the world, and thereby deter-
mine their perception of it (Peirce, 1985). Culture therefore embraces both man's reality and,
in a dynamic perspective, the organization of the community by setting limits to or defining
"the possible" (Christensen, 1993). In a theoretical sense, therefore, culture can be seen as an
interpretive mechanism - a code for understanding the meaning in man's surroundings. In this
sense, therefore, communication cannot just be regarded as a simple transference of intended
information.

What semiotics has contributed, therefore, is an approach to the understanding of the process
of human interpretation, ie the ways in which signs are received and interpreted. The semiotic
view of human communication is that the meaning of a given message is first and foremost
given by the recipient's own world of meaning. 

Put another way, communication is not a one-way process, ie the transmission of information,
as many traditional communication models depict it. Communication cannot be understood
without the agency of the recipient. This has led some researchers to talk of a "Chicken and
Egg Process" (Myers & Myers, 1992) between people when they communicate. They do not,
however, exist as detached individuals, ie it is still important to bear in mind that human
beings interact with each other in communities which are separate from the communities of
other groups of people. This means that different cultures - different communities - develop
their own "webs of meaning", which are taken for granted and which define "the possible". In
a way, the codes of a given culture delimit the range of conceivable possibilities regarding the
meaning assigned to a given sign (Christensen, 1993). Put another way: "I (the individual) see
the world as we (the culture) are". Thus culture is "rooted by and inseparable from symbolic
interaction: The interaction of human beings in terms of symbols with shared meaning"
(Nisbet & Perrin, 1977). 

14 The concept, "Sign", is here used as a generic term for the different types of signs used in semiotics, in which a distinction
is made between symbols, icons, and indexes. Man principally makes use of symbols. For an elaboration of this, see
Langhoff, "Kommunikationsteori i et interkulturelt og -personelt perspektiv", working paper, University of Odense, 1992.
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According to Myers and Myers (1992), "everything people do is communication" which in
their terms means that "you cannot not communciate". This way of describing the significance
of communication is, however, not very helpful for research because not all human activities
are equally meaningful. Humans communicate something about themselves as long as any-
body else tries to interpret this communication. When conceptualizing everything as commu-
nication, the authors, however, point out that the symbols we use include many other symbols
than those used in our language. Meaning is to be found in a lot of other situations than just
verbal communication situations. Bouchet (1989, p. 5) puts it this way when describing con-
sumption as a way of communicating: "Individuals and groups use consumption to communi-
cate something about the way they organize the world into a hierarchy of values. Meaning is
to be found in any human relationship from the reading of poetry to the buying of bread."

Relating these results and interpretations to the conditions faced by firms in the food processing
industry, it is important to note that food consumption plays a central role, since it is an essen-
tial part of a community's way of creating a sense of community. According to Fishler (1988, p.
280-281), "human beings mark their membership of a culture or a group by asserting the speci-
ficity of what they eat, or more precisely - but it amounts to the same thing - by defining the
otherness, the defining of others...... Culinary systems play a part in giving meaning to man and
the universe, by situating them in relation to each other in an overall continuity and contiguity".
What we eat, and all the rules and classifications associated with the preparation and con-
sumption of food in a given community, is therefore an essential part of the community's way of
organizing the world and giving it meaning so that it can create a collective identity for itself.

What is of interest to the firm is that it can handle the cultural heterogeneity which thus is a
part of its international market conditions. In other words, that it can organize its internatio-
nalization in such a way that, for example, its products and marketing harmonize with the
symbolic meaning which target segments in different cultures assign them.

The effect of cultural heterogeneity on the firm as a whole has, as yet, not aroused much
interest. This has largely centred on organizational and managerial aspects - including the
demands made on managers working in an intercultural environment. Research has therefore
been concentrated at the level of the individual, ie where the individual is the unit of analysis.
What is interesting in this connection is the extent to which the results of this research can
contribute to an understanding of how firms as a whole can deal with cultural heterogeneity in
their process of internationalization.

Gertsen (1990) has focused on the requirements which expatriates need in order to function in
a foreign culture and be what she calls interculturally competent. The concept emphasizes the
individual's ability, on the basis of open attitudes and sufficient knowledge, to communicate
successfully in a foreign culture - ie to be able to understand the correct symbolic meaning of
"the sign" in its cultural context, thereby enabling the individual to adopt the proper commu-
nicative behaviour. 

Implicit in this definition is the fact that cultural differences are of neither a static nor objec-
tive size. It emphasizes the need for both open attitudes (towards that which is different, and
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an awareness of one's own peculiarities) and sufficient knowledge. The necessary qualities are
therefore person-specific, ie something which the individual person ought to be in possession
of. Thus the cultural difference between a firm and its foreign customer is not objectively
determined by their respective national and organizational origins, but, on the contrary, by the
persons who represent these cultures and organizations and these persons' respective
expectations of each others' behaviour. Furthermore, these necessary qualities are changeable,
or dynamic, since both attitudes and knowledge develop and change continuously in the
different cultural contexts in which a person finds himself/herself. It can therefore be said that
the ability to function in a foreign cultural context is a lifetime learning process.

It is exceedingly difficult to conceptualize and analyze cultural differences between a firm and
its market(s)15, because from the above point of view, all social activity has a communicative
meaning, which can potentially be the source of cultural barriers. On the one hand, the firm
must recognize the fact that each individual's understanding of the world is first and foremost
based on his or her own world of meaning, which implies that the meaning assigned to, eg a
given product is first of all based on his/her own meaning universe16. On the other hand, among
a group of people, consumption often plays a considerable role in its sense of community.

Consequently, a critical point in the firm's first steps towards internationalization is its ability
to identify and define potential markets for an existing product range17 - determined partly by
the categories which its product(s) are classified into18 and partly by the role the product may
play for the collective identity of the culture(s) concerned. In other words, the firm must be
able to use its limited resources as best it can by taking account of the "meaning" which the
product has in different cultures.

However, the firm does not achieve internationalization merely by offering existing products
to more and more markets with a still higher degree of commitment. To draw a parallel with
the successive and continuing learning process of interculturally competent individuals, the
firm's long-term success in international markets will depend partly on the possession of
unique, scarce, or valuable resources (Barney, 1991), and partly on its ability to utilize these
efficiently. Besides this, it will depend on what I, in line with Gertsen's way of thinking, call
intercultural competence, thus enabling it to maintain and develop its competitive advantages
in culturally heterogenous surroundings.

In my opinion, the firm's "intercultural competence" is of enormous importance for its ability
to influence and adapt to international and culturally changeable markets. In the following, the
concept of intercultural competence will be discussed in relation to the firm as a whole.

15 This is precisely what the Swedish researchers have attempted with their concept "psychic distance". As previously
mentioned, this has been measured very simplistically, just as the use of the concept itself is criticizable, since the term
"psychic" refers to the individual. A psychic distance is therefore a mental distance between two individuals. 
16 "Product" is used both here and in the following as a generic term. It can thus refer to both a service, know-how, etc. What
it therefore refers to is the fact that the individual assigns a meaning to that which the firm offers.
17 Ie a product range with which the firm initiates its internationalization. More often than not, this product range was
originally developed for the domestic market.
18 The reference to categories refers to the fact that, in the process of interpretation, all people categorize and stereotype the
stimuli that enter their meaning universe as a way of making the world more intelligible (Adler, 1991).
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The firm's intercultural competence

Following Gertsen's focus on the behavioural abilities of the individual, it is important to
understand and deal with the behavioural abilities of a firm in an intercultural context. In this
respect, what really matters for the firm's internationalization process to continue and to
develop successively, is its improved ability to carry out its international operations with the
given financial, technological, and human resources. These operations are, however, not of a
static nature. When a firm penetrates several cultural contexts as it internationalizes, its
environment changes. That is the same as saying that a firm's definition or understanding of
its surroundings are changing. Furthermore, the specific cultural context or contexts it deals
with are not static. The competitive forces may change, the necessary technology may change,
or the consumption patterns may change. In other words: Dealing with foreign cultural
contexts represents in itself a change in the environment of a firm - a change which is not
static by nature - and, hence, a firm must expect several changes in the most optimum way of
carrying out its international operations as it internationalizes.

Given this dynamic and cultural perspective, a firm needs competence to deal with both
potential and factual changes in order to exploit its core competence and to sustain its com-
petitive advantage vis-à-vis its competitors. That is what I conceptualize as intercultural
competence at the firm level.

The firm's intercultural competence can thus be seen as a dynamic behavioural concept and I
define it as "the ability to define and exploit commercial opportunities in foreign cultural con-
text". The first part of the definition thus stresses the importance of the fact that the firm either
employs, or can draw on, persons who have both sufficiently open attitudes and sufficient
knowledge of foreign cultures to enable them to: 1) recognize that cultural differences affect
the firm's commercial options; and 2) to identify these in light of the firm's core com-
petence/resources.19

This does not necessarily imply that the firm's employees must be able to understand these
opportunities in the special cultural context in which they exist. In other words, the firm does
not necessarily have to employ persons who are so interculturally competent that they can
function in foreign cultures in Gertsen's (1990) sense. Unlike employees who are posted
abroad, it is not absolutely necessary for them to cope both professionally and socially in
foreign cultures or that they can understand the opportunities in a culturally correct sense, ie
understand the right cultural meaning of opportunities. This must be seen in relation to the last
part of the definition, which emphasizes the firm's ability to exploit market opportunities.
From a resource and network point of view, therefore, the definition includes that the firm can
acquire those resources which it does not possess itself. The exploitation of opportunities can
thus be conditional upon access to "supplementary competences" from, or the development of
"joint competences" with, foreign partners (Christensen, 1988) who can deal with the cultural
heterogeneity of the firm's target segments on the firm's behalf.

19 The concept of core competence, which comes from Porter (1980), has other names in the literature, though they mean
more or less the same. Teece, for example, uses the term capability in his writings, while others talk of firm-specific
advantages. I won't discuss the term - or any differences it may have - further here, other than to say that in any given market
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In other words, the firm's intercultural competence is of a different nature than the individual's
ability to cope in a foreign culture. In relation to the prevailing cultural heterogeneity, the link
between the firm's core competence, resources and capabilities, and the identification and
exploitation of opportunities in foreign cultures is of crucial importance for the firm's process
of internationalization. This implies, first, that there are individuals in the firm who at the least
can translate information from the outside world into a form which the firm can use - ie form
a link between the firm and its surroundings enabling the firm to react to changing market
conditions or to create new markets. Second, it implies that, as part of its process of
internationalization, the firm is capable of handling cultural heterogeneity in such a way as to
achieve the "right fit" between its own core competence, its definition of target segments and
the international competition and thus an effective utilization of its resources.

The above raises a number of questions: Firstly, how does the firm deal with cultural
heterogeneity, given the fact that an understanding of a product's meaning in different cultural
contexts can demand enormous human resources?

From a more dynamic point of view, how can the firm acquire and utilize knowledge strategi-
cally in such a way as to exploit commercial opportunities in changeable and culturally
heterogenous and different environments, and, in addition, how does it acquire the ability to
influence and adapt itself to these?

The dynamic perspective outlined above gives rise to an analysis based on the following basic
assumption:

The firm's internationalization and attainment of lasting competitive advantages is dependent
on its ability to identify and exploit commercial opportunities in different cultural contexts,
and in such a way that it is able to both influence and adapt itself to international markets,
since these - also including markets for food products - are changeable.20

2. Implications of the theory for the design of the investigation

Choice of method - questions asked

By their very nature, cultural analyses are extremely difficult to carry out, because there exists
no ready-made conceptual approach for analyzing culture. Furthermore, there is no single de-
fined concept which completely and perfectly covers both culture's content and its effect on
and importance for human beings, since those signs which different societies collectively call
"culture" merely reflect these societies' (and each single author's) cultural universe. In other
words: "There is far from being agreement on how to define 'culture', and even less on how it
can be studied. No scientific discipline offers a complete culture-analytical approach" (Aske-
gaard et al., 1991, pp. 111-12).

-10-

20 Culture is not static, but changeable, (see, for example, a discussion of the changing tendencies in the European market for
pre-prepared food and other "convenience products", Trolle 1991). With reference to Weick (1979), the extent to which the
firm, as part of its process of internationalization, must react to changed circumstances or create them itself is open to debate,
as was earlier stressed. It is not possible to give a final answer to this at this point in my investigation, but I am inclined to the
opinion that it is a question of both...and.



Both the methodological and the conceptual problems of analyzing the cultural differences
between a firm and its market(s), defines the scope of the investigation: Primarily, the aim of
which has been to obtain an initial empirical understanding of how food-processing firms deal
with cultural heterogeneity. The theoretical input has therefore mainly concentrated on cultu-
ral and communication theory approaches, and the literature on the firm's process of interna-
tionalization. Given the empirical results, the problem will be discussed with the help of diffe-
rent theoretical contributions in an attempt both to understand what has already been observed
and to propose possible hypotheses.

In view of the exploratory nature of the problem, the qualitative research interview method
(Kvale, 1981) has been employed in the investigation. In-depth interviews serve the twin aims
that a pilot design has of identifying and clarifying the nature of the problem. The qualitative
research interview is only partly structured, ie it is carried out by means of an interview guide
which focuses more on specific themes than precisely formulated questions.

Due to the preliminary nature of the study, the interviews have been carried out according to a
fairly comprehensive interview guide, based on other studies of cultural differences21. There-
fore only a small part of the material appears in this article. For a more thorough discussion of
the whole investigation, see the working paper on its design22.

The nature of the problem is investigated and analyzed by focusing on firms' general process
of internationalization and internationalization strategy (eg choice of market channels, target
segments, product adaptation, competitive situations, etc). In addition, weight has been
attached to discussing the process of product developments, information-collecting methods,
marketing approaches, employment policies, etc, with a view to discovering how firms have
tried to acquire and use culturally embedded information for strategic purposes. Finally, res-
pondents' general characterization of international negotiations has been used to assess their
understanding of cultural heterogeneity.

As a starting point for the interview, it has been up to the respondent to characterize the contact
to foreign markets, both as regards possible product developments and negotiations. All re-
ferences to difficulties and differences found are therefore entirely the respondent's own. In ad-
dition to this, the interviewer has attached importance to getting the respondent to point out the
most important and/or critical cultural dimension both for the firm and for the respondent him-
self/herself23. As a result, the analysis has not been country-specific, and the interview has only
at a later stage turned to more specific areas where potential cultural differences can crop up24.

Finally, it must be pointed out that the relationship between the Danish firm and its customers
has been viewed as a continuous interactive process, the aim of which is to reach agreement

M A P P
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21 Eg Adler (1991), Askegaard et al. (1991), Djursaa (1988), Ferraro (1990), Gabrielsen and Séférian (1991), Gertsen (1990),
Hall (1959, 1976), Hall and Hall (1990), Hofstede (1980), Madsen (1990), Mead (1990), Myers and Myers (1992), Nisbet
and Perrin (1977), Reddy (1991), Schramm-Nielsen (1991), Søndergaard (1990), Shepard (1981).
22 Langhoff, "Pilotundersøgelse - Researchdesign og interviewguide", working paper, University of Odense, 1992
23 By important and/or critical cultural dimensions is meant whether the respondent particularly mentions personal relations,
social relations, the necessity of respecting food traditions, etc.
24 Such as different security arrangements, perceptions of risk, attitudes to time, different negotiating strategies and tactics,
decision-making processes, expectations, etc.
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about both product matters (price, product specifications, services, product development, etc)
and more administrative and communicative matters (delivery, invoicing, information flows,
etc). In other words, the investigation has not included sales of a more ad hoc nature.

The most important questions can thus be summarized as follows:

1. Do firms grasp the existence of cultural heterogeneity?

2. If so, how have they attempted to deal with it?

3. What is the firm's intercultural competence, and how is it exploited commercially? In other
words, how has the firm tried to identify and exploit opportunities in a foreign culture?

4. How can the firm handle cultural heterogeneity in a way that is commensurate with its
limited resources?

5. How can the firm ensure its survival in foreign cultural contexts - also in the long term?

6. Can the firm's way of dealing with cultural heterogeneity be understood theoretically?
On the basis of this investigation, what hypotheses can be put forward?

Choice of firms

The firms have been chosen on the basis of their diversity. As has been emphasized above, the
food which people in a given culture eat, the way it is cooked, etc, is strongly culturally roo-
ted. It can therefore be presumed that different food processing firms operate under different
conditions, depending on what they sell. For some products, therefore, the market can be
assumed to be highly internationalized, while other markets reflect local competition. Conse-
quently, some firms are able to market a standardized product while others are forced to be
more selective if they want to internationalize.

The advantage of focusing on the food sector rather than other industries lies in the empirical
variation of the data. In other words, it is possible to observe different business-to-business
relations, including different requirements for adoption between selling and purchasing firms
(cf the interaction model, Håkansson, 1982).

Throughout the selection procedure an attempt has been made to take maximum account of
the firms' different internationalization conditions. These are seen to be crucial, since the de-
mands on firms' cultural responsiveness and cultural knowledge must be presumed to vary
according to: 1) the customer's/purchasing firm's international experience (vis-à-vis the nego-
tiating situation), 2) the degree of internationalization of the market25 and, 3) due to cultural

25 Johanson and Mattson (1988) have identified four stages in the firm's strategic situation, on the assumption that it is
determined by both the firm's and the market’s degree of internationalization. These are: "The early starter", "the lonely
international", "the late starter", and "the international among others".
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differences, the market's particular need for specific adaptations. Put another way, the de-
mands on intercultural competence, at some point in time, must be presumed to vary accor-
ding to the firm's internationalization conditions. 

On account of the scale of the pilot study, only Danish food processing firms - not their
foreign customers - have been interviewed. This places certain limitations on the investiga-
tion, since possible cultural barriers, are only illustrated from the point of view of the Danish
firm. In other words, factors affecting the relation to purchasing firms and the target market
which the Danish respondent is not aware of are not uncovered by the investigation.

The firms have been selected from the KOMPAS database of Danish exporting firms in the
foodstuff industry with more than 10 employees (to ensure a certain size of firm). In addition,
KOMPAS has yielded information on which parts of the world the firms export to26, and
which product(s) and/or services they produce and/or export.

The KOMPAS search has resulted in a database of 300 Danish food-exporting firms. To start
with, 7 very different firms have been selected - a choice partly dictated by the time limit of the
pilot survey and partly due to its preliminary nature. The 7 firms are characterized by the fact
that they come from different areas of the foodstuff industry, eg fish, meat, poultry, and various
kinds of dessert and pastry products, while a couple of the firms export other firms' products27.

The firms produce either standardized or differentiated products for the catering, consumer
and/or industrial markets. Both "private label" suppliers, brand suppliers, and subcontractors
are represented. Furthermore, care has been taken to ensure the selection of, in general, big
firms within each product category (both in the number of employees and turnover) who
export to several of the export areas. This last is to ensure that the firms are not newcomers to
internationalization. Thus several companies have their own foreign subsidiaries.

Unfortunately, some of the firms contacted initially did not wish to participate, so 6 additional
firms were contacted. All of these agreed to cooperate, so altogether, 8 firms have been
interviewed. To ensure the anonymity of the selected firms, they have been designated Firm
A, B, C, etc, in this article28.

The interviewed respondents were picked jointly with the respective firms. The choice was influ-
enced by a preference for key persons at management or middle-management level with inter-
national negotiating experience, thus qualifying them to discuss things at the level of the firm.

26 KOMPAS has registered the export areas as follows: 1. Scandinavia, 2. W. Europe, 3. E. Europe, 4. USA and Canada, 5.
Latin America and the Caribbean, 6. The Middle East, 7. Africa, and 8. The Far East and Australia.
27 These two companies actually perform the same function in the industry. However, it was important right from the start of
the investigation that a trading company was represented, so two firms were contacted in case one backed out. Only during
the interviews did it emerge that the two are jointly owned. They continue to operate as two separate firms, however, and
compete on equal terms in the export markets.
28 The withdrawals do not seem to have resulted in a bias - ie they have not affected the conclusions of the investigation. The
second round of selection thus still sought to maintain the variation in the data material. Reasons given for withdrawing were:
1. Lack of time due to large internal projects and strategic changes inside the firm; 2. That the firm was already participating
in other research projects; and 3. That contact to foreign markets was carried out through affiliated subsidiaries, so there were
no qualified respondents in Denmark.
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The results of the study are presented below, together with a discussion of the theoretical
implications of viewing the process of internationalization of the respective firms in a cultural
perspective. 

3. Results

Cultural heterogeneity and the firm's process of internationalization

The results of the investigation indicate that, as expected, the cultural heterogeneity which the
firm is confronted by varies enormously.

With the exception of one firm, which exports mainly to consumer markets, all firms operate
in both the industrial, catering, and consumer markets. Of these, only one actively tries to
influence the consumer directly. The firms' relation with their markets are therefore mostly
confined to business-to-business relations.

Several of the interviewed firms export either fairly standardized products or only partly and
low processed products, where product adaptation to individual markets is limited. In several
cases this consists of either: 1) brand or packaging differentiation, 2) a large volume of low
processed "private label products", 3) consignments of meat, whose only adaptation is special
cuts of meat, 4) exports of low processed branded products such as bacon or sliced meat, or,
5) exports of special "residual" products which, with a few exceptions, are difficult to sell in
most parts of the world.

Two other firms operate under conditions in which, to a large extent, they are confronted by
special consumer traditions which must be respected. One of the firms is a niche producer,
specialising in highly processed and refined products which require a great deal of adaptation
to the individual markets and the individual customer. The other firm exports products which
are only used to a limited extent outside Europe and where the use of these products varies
from country to country.

One of the firms operates in export markets almost exclusively as a subcontractor for larger
multinational competitors, making marginal or test products for them.

Three of the participating firms, which are large by Danish standards29, are in the meat
industry - one producing and two trading companies. They all sell products in markets which
are characterized by cutthroat price/quality competition. Their main competitive advantage is
partly their extensive contact network to customers all over the world, and partly that they
manage to have the right product in the right quality, and at the right price, place, and time.
Furthermore, all three firms compete fiercely with each other, despite the fact of their being
fully or partially jointly owned. Customers often try to play one firm against the other precise-
ly because of the ruthless price competition. To a certain extent, the three firms have also divi-

29 All have a turnover of over DKK 1bn per annum.
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ded the international market up between them and another company (which has not been
interviewed) which also operates in the same market.

One of these firms is somewhat atypical, however. On the one hand, it operates in the above-
mentioned "mass market", ie it functions as a broker, selling low processed products. On the
other hand, however, it also acts as an intermediary between several hundred subcontractors
and those of its international customers who require specially-developed products of a greater
or lesser degree of processing and refining, perhaps in the form of "private label" products.

The respective firms' way of handling cultural heterogeneity differs according to the interna-
tionalization conditions they operate under: One functions as a subcontractor, one operates in
culturally very different markets, one is an exporter of standardized products, one is a large
"mass market" firm, one is a niche producer, while the last is both a brand-name producer,
"private label" producer and subcontractor.

Owing to their special circumstances, the firms are discussed in the appendix in case form30.
Common to them all, however, is the fact that their handling of cultural heterogeneity seems to
be bound up with the way they define themselves in relation to partly their own core compe-
tence and partly international competitive conditions. The latter, together with the cultural
heterogeneity of the defined market, determines both the firm's possibility of utilizing this core
competence and the speed with which it is able to internationalize itself. The firms' intercultural
competence cannot be viewed in isolation, therefore, but must be seen in relation to their
resources, their perception of themselves, and the conditions of international competition.

Viewing internationalization from a cultural point of view is thus influenced by the questions
raised above, viz: how can the firm ensure that its interpretation of "signs" from the market is
not oversimplified - or just plain wrong - so that, given prevailing competitive conditions, it
can achieve an optimal utilization of its limited resources in its process of internationa-
lization? How can the firm acquire and use knowledge strategically, enabling it to exploit
opportunities as they arise in changeable and culturally heterogenous markets, and both
influence and adapt itself to these?

For the firm, which has to cope with the increased transaction costs and increased uncertainty
associated with exporting, the sine qua non of successful internationalization can be conceptua-
lized as: the (at all times) appropriate scope of the firm and its "surroundings" which is com-
mensurate with a utilization and development of its core competence in relation to its inte-
rnational conditions, where these conditions consist partly in international competitive con-
ditions and partly in the cultural heterogeneity characteristic of its international food markets.

The question is, therefore, what the appropriate scope of the firm is? If a transaction approach
is followed, transactions will be organized in such a way as to minimize the transaction costs
(Williamson, 1979). The boundaries of the firm will therefore lie where an internal organi-

30 The three large firms, which operate in the same "mass market", are only represented by one case, however, due to the
many similarities between them.
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zation of the transaction results in lower transaction costs than an organization based on the
market or long-term contracts. This is in keeping with the approach proposed by Reid (1983),
who, in his criticism of traditional internationalization literature, stresses that inter-
nationalization is more a question of a choice between alternative paths of expansion than one
of firms following the same penetration strategy and choosing increasingly binding forms of
operation as they become more and more dependent on the market.

This only covers part of the problem, however. In the first place, a transaction perspective has
a very static explanatory nature. As mentioned above, this functional explanation focuses
more on "the positive qualities of government structures" than on the process which leads to
the final result (Knudsen, 1990, 1991). Secondly, it is not just a question of finding the
dividing line between those functions or activities the firm performs and those which are
performed outside the firm. It also involves limiting the firm's product range and the
markets/segments it caters to so that it can better handle the cultural heterogeneity. This is
discussed below and illustrated using examples from the firms participating in the
investigation.

The activity-based delimitation of the firm - its scope

The transactional approach is directed more towards the economically rational and optimal
boundaries of large companies who have unlimited resources with which to organize and
carry out transactions. From a dynamic point of view, it focuses less on the process of small
and medium-sized firms towards a greater and greater degree of internationalization, where
internationalization precisely represents and facilitates changes in firms' relation to and
perception of their markets. This should be seen in relation to the fact that many food
processing firms, perhaps precisely on account of cultural heterogeneity, never develop into
large or multinational companies.

Furthermore, a functional explanation fails to take account of the fact that a government
structure which is optimal from a transactional point of view is not necessarily optimal from a
learning and changing perspective. It does not reflect the changes which gradually take place
both in the firm and its market conditions and which guide the firm in a particular direction. In
other words, a firm does not necessarily use its resources optimally by investing in the "most
appropriate government structure" to carry out current transactions rather than using them to
invest in future transactions.

An example will illustrate the point. It is assumed, then, that a firm develops a customised
product for a given market, which is characterized partly by high transaction-specific
investments and partly by very large sales - ie there is a high transaction frequency. In such a
case, Williamson (1979) would expect internalization to result (eg sales via a firm's own
subsidiary), since using distributors runs the risk of them appropriating quasi-rents due to
opportunistic behaviour. The problem becomes even more complicated, however, if cultural
heterogeneity and the international competitive situation are added to the equation and
analyzed in relation to the firm's core competence. This can be illustrated by two of the cases.
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Firm B is faced with a complicated international situation. Each market uses the firm's
products in relation to its own cultural context, so the firm needs information that is "sticky"31

in nature, and which is difficult to separate from the cultural context of which it is part. The
firm thus has a need for resources in the form of personnel who can partly sell and market the
firm's products in the target segments and partly identify new opportunities, either as genetic
product developments or as new recipes for existing products. The firm has, however, been
able to acquire sticky information through the development of new products, recipes, and
courses - especially through the use of "flying prototypes" (Kristensen, 1991a, 1991b)32 in
product development, by which means technical production information and culture-specific
information is mediated.

Due to a wide-ranging development of products and ideas in each individual market, firm B's
transaction-specific investments are, from a qualitative point of view, fairly extensive. The
firm's expansion strategy would not have been possible without the assistance of its
distributors, however, since they have provided the necessary cultural information, and in
particular have played a crucial role vis-à-vis professional users of the product, in that they are
often distributors and/or producers of complementary products to these customer groups. In
other words, on account of the cultural heterogeneity, it has been necessary to incorporate an
element of cultural insight into the firm's utilization of its core competence.

In view of the fact that the firm offers products which must either be adapted or which have a
special use in each individual market, internalization may not necessarily be the most
appropriate course economically speaking. It can be an optimal solution in the long term,
however, if the transaction frequency becomes very high. With the addition of cultural
heterogeneity, however, the distributor solution can be the most cost-minimizing because then
the firm can use its limited resources to consolidate and develop its core competence, and,
consequently, its ability to, at the least, identify opportunities in a foreign cultural context.

Firm A's situation is completely different. It is not particularly internationalized, and, given
the international competition, it is doubtful whether it can ever be internationalized to the
extent that it will become a real threat to its large international competitors in the established
markets. The most "cost-minimizing" internationalization strategy it can follow has therefore
been a subcontractor strategy, with which it has, so to speak, delimited itself from the cultural
heterogeneity of its foreign markets - both as regards developing new products and
positioning itself in established markets via its own brand. On the other hand, the firm can
employ its resources in the flexible utilization and development of its core competence, and
this is what constitutes its competitive advantage in the market at present. In other words, its

31 Cf. von Hippel's (1991) concept "sticky information", which he defines as follows: "Stickiness represents the cost of
replicating and diffusing data (information, knowledge). We can consider stickiness to be a variable....... Note that for
diffusion to occur, data must be both replicated and transferred to additional sites".
32 Flying prototypes are used a lot in the food industry. A prototype of a new product idea is made and sent to the firm's
customer(s). These suggest changes, which are then incorporated into a new prototype. The process continues until a usable
product results. Kristensen (1991a) comments: "A form of interaction has evolved in the Danish food industry in which
representatives of the two local networks meet and exchange ideas and information, which do not lose their meaning by being
discussed out of context (eg recipes, market data, rules and regulations, etc.). It is at these meetings that the "flying
prototypes" are exchanged - though this also takes place by post."
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most resource-utilizing internationalization strategy has been to concentrate on the advantages
of flexibility rather than trying to position itself in the end-user market and invest in a highly
cost-consuming distribution system and product development programme.

The disadvantage of this strategy, however, is that the firm cuts itself off from the market's
cultural heterogeneity, making it difficult to penetrate established markets with its own brand
even if the international competitive conditions allowed it. The market is not perceived in
terms of differences in taste, since the firm is only confronted by this via customers' recipes.
The firm's possibility of learning about cultural heterogeneity through this strategy thus seems
limited. In particular, this should be seen in light of the fact that the firm's export sales are
extremely sensitive to the decisions of individual customers. The firm's competitive advantage
may therefore not be of a permanent nature.

The firm's product and market delimitation - the scope of the "surroundings"

The firm's product and market delimitation must be involved parallel with and related to its
delimitation of functions/activities. In other words, when firms have to deal with complex and
changeable cultural conditions and create more lasting competitive advantages, functional or
activity-based delimitation, in itself, is not enough.

Product delimitation helps ensure that the firm - perhaps in collaboration with other firms - can
deal with the cultural heterogeneity which exists by virtue of the potentially different meaning
given its product(s) in different cultural contexts. The whole point of this delimitation is to
ensure the optimum utilization of its resources, thereby enabling the firm to concentrate on
products and/or marketing initiatives which are more in keeping with the cultural contexts.
Product delimitation cannot be seen independently of market delimitation, however, since there
should be some degree of correspondence between the firm's limited product offering and target
segments in which it is trying to establish itself. In other words, the firm defines its market con-
ditions - which include international competition - in relation to its product offering and core
competence.

Firm C has tried not to confront itself with cultural heterogeneity by limiting its international
product offering to a standardized product, (ie a very narrowly defined product range). The
only form of market adaptation is through packaging and brand differentiation and the only
international competition is from other Danish producers. This has left the firm with enough
resources to establish subsidiaries in its most important markets, also including a foreign
production company, while it has contact with numerous other markets through an extensive
dealer network33.

Firm E has chosen precisely the opposite strategy, due to the aggressive international
competition in low refined products. As a niche producer of specially higher refined and

33 The firm is highly country-specialized, with its three biggest export markets taking 50% of total production; this rises to
2/3 if the domestic market is included. This is possibly due to the fact that the limited product offering has made it difficult
for the firm to penetrate other markets with different consumption patterns?
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processed products, it is no stranger to cultural heterogeneity. In consequence of limited
resources, it only has direct contact to two of its foreign markets - contact to the rest of the
world takes place through a Danish exporter (Firm D) and a Danish agent. On the other hand,
the firm has developed a range of 350 different products based on different, but related, raw
materials within the same raw material category. In other words, it has used its resources to
develop speciality products for customers in its biggest market and for Firm D's customers.

These two cases illustrate quite well that the handling of cultural heterogeneity and the
cultural competence cannot be seen independently of the firm's delimitation of its product
range, the market, and its activity-based delimitation. These three kinds of delimitation should
not be seen in a static perspective, however.

The way the concept of intercultural competence is defined underlines precisely the firm's
ability to identify and exploit opportunities in a foreign cultural context, ie the firm's ability to
gain access to supplementary competences which may later develop into joint competences
with other firms, cf. Christensen (1988). This access is connected with the firm's activity-
based delimitation.

First of all, it is the firm's activity-based delimitation that can ensure that it can acquire
sufficient information about the cultural context to - depending on its ability to learn - make it
interculturally competent. Secondly, it must not define its products and markets so narrowly
that it denies itself the possibility of, at a minimum, identifying new opportunities in a foreign
culture. As pointed out earlier, it is precisely because Firm A is insulated from the cultural
diversity in the definition of its markets that the firm may not enjoy a lasting competitive
advantage in those markets.

It could be maintained that the individuals who give the firm the cultural information it needs
can just be foreign personnel employed in the firm's subsidiaries. From this perspective, one
means of making the firm more interculturally competent, is through internalization. It cannot
be definitely established that a subsidiary solution is a sufficient condition, however: In the
first place, it must actually make the firm more interculturally competent, ie the firm must be
able to incorporate knowledge from one part of the organization to another, from one cultural
context to another. Secondly, it requires the firm to have the resources to exploit and develop
its core competence interculturally vis-à-vis the world market. That, for example, Firm B
establishes a subsidiary in Sweden, does not necessarily mean that it is thereby exploiting and
developing its core competence better in relation to the world market, and that it is the firm's
aim to obtain enough resources to establish subsidiaries in all markets.

The above doubts arise from an observation made at the interviewed firms partly as regards
the apparent allocation of functional roles between parent and subsidiary and partly regarding
the actual process of product development.

The main function of the subsidiaries which several of the interviewed firms have set up
abroad is to take orders, ie they function as "service personnel" and sometimes also respon-
sible for campaigns in their respective - and for the parent firm, very important - markets. In
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other words, the daily contact to the parent firm's big customers takes place through its
subsidiaries, since local service and local contact is important both in relation to distributors
and to supermarket chains or industrial customers. Local employees are used because they can
take the customers out to eat now and again, and can support customers by means of
campaigns, eg for the supermarket's sales personnel, etc.

Anything involving the firm's core competence, however, ie involving exploiting opportunities
abroad, immediately becomes the concern of the parent company. For example, product
development often begins with a group of employees from the parent company making
contact with the market/customer, since product development programmes, especially for the
more processed products, are often initiated after direct enquiries from customers or from the
importers or exporters who act as middlemen between the company and its big customers.
The customers are therefore a very important part of the process, partly because product
development is very cost-consuming and partly because the customers provide the necessary
cultural information which is often mediated through flying prototypes and recipes. The role
given to the subsidiary's personnel in development projects is that of "matchmaker", ie to
ensure that there is enough ground in common between the parent company's representatives
and the customer to "clinch an order".

There can thus be other long-term perspectives in the firm's process of internationalization
than those which transaction cost theory tries to take into account. From an intercultural point
of view, the firm's internationalization must first and foremost be based on the recognition that
it has limited financial, technological or human resources. It must therefore use these to
improve its ability to position itself in the market in such a way as to best utilize its core
competence in relation to the prevailing competitive conditions and cultural heterogeneity. In
other words, the firm limits itself, or "positions its core competence" so that it can "cultivate"
those resources which, in relation to the international competition, are unique, scarce, or
valuable.

The firm's ability to define and redefine itself - ie its ability to change its vision - thus seems to
be critical for the success of its internationalization. In the long term, therefore, in order to
better utilize and develop its core competence, a critical prerequisite for the firm's inter-
nationalization can be its ability to absorb more and more information about the cultural
heterogeneity of the international market. By this means, it can both better identify and exploit
opportunities in foreign cultures and acquit itself in the face of international competition. Put
another way, it can become better at influencing and adapting itself to the market and reducing
its vulnerability to changes in, eg technology34, patterns of consumption35, and the competitive
situation.

The study thus includes a number of examples of firms that are in the process of redefining
themselves. Firm C and Firm F are both moving towards culturally more heterogenous market
situations, which puts different demands on the firms' ability to both absorb cultural informa-

34 The permanency of Firm A's competitive advantage might be in danger precisely because of technological changes.
35 Which is the market situation Firm C is now faced with.
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tion and use it. It will therefore be interesting to follow the future development of the two
firms and see how it affects both their product and process technology and their
functional/activity-based delimitation vis-à-vis the markets.

It is important to point out that subsidiaries can be important for a firm's penetration on a
market with its existing products, but they are not necessarily an aim in themselves as far as
the firm's internationalization in culturally complex contexts is concerned. At least as
important is the firm's ability both to establish a relationship with the right partners outside its
boundaries and to learn from these. Put another way, the firm's ability to identify and exploit
opportunities in a foreign culture seems to be determined by: 1) Its ability to find the right
partner, one who can contribute supplementary competences and with whom the firm can
develop joint competences (Christiansen, 1988)36; 2) Its ability to absorb supplementary
competences, thereby enabling it to develop its core competence and redefine itself in line
with the cultural conditions in the market. This assumes that the firm has qualified employees
with both the right international negotiating skills and the ability to forge a link between
customers' desires and needs37 and the firm's core competence in the form of product or
process technology (or other firms' ditto in the case of trading companies).

These partners can be distributors, retail chains, or industrial customers. What matters is that
the firm utilizes its limited resources as effectively as possible, and, through its collaboration
with others, gain access to a more sophisticated demand which will force it to redefine and
challenge its perception of itself in an intercultural context. While it is perfectly possible that
a subsidiary will ease market penetration, the firm's intercultural competence depends on the
firm being able to utilize and develop its core competence (which, for production companies,
means their product and process technology) interculturally.

An important element of the firm's internationalization strategy must therefore be to map out a
strategy for the handling of its external relations which takes account of: 1) The definition and
purpose of the collaboration. This ought to include the possibility of obtaining information
about the cultural context which will enhance the firm's intercultural competence; 2) The
openness of the firm's partner in relation to the defined aim; and 3) The firm's own ability to
absorb knowledge from its partners (Hamel, 1991).

The strategy of cooperation or externalising of certain of the firm's functions runs the risk, as
mentioned above, that the risk of opportunistic behaviour encourages the firm's partner to take
quasi-rents. This is certainly something the firm should guard against, eg by always having
alternative partners in mind38. On the other hand, customers become more and more depen-
dent on the producers, especially in cases where there is a concentration of producers. Several
of the interviewed firms thus played down the importance of the increased concentration in

36 An example of a "supplementary competence" is cultural information which Firm B receives from its distributors, while a
"joint competence" could, for example, be the result of the product development which Firm F and its customers achieve
together in their joint attempt to meet an as yet unknown and uncertain need for even more processed products.
37 In other words, the firm's external relations. Thus it does not need to be just in relation to end users, but also in relation to
different organizations desires and demands on the firm.
38 Firm B, which until recently has used dealers in all its export markets, collects information all the time about 2-3 possible
alternative dealers in each market as a precaution against being "caught napping" in the event of problems.
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retailing. There is a mutual dependency between producer and buyer. It is more important to
find the right partner and convince him that one is worth doing business with - that one is the
right supplier.

4. Hypotheses and suggestions for further analysis

On the basis of this study, there is expected to be a connection between cultural heterogeneity
and the firm's process of internationalization. It is therefore interesting to ask how cultural
heterogeneity in itself affects the internationalization process and how firms' handling of
cultural heterogeneity affects their process of internationalization. The results of the study
have led to a number of hypotheses about these questions. These are discussed below.

The investigation has not furnished enough information and documentation to be able to give
adequate answers to these questions, but it does provide enough to propose a number of
hypotheses for further analysis.

The hypotheses are based on the assumption that the firm does not have unlimited financial,
technological and human resources. If it did, then the firm would, for example, be able to have
both a comprehensive product development programme and establish subsidiaries in every
market.

The first hypothesis is that there is a connection between the cultural heterogeneity of the firm's
international markets and the speed with which the it internationalizes. This hypothesis arises
from the cultural situation Firm B is faced with: lack of knowledge about and another use for
the type of product which the firm has always produced has meant that the firm has had to use
considerable resources to penetrate international markets. From this it follows that the more
culturally heterogenous the firm's international markets are, the more resources it has to use (on
product development, market research, advertising, etc) and the longer it will take the firm to
penetrate a given market/segment and integrate its products in that segment's culture. Thus:

Hypothesis 1: The more culturally heterogenous the firm's international markets,
the more resources it must use to penetrate each individual
market/segment.

This also affects the firm's internationalization, since the greater the cultural heterogeneity, the
more selective and precise it must be in its choice of market/target segment. In other words,
either the firm concentrates its resources on a few markets/segments (ie it becomes highly
country-specialized), or it spreads its resources, but with the risk of only achieving fragmen-
ted exports.

Hypothesis 2: The more culturally heterogenous the firm's international markets,
the more specialized (in terms of countries and/or customer groups)
it has to become in order to establish a lasting presence in the
chosen markets/segments.
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In consequence, it takes the firm longer to integrate its products in different cultural contexts.
In other words, it takes longer to penetrate numerous segments in many widely spread
markets or on the world market. Thus:

Hypothesis 3: The more culturally heterogenous the firm's international markets,
the more slowly it internationalizes - from the point of view of
penetrating a lot of geographically separate markets.

It can also be hypothesized that the more specialized and processed the firm's products, the
greater the cultural heterogeneity it faces. This is because the firm, by virtue of these
products, is carrying out some of the functions that are bound up with the culinary traditions
of the market. As pointed out earlier, the food one eats is an important part of the way the
community organizes the world. Therefore:

Hypothesis 4: The more specialized and processed the firm's products, the greater
the cultural heterogeneity it is faced with.

If this is combined with Hypothesis 3, we get the following hypothesis:

Hypothesis 5: The more specialized and processed the firm's products, the more
slowly it internationalizes - from the point of view of penetrating a
lot of geographically separate markets.

Hypothesis 5 is relative compared with the historical development of the firm, however. It can
thus be expected that the tempo of the firm's internationalization will differ according to
whether it only exports highly processed products, or whether it, for example, started its inter-
nationalization with more standardized products in markets with a low level of cultural hetero-
geneity. There is a difference, whether higher processing results from the move into more cul-
turally heterogenous markets or whether the firm has always exported higher processed pro-
ducts. It can thus be expected that distributor and/or customers relations regarding standar-
dized products can ease the internationalization of highly processed/customised products.
This must be seen in light of the fact that product development projects are often initiated by a
firm's partners.

Hypothesis 6: The effect of the degree of processing on the speed of the interna-
tionalization process is greater if the firm only exports higher pro-
cessed products than if it also exports, or has previously exported,
standardized products to markets with a low level of cultural
heterogeneity.

It is important to note here, however, that a low degree of processing does not necessarily
mean that the firm is confronted by a low level of cultural heterogeneity. Firm B is faced by a
high level of cultural heterogeneity, but its customers refine the product further, however, so in
this sense it can not be viewed as a highly-processed product.
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As the study reveals, the importance of a firm's partners for the process of product develop-
ment clearly shows the firms' need for their partners' supplementary competences. It must
therefore be expected that the more culturally heterogenous the firm's international markets,
the more dependent it is on both its partners' supplementary competences and any jointly
developed competences to - perhaps together - influence and adapt to the market. Thus:

Hypothesis 7: The more culturally heterogenous the firm's international markets,
the more dependent it is on both its partner's supplementary compe-
tences and any jointly developed competences.

Combined with Hypothesis 3, we get the following hypothesis:

Hypothesis 8: The more culturally heterogenous the firm's international markets,
the greater the importance of its partner's supplementary compe-
tences for the firm's process of internationalization.

From Hypothesis 7 and 8 it also follows that the firm's handling of cultural heterogeneity
affects its process of internationalization, since this is handled with the help of, amongst other
things, "sticky information" from its partners.

It has not been possible to evaluate whether one way of handling cultural heterogeneity is
better than another since, in the first place, no "performance measurements" were included in
the investigation, and secondly, because the basis for doing so is much too small. The
difficulties of making such evaluations are also due to the many factors involved. There is
more to it than just handling cultural heterogeneity by, for example, narrowing the scope and
offering the same product the world over. It also involves the firm positioning itself vis-à-vis
the international competitive situation and "cultivating" scarce, unique, or valuable resources
in such a way as to obtain lasting competitive advantages. This is illustrated precisely by the
fact that, if internationalization is to be a lucrative solution which, in economic terms, can be
the source of abnormal profits, the forms of delimitation discussed in the article cannot be
seen in isolation, but must be seen as being mutually dependent on each other:

1) A limited product offering which - perhaps together with one or more partners -
enables the firm to handle the cultural heterogeneity that is present by virtue of the
meaning given products in different cultural contexts. This form of delimitation
ensures the optimal utilization of resources, so that products and/or marketing
initiatives are in keeping with the social and cultural context.

2) A delimitation of markets, so that there is consistency between the limited product
offering and the markets and target segments the firm is trying to penetrate. In other
words, the firm defines its markets in relation to its product offering and core
competence. Points 1 and 2 in a way define the "scope of the surroundings".

3) A delimitation which ensures that the firm can acquire sufficient information about
the cultural context, enabling it to - depending on its learning ability - identify and
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exploit opportunities in another culture and redefine itself accordingly. In other
words, bearing points 1 and 2 in mind, the firm must avoid restricting itself to such a
degree that it is neither able to identify new opportunities in a foreign culture (= its
intercultural competence) nor influence and adapt itself to the market. This
delimitation is a functional or activity-based delimitation, ie the firm decides which
functions to carry out itself and which functions to let others, eg subcontractors,
distributors, carry out. It is a definition of the scope of the firm.

These three types of delimitations, products, segments/markets and functions constitute a
three-dimensional space. The right position in this space is influenced by dynamic
considerations, however. Ie the position is influenced by the requirement for intercultural
competence in order to sustain and develop competitive advantages vis-à-vis competitors in a
stuctural (industrial) as well as cultural/sociological changing environment. These dynamic
considerations can be characterized as the requirement for "a long term delimitation" in the
chain, which enables the firm to "cultivate" the resources which are unique, scarce or
valuable.

In the future, therefore, it might be interesting to examine firms' internationalization on the
basis of the cultural heterogeneity of their markets, and analyze them in relation to the above
forms of delimitation. In this connection, it is especially interesting to discover how firms
obtain the information about cultural heterogeneity which enables them to become more
interculturally competent. This requires a closer examination of which sort of information is
obtained from foreign subsidiaries and which sort is obtained from external sources. The
study shows that the firms acquire supplementary competences and develop joint competences
with external partners through the exchange of prototypes, and that subsidiaries apparently
play a minor role in the development of products - though not as regards the actual marketing
of them. The question is whether this is the whole truth.

It will be particularly interesting to see how changes in the cultural heterogeneity the firm
encounters affects its internationalization, as, for example, reflected by the degree of product
development, choice of and change in operational mode, choice of and change in customer
groups, number of countries served, the distribution of export sales according to country,
customer group, etc39.

Another, and as yet unclarified, question concerns the importance of the marketing function.
The study has focused on, or restricted itself to, the firm's intercultural competence vis-à-vis
product and process technology, since it is this that challenges firms' core competence. But the
firm can also exploit opportunities in other cultures through different marketing ploys - by
assigning different meanings to physically identical products in different cultures, thereby
adapting them to these cultures in this way. Unfortunately, this is something which the
investigation has not explicitly focused on. In particular, the respondents have discussed the
adaptation of physical products on the basis of customers' desires, which is naturally reflected

39 This also implies that the firm can choose to "de-internationalize", ie choose not to be involved in a particular
market/segment.
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in the investigation. This is perhaps precisely because the market is characterized by business-
to-business relations, which indicates that it is the firms' partners (especially its retail custo-
mers) who devise the marketing strategy.

Including the marketing function in the analysis will, firstly, require a more precise
clarification of what exactly a standard product is, what an adapted product is, and what
precisely product development is. Secondly, it will require a clarification of how the
marketing function can assign a product another meaning, and what "degrees" of meaning
there are in this respect: Intuitively, firms' intercultural competence differs according to how
they influence and adapt themselves to the market: whether through their marketing skills, by
proposing new, previously unknown uses for their products, or by just using a trademark and a
local language on the product package (a product which is otherwise not a brand). Put another
way, is a product adapted if it is specially packaged? If otherwise identical products caused by
differnt legislation contain different additives, is this product adaptation or product
development? If an otherwise identical product contains 10% fat in one market and 15% in
another, does this constitute product development for different markets? What is the dividing
line, and when can a firm, via marketing, be said to be interculturally competent? In other
words, when can the identification and exploitation of new opportunities be said to occur
through marketing, and when can it be attributed to natural adaptation through, for example,
information on the package which takes account of the market's laws, language etc?

These questions must await further theoretical and empirical investigation.

Implications

The ideas presented here have a number of implications for the traditional way of looking at
internationalization.

From a culture and communication theory point of view, it is difficult to reject a behavioural
starting point, since cultural heterogeneity is perceived as something which indisputably exists
(!) and which firms who want to be interculturally competent therefore have to come to terms
with. Even if the firm chooses to insulate itself from cultural complexity40, it cannot ignore it,
because the firm's intercultural competence, as it is defined, is conditional on it coming to terms
with it. It therefore still seems to be useful to regard the process of internationalization as
sequential, gradual, and evolutionary, the direction and nature of which is determined by a
continuous learning process about culturally changeable international market conditions.

The existence of cultural heterogeneity thus forces the firm to learn about the cultural diver-
sity which is a part of the conditions under which it must operate. One way of understanding
the firm's process of internationalization, therefore, is to view it from a perspective of learning
and change, since by virtue of its internationalization, the firm continuously defines and
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40 In other words, if the firm finds a market for a standardized product, or if product adaptation and development, for
example, is exclusively carried out via partners’ recipes.



redefines its markets in a new way (Weick, 1979). The gradual, sequential, and evolutionary
nature of the internationalization process shows up in a change in the firm's mission, which in
turn results from a changed perception of itself and its markets.

Internationalization is therefore not just a question of the firm's increasing international com-
mitment in the form of more binding modes of operation, more products, more (geographical)
markets, etc. It is also about the firm's ability to define itself in such a way as to enable it to
both deal with cultural heterogeneity and develop its core competence, thereby securing for
itself a lasting competitive advantage.

Seen in this way, there is more to the internationalization process than just experience and
commitment, as traditional internationalization models conceptualize it. Based on Polanyi's
(1966) concept of tacit knowledge, the way in which the firm acquires knowledge is not in it-
self interesting. What is interesting is its ability to use - often hidden or tacit - knowledge in
relation to the international markets. In other words, that the firm is able to use sticky infor-
mation to ensure that it is acting in accordance with the cultural context. Experience does play
a role in this, of course, but by itself it is not a sufficient condition for the firm's internationali-
zation.

This has a number of implications for the way we think about internationalization. In my
view, a firm which can utilize and develop its core competence and resources in changeable
and culturally heterogenous markets is more internationally oriented and committed than a
multinational firm which sells standardized products to many countries all over the world. 

According to my approach, the traditional way of characterizing the firm's degree of
internationalization can be questioned:

1. Why are firms which have subsidiaries more internationalized than firms which use
distributors? Firm B, eg, is not very internationalized in terms of an integrated net-
work of subsidiaries. Instead the distributor solution has enabled the firm to offer a
product concept which is adapted to geographical markets as well as to target
segments.

2. Why is the firm serving many customer groups more internationalized than firms
serving only a few, if the latter concentrate on a few customer groups in order to add
higher value and undertake product adaptation and development for their chosen
customer segments?

3. Similarly, why are firms which serve many countries more internationalized than
those which specialize in only a few if the explanation for the latter is cultural
heterogeneity?

The above points can justly be criticized for being only part of a much larger internationaliza-
tion problem heterogenous, for, as Strandskov (1987) points out, the firm's internationaliza-
tion is influenced by many dimensions in both time and space. However, researchers need to
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agree on what drives the internationalization process - ie understand the process of change
which confrontation with culturally heterogenous and changeable conditions represent in
themselves - and on this basis try to suggest and understand how it manifests itself. In light of
the approach taken here, an attempt can be made to conceptualize the firm's degree of
internationalization as: The degree to which the firm is able to sell products by integrating its
core competence into a foreign cultural context.

One might think that cultural heterogeneity is just one of the many factors to influence a
firm's internationalization profile - including, for example, the speed with which a firm can
internationalize. The heterogeneity influences all the other factors which affect the firm's
internationalization, however, including its definition of target segments, competitors, and
itself. In my view, therefore, we can better understand internationalization firms by
remembering that the firm must define itself in such a way as to enable it to handle cultural
heterogeneity and at the same time be interculturally competent41.

5. Concluding remarks

This preliminary investigation has opened up a number of interesting theoretical avenues
which can later prove fruitful to follow.

The mainspring of the project was dissatisfaction with the way in which the concept of
"psychic distance" was used in traditional internationalization literature to conceptualize the
influence of cultural diversity on the firm's process of internationalization. This dissatisfaction
was due more to the actual conceptualization of culture than to the use of explanatory
approach, however.

In light of the culture and communication theory approach to the problem, therefore, it is
difficult to reject its behavioural background, in which the internationalization process is
described as sequential, gradual, and evolutionary.

The critics are right in saying that the model of the firm's internationalization process is too
deterministic and simplistic, since it focuses mainly on the firm's pattern of establishment in
each individual market. Their alternative approach is not the easiest to use, however, since
they attempt to theorize about a process by means of a theory which is basically static in
nature.

The fact of cultural heterogeneity thus makes it necessary for the firm to learn about the
cultural diversity of the different markets it is involved in. Any attempt to understand the
firm's process of internationalization must therefore start from a perspective of learning and
change, since, by virtue of its internationalization, the firm constantly defines and redefines its
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41 The cultural heterogeneity may be less significant for the markets of other industries than for the market of the food
processing industry, but a low cultural complexity cannot be taken for granted. This only implies that it will be easier for the
firm to identify and exploit opportunities in foreign contexts. Ie the concept of intercultural competence can be applied to the
conditions in other industries as well.



markets in new ways (Weick, 1979). Therefore it still seems to be useful to see the
internationalization process as sequential, gradual, and evolutionary, the direction and nature
of which is determined by a continuous learning process about culturally changeable market
conditions.

The concept of "intercultural competence" (at the level of the firm) is introduced to clarify the
fact that, in a cultural context, the firm's internationalization is conditional on its fulfilling
certain necessary conditions. The concept is a dynamic one, and is defined as "the ability to
identify and exploit commercial opportunities in a foreign cultural context". The first part of
the definition underlines the importance of the firm employing individuals who can identify -
not necessarily understand - opportunities commensurate with the firm's core competence,
while the second part opens up the possibility of the firm acquiring those resources it does not
possess itself, making the exploitation of opportunities dependent on access to supplementary
competences (Christensen, 1988) - eg in the form of partners who can handle the cultural
heterogeneity of a given market for the firm.

Following this definition, the sine qua non of a successful internationalization can be
conceptualized as the (at all times) appropriate scope of the firm and its surroundings, which
commensurate with a utilization and development of its core competence in relation to its
international conditions, which consist partly of the conditions of international competition
and partly of the cultural heterogeneity of its international food markets.

The firm thus needs to delimit itself on several fronts. First, it must restrict its product offering
in such a way that it - perhaps together with a partner - can deal with the cultural hetero-
geneity it meets in the markets. Second, it must so limit its markets, target segments, and cus-
tomer groups that there is consistency between the limited product offering and those markets
and target segments the firm is trying to penetrate. Third, it must limit itself functionally (its
scope), and in such a way as to acquire sufficient information about the cultural context to
enable it to identify and exploit opportunities in other cultures. These types of delimitations
constitute a three-dimensional space. The right position in this space is influenced by dynamic
considerations, ie the "cultivation" of the resources which are unique, scarce or valuable vis-à-
vis competitors.

Given this and the limited resources at its disposal, the firm's goal must be to attain a position
in the market from where it can best utilize and develop its core competence, thereby enabling
it to handle the cultural heterogeneity surrounding it. In this process, the firm's ability to both
find the right external partners and to learn from them seems to be crucial.

In the firms examined here, subsidiaries appear to have had little effect on the development of
firms' product and process technology, because of the allocation of roles between parent and
subsidiary. From an intercultural point of view, it thus seems to be more interesting that the
firm organizes itself in such a way that its core competence can be utilized and developed
interculturally. In other words, the firm receives "sticky information" from its partner which
enables it to develop its product and process technology.
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These partners can be distributors, but they can also be customers, ie retail chains or industrial
customers, who contribute supplementary competences. What is crucial is that the firm uses
its limited resources as efficiently as possible, and that, via cooperation, comes into contact
with a more sophisticated demand which forces it to redefine and question its perception of
itself.

The investigation thus shows that, more often than not, product development projects are
initiated and carried out in collaboration with customers or in collaboration between the firm,
its distributor, and customers via "flying prototypes" and/or recipes.

An important element of the firm's internationalization strategy must therefore be to map out a
strategy for the handling of its external relations which takes account of: 1) The definition and
purpose of the collaboration. This ought to include the possibility of obtaining information
about the cultural context which will enhance the firm's intercultural competence; 2) The
openness of the firm's partner in relation to the defined aim; and 3) The firm's own ability to
absorb knowledge from its partners (Hamel, 1991).

Based on this, a number of hypotheses have been put forward concerning the effect of cultural
heterogeneity on the process of internationalization, and proposals for further analysis have
been discussed. The study has resulted in a number of implications for the traditional way of
looking at internationalization. The biggest weakness in the design of the investigation has
been that it has not taken sufficient account of the fact that the firm's intercultural competence
can also manifest itself in marketing. The main focus of the analysis has been on how
intercultural competence is reflected in the firm's product and process technology. The
problem thus requires further theoretical and empirical elaboration.
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Firm A - the subcontractor

Firm A is the third largest producer of its kind in Denmark. Fully 90% of its export sales,
which make up 30%-40% of a total turnover of DKK 200m, consist of orders to other similar
producers in 10 European countries. The last 10% consists partly of the export of a typical
Danish product concept to the German market and partly of a newly established export of a
branded product to more "virginal markets" of Eastern Europe.

The market as a whole is notorious for its insatiable demand for new products, while the
various parts of the market are characterized by their own individual tastes1 and different legi-
slative rules governing the products' contents. Furthermore, it is the practice in the industry for
each producer to distribute its own brand, ie there are no wholesalers, which makes the pene-
tration of new markets enormously costly.

The competition in the W. European markets is extremely ruthless. This is because the biggest
and most internationalized producers belong to multinational companies whose individual divi-
sions in the large markets often have a bigger production than all of Denmark's producers put to-
gether2. As a result of both the competition, the constant demand for new products, and the dis-
tinctive distribution system, there are high entry barriers - especially in the W. European markets.

Characteristic of the other Danish producers is that, according to the respondent, they do not
have real exports. Since the biggest producers are just divisions of multinational companies,
they export via the exchange of goods between these companies' European production units.
Firm A is therefore the only Danish producer with an actual export function. Its competitors'
biggest advantage is that they enjoy a number economies of scale through heavy advertising
to end users, and also benefit from economies of scale in the production of branded goods.

Firm A's biggest advantage over these competitors is the greater flexibility of its production. It
can adapt to new conditions much more quickly than its competitors, for whom, on account of
their large production volumes, it will often be extremely costly to suddenly change produc-
tion. Firm A thus owes its position in the market to its flexibility, know-how, extra capacity,
and special production equipment, which is also the reason why it is uniquely placed to carry
out test production or marginal production for these competitors. The opposite side of the coin
is that Firm A's exports can fluctuate a lot, since it is guaranteed to lose such exports if the test
product becomes successful.

Given these market conditions, it can be discussed what Firm A's intercultural competence
consists in. There is no doubt that its ability to exploit its competitive advantage - its core
competence - hinges on its flexibility. Its success in international markets thus depends on its
ability to - constantly - offer customers a flexibility that can accommodate the market's de-
mand for new products. The high barriers to entry in the established markets make it hard to
see how the firm can ever hope to gain access to these markets with a branded product. It
would therefore be fair to say that the firm's ability to identify and exploit new opportunities
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must primarily be seen in light of its flexibility. The question is, however, whether this is
enough to be able to describe it as interculturally competent. While it has managed to exploit
opportunities in foreign cultures by virtue of its special core competence, it is not, in a traditio-
nal sense, confronted by the cultural heterogeneity which prevails in the consumer market for its
products. One can therefore say that, though it is not capable of identifying opportunities in the
end-user market, its raison d'être is independent of the cultural heterogeneity of that market.

This is precisely connected with the fact that the firm is only indirectly confronted by cultural
heterogeneity, since demands for a particular shape, size, taste, etc, often come from the cus-
tomers it carries out production for. It is therefore only rarely that the customer buys a
standard product. Put another way, Firm A is to some extent isolated from the cultural
heterogeneity of the end-user market.

The firm's continued growth depends on several critical factors. Firstly, export sales still fluc-
tuate a great deal. The firm is therefore only really established in the German market, which
take 40%-50% of total exports. In the other markets, it still has only 1-3 customers per market.
A critical factor is therefore its ability to find more partners for whom it can solve a flexibility
problem and who are also attractive in that they can stimulate the firm's core competence. For
the firm to preserve its raison d'être in the export markets, therefore, it must constantly develop
and refine its core competence in accordance with customers' and end-users' needs. In this con-
nection, the course of international negotiations and the products offered are especially critical
factors in both attracting and keeping reliable customers for the firm's goods and services.

Secondly, the firm has recently tried to establish itself with a branded product in two so-far
"virgin markets" in Eastern Europe, neither of which have yet attracted the attention of its
competitors. It could be interesting to follow the firm in these ventures, since they present it
with a number of new problems as well as challenges. The starting phase has been
exceedingly difficult, because the distributor the firm has allied itself with does not know very
much about selling under market conditions. Whether the firm will succeed in establishing a
reliable market is therefore still uncertain. And it is still not known whether the firm's big
international competitors will try to gain access to these markets.

It will therefore be interesting to see whether and how this change in the firm's strategy will
affect its further development. At present it is trying to enter the East European markets with
existing products/brands in new packaging innovated for the Danish market. In the longer
term, however, especially if the competition hots up, the market can demand new products.
This will put new strains on the firm's intercultural competence, since it will hereby be
confronted with cultural heterogeneity in a new and as yet unknown way.

The development in the East European markets is particularly interesting, since here the firm
meets the market head-on, rather than through the recipes of other producers. From a resource
point of view, the disadvantage of Firm A's previous strategy is that its firm specific advantage
risks being eroded if technological advances allow its customers to switch production faster. It
is therefore doubtful whether its present competitive advantage is unique, scarce, valuable, and
sustainable (Barney, 1991), and thus whether it is at all a viable strategy for the firm in the long
term.
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Firm B - the firm faced with different food traditions

Firm B produces and exports one main product and several complementary products which
are used by both retail customers, and catering and industrial customers for further proces-
sing. The firm also has a limited production of finished products for the catering industry, in
which the main product is an important ingredient. It has total sales of DKK 300m, 40%-45%
of which is exported to 35-40 countries.

With a market share of 80%-90%, Firm B is far and away the biggest producer in the Danish
market. Competition in the West European markets, where its competitors are, is almost ex-
clusively local in character. The firm has no competition in markets outside Europe. Its com-
petitors have practically no export experience3, and the firm's big advantage is that it (com-
bined with a high export experience) makes a product of the highest quality and the longest
shelf life4.

The market for the firm's main product is characterized by the fact that, traditionally, it has
only been used and known in Europe. Sales outside Europe are mostly to European emigrants
or to big international hotels who have European employees and who make a point of having
a wide European selection. The way the product is used in the different markets varies widely.
This is partly due to the decisive role which food traditions play in both the retail market and
the professional market (ie professional users of the product) and partly because the skills of
professional users vary widely from country to country. This means that the firm only sells to
the retail market5 in Europe and parts of the USA, Canada, and Australia, which have
traditionally had large influxes of European immigrants. Firm B's most important market is
therefore the professional market, which, however, is also very fragmented, due to different
traditions and levels of education.

These market conditions have led the firm to build up an extensive network of sales distribu-
tors who buy and sell in their own name. The firm has a very close relationship with its distri-
butors, since the heterogenous market situation has made it necessary to work together to con-
stantly develop and improve an already comprehensive cookery book system which the firm
offers to both retail and professional customers. The cookery book system is designed to cater
for the traditions and educational level of each individual market, giving suggestions and in-
spiration to potential users of the firm's product. The firm also employs 6 professional Danish
consultants, who hold courses and give product demonstrations for the firm's distributors,
trade organizations, trade schools, etc, in its various markets. The firm invests heavily in these
campaigns; it often supports its distributors financially, and is not above using ideas developed
in other markets. In addition, the firm often develops special products for industrial cus-
tomers, and is also heavily engaged in the development of convenience products, since these
are expected to be a continuing source of growth in the years ahead. Convenience products are
developed partly by the firm itself and partly in collaboration with its distributors.
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3 A few - especially German - producers have recently taken the plunge, because the German market is close to saturation
point.
4 The manufacture of the product demands an extremely high hygienic standard. This in turn gives it a considerably longer
shelf life than many of its competitors’ products.
5 Corresponding to about 30% of export sales.
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The cultural heterogeneity which Firm B faces is of an entirely different nature than that
which Firm A is confronted with, because the markets make different demands altogether on
Firm B's intercultural competence. The respondent from Firm B went to great lengths to ex-
plain the difficulties of gaining market access and achieving export volumes of an acceptable
size. But the firm is gradually succeeding in influencing consumption to such an extent that,
even in overseas markets, it is "beginning to look quite respectable". Even in such a nearby
market as Germany, where it is sold in large quantities, consumers use the product quite
differently. The development of new product uses or new products entirely is therefore a very
lengthy process, one which can easily last 1-2 years because "this sort of thing takes time.
After all, these are traditions we are dealing with, and they do tend to be very conservative".

On account of these market conditions, Firm B has had to delimit itself in another way. In
order to influence consumption, close cooperation with both distributors and big industrial
customers, who have contributed the necessary cultural information, has been all-important
for the firm's growth. Put another way, the firm's partners have contributed the culture-specific
information necessary for the firm to adapt its products and recipes, while the firm has
contributed information about product and process technology, training of customers, product
ideas from other markets etc. Thus there seems to have been a mutual exchange of "sticky
information" (von Hippel, 1991) between the firm and its distributors.

All sides have benefited from this relationship. The exchange of "sticky information" has
meant that, on the one hand, it has not been necessary for the firm to understand all the cul-
tural conditions underlying customers' use or non-use of the product in the various markets,
and on the other, that the distributor has not had to have a thorough knowledge of the firm's
product and process technology. In other words, "sticky information" about production tech-
nology and cultural conditions has been exchanged through the medium of product develop-
ment, recipes, and the holding of courses - and especially by the use of "flying prototypes" in
product development (Kristensen, 1991a, 1991b). By these means, Firm B has avoided using
too many resources on unsuitable products or product ideas.

The demands made on Firm B's intercultural competence thus seem to be of a completely
different character than those made on Firm A. This is due to the fact that, Firm B, unlike
Firm A, takes an active part in creating new recipes, and trains users of the product itself. Due
to the lack of knowledge about its product and the different food traditions and educational
levels of professional users in its various markets, Firm B has had to organize its internationa-
lization accordingly. This has enabled the firm to adapt its products, recipes, etc, to the special
needs of its markets. Some of the cultural information has been "replicated and diffused" (von
Hippel, 1991) within the firm itself, which has enabled it to develop and adapt both produc-
tion, product development, marketing, etc, to the continuous growth that has taken place since
1983. Furthermore, through the holding of courses, new recipes, and campaign promotions,
the firm has managed to create a mutual dependency, or "marriage of convenience", between
itself and its distributors, thereby lessening the risk of their becoming too indispensable.

Firm B's intercultural competence thus consists in its ability, through development projects,
courses, etc, to absorb and exploit some of the cultural heterogeneity which has been part of
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its conditions of internationalization, the ultimate purpose of which has been to improve and
better utilize its core competence.

Firm B has recently set up its first sales subsidiary in Sweden, so it will be interesting to
follow the firm's progress in the future. This change in the scope of the firm places other
demands on the firm's intercultural competence, however, since it now has to assume
responsibility for sales and the continued growth of consumption itself. In the future,
furthermore, the firm will be faced with another aspect of cultural heterogeneity, since it will
also have to deal with the problem of cross-cultural management. With this step, the firm
hopes to become more goal-oriented. It has plans to confine the really major campaign
support to 5 big countries in future, perhaps setting up sales subsidiaries in one or more of
these. Though it is also here that the firm's biggest competition lies, it can still get a better
price for its products than all of its competitors. The firm's ability to absorb information from
its distributors thus seems to have made this strategy possible.
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Firm C - the exporter of a standard product

Firm C's exports are mainly confined to a standard product, sold primarily in the international
consumer markets. The quality is thus the same the world over, though there is some brand
and packaging differentiation from market to market. The product is today sold under about
20 different brand names in 80 markets, with the USA, Germany, Denmark, and Hong Kong
being the most important6.

In one of the markets - Hong Kong - Firm C has successfully established itself with the same
brand as it sells in the domestic market. The firm also has a small "private label" production.
The firm has nothing against this kind of collaboration should a customer propose it, but it is
not a deliberate strategy.

With about 50% of the market, Firm C is the biggest of the Danish producers-exporters of this
standard product. In Denmark, where producers offer other products, brands, and types of
packaging than the standard product sold in the export markets7, competition is based
exclusively on price. Competition in the international markets differs somewhat from market
to market, depending on how lucky firms have been to penetrate the right market at the right
time. In general, the international markets are dominated by Danish firms. There are only a
few foreign competitors, who make "pirate copies", but these are of a much poorer quality,
and these producers do not have the same flexibility, ability to deliver, speed, etc, as the
Danish producers. One can hardly describe the market as being particularly internationalized,
since it is dominated by Danish producers who compete among themselves.

Firm C operates in different ways in its foreign markets: it has 100%-owned sales subsidiaries
in Germany, Hong Kong, and the USA, and a joint-venture project in Thailand (26% owned).
All production takes place in Denmark, though a production company is now being set up in
the Czech Republic/Slovakia. The firm's subsidiaries have only limited stocks - they take
orders and these are mainly dispatched directly from Denmark. The subsidiaries' employees,
who are local, are responsible for working the market, though in collaboration with and under
the supervision of the regional manager in Denmark. Similarly, in negotiations with big
customers in the respective markets, representatives from Denmark are always involved.

In addition to selling through its own subsidiaries, the firm also sells via importers, who buy
and sell the firm's products at their own risk. Agents are also used to a limited extent. There is
no deliberate policy behind the choice of importer or agent, it is just something which has
evolved over the years. Agents are primarily used in less important markets.

Following the "stage models", Firm C has come far compared with Firms A and B, since it is
now setting up its own foreign production company. On the other hand, it only has subsi-
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special development of the product itself in connection with internationalization, it is more the concept - which is especially
expressed by the special packaging - that has proved to be lucrative in the export markets. 



diaries in its three main markets, which together take nearly 50% of its total production8. Firm
C is thus a highly country-specialized firm.

The demands made on Firm C's intercultural competence are different to those made on the
other two firms. Since the firm is not a subcontractor, and is only a "private label" supplier to a
limited extent, it has to deal with the end-user market itself. The cultural heterogeneity it faces
there is not nearly as pronounced as that which Firm B faces, however. The way the firm defines
itself vis-à-vis the export markets can thus play a role in the heterogeneity it meets.

Apart from the Danish brand sold in Hong Kong, the firm sells a standardized product. It has
therefore chosen not to develop and sell a more varied range of products which may be
adapted to each individual market. For Firm C, therefore, intercultural competence has meant
nothing more than, together with local employees in its subsidiaries, the organization and
carrying out of marketing campaigns and possibly also changes in brand and packaging
designs for these standard products. As a result, any cultural heterogeneity which may exist as
regards food consumption and food traditions in these markets has not affected the firm's use
of its core competence. The firm has not tried to develop other products for the export markets
and has apparently not been able to sell the other products which are sold in the domestic
market. Cultural heterogeneity has thus only been visible in relation to campaigns,
promotions, advertising, etc - not in relation to other parts of the firm.

The firm now seems to be about to change tack, however. According to the respondent, it is
close to the limits of further expansion in the standard product market. In the first place, the
buyers of some retail chains in a number of markets feel that the product can only be sold in
the period up to Christmas. It is very hard to change this perception, in spite of the fact that
other chains in these markets can sell the product all year round. In the second place, the
typical consumer - women between the ages of 30 and 55 - are becoming a "dying breed",
because there is no natural increase of new consumers from the younger age groups. As a
result, the firm is slowly beginning to develop new products. It is thus expected that the
increased concentration in the retail trade will necessitate the development of more
specialized products, including "private label" products, in collaboration with retailers. The
firm is also carrying out thorough market research which it hopes will reveal the need for
other types of products. To begin with, the firm is trying out a specially-developed product in
the German market, which it will later try to sell via its other subsidiaries. Thus the firm is
slowly being confronted by a different market situation, which in turn will place new demands
on its intercultural competence, since it may hereby be faced with cultural heterogeneity in a
new and hitherto unfamiliar way. The risk is, however, that, by venturing into pastures new,
the firm may run head-on into international competition from foreign producers in the same
business who make other product types for their respective domestic markets or for export.
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Firm D - the trading company

Firm D represents the large firms in this study, whose main line of business is meat products.

Firm D exports and imports a wide range of meat, poultry, fish, vegetables, cheese, margarine
and fine-food products - about 2000 different products in all. The firm is the exporter for
several hundred food producers. Its market is worldwide, and it has its own subsidiaries in
Germany and the USA. It had a turnover in 1991 of about DKK 1bn 70% of this comes from
the parent company, of which 90% was due to exports. The remaining 30% came from the
two foreign subsidiaries9.

Firm D operates partly in the "mass market", in which it functions as a broker and seller of
partly processed and low refined products, and partly in the "custom-made market", in which
it is the point of contact between several hundred subcontractors and those of its international
customers who want specially-developed products. This is reflected in the fact that only about
50% of what it sells is of Danish origin. Danish food products are too expensive, and, as the
respondent puts it, the firm cannot afford to rely totally on Danish food traditions, because
they are "the most boring in existence".

The firm also gets its subcontractors to develop products which it expects there to be a market
for. These can be products which are sold under the firm's own brand name: product
differentiation takes particular account of the individual market's/customer's requirements as
regards additives, fat, etc. Besides this it can be involved in actual development projects
which, eg, involve special pre-processing or seasoning of ham or chicken10.

In general, the food market is characterized by what the respondent calls "awesome" compe-
tition. Nearly everybody can supply sausages or bacon, which is why the "mass market" in
particular is plagued by a cutthroat price competition.

The choice of operational mode differs from market to market and customer group to
customer group. It depends on the structure of the market - including whether a suitable agent
can be found who is willing to sell a large part of the firm's product range. It is therefore
extremely difficult to give general guidelines11. In general - unless the market is extremely
marginal - the firm is not interested in agents who will sell only a limited part of its product
range. If the firm is unable to find an agent who meets its conditions, it sells direct. If the
market has so many small firms that it is impossible to make contact, however, then it is left
with no other choice than to accept limited sales via an agent.
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9 The American company is responsible for the trade in bulk goods. All other relations with the American market are handled
by the parent company in Denmark. The main function of the German subsidiary is to cater for the armed forces in Germany.
The exact nature of the parent-subsidiary relationship is a bit fuzzy, however, since contact to the military also is carried out
from Denmark, while the subsidiary serves the German domestic market to a certain extent as well. Parent and subsidiary
compete on equal terms with each other, and buy goods from each other at market prices.
10 In some markets, for example, big supermarket chains are stricter as regards hygiene, additives, etc, than the country's
legislation prescribes.
11 The respondent gives an example of two EC countries - Greece and Portugal - where the consumers are very different,
despite the fact that they have more or less the same economy and level of development. In Greece, 1/3 of sales are sold
directly - ie not through a middleman - to the big supermarket chains, and the firm is especially well-established in retailing
in Greece. In Portugal, on the other hand, the firm does nott sell any retail products, only bulk or wholesale.



The firm meets customers especially through participation in food fairs - both national and the
two big international food fairs at Paris and Cologne, which are held every other year. Fairs
are important because, apart from the many new potential customers who come, many of the
firm's existing customers and some of its agents and suppliers also come, and they would
think it strange if it did not show up.

According to the respondent, there is a need for Firm D, both as regards suppliers and
customers.

Many suppliers - including Danish ones - are too small to have a proper export function, and
have difficulty in finding export personnel who are qualified to deal with international cus-
tomers. Through Firm D, these suppliers are able to sell their products on the world market
and gain access to the necessary expertise, since many have great difficulty in keeping up with
and taking account of all the different import regulations that exist in the various markets. The
food industry is one of the most tightly regulated markets in the world, eg hygiene, labelling
regulations, positive lists12, and the like. Another, not inconsiderable, advantage for the
supplier is that it achieves savings in order-handling. Many smaller customers are often
unable to take the minimum volumes which many producers have to set.

Firm D can offer a very wide product range, so it can satisfy even the most demanding custo-
mers. The customer is saved the inconvenience of having to buy various suppliers' minimum
quantities, and can go to a single supplier and buy just one container with everything it wants.

As a trading company, Firm D has a somewhat different kind of intercultural competence than
that typical of production firms. For Firm D, the important thing is to have the right "fit" be-
tween supplier and customer - ie having the ability both to identify the core competence of
possible suppliers as regards solving existing customers' problems and to identify customers'
needs with regard to offering new products. In consequence, the firm faces a highly heteroge-
nous market situation. This was also reflected in the interview. The respondent had a great
deal of difficulty in generalizing the cultural differences he has experienced and which the
firm is confronted by13, whether in relation to peculiar food customs, product development,
negotiations, etc. He described conditions in the various markets as very different, and said
several times during the interview that it was impossible to make generalizations. Knowledge
about each individual market and each individual customer's desires and needs must therefore
be acquired gradually, on a learning-by-doing and learning-by-mistakes basis.

The firm's position in the value chain has been determined by its special ability to operate as a
point of contact between supplier and customer. Apart from an indirect relation to a foreign
production company, which is owned by the firm's parent company14, Firm D has no produc-
tion of its own. However, its suppliers produce a number of products under Firm D's own
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13 The respondent is Portuguese, and in the 26 years that he has worked in the firm, he has gained experience of practically
all regions of the world.
14 In other words, the firm is a subsidiary, which can get production carried out at another subsidiary within the same
concern. Firm D buys at world market prices, however, and is not obliged to take the other subsidiary’s products.
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brand, which it then sells to catering and retail markets around the world. The firm's core
competence - and its intercultural competence - thus consists in its ability to relate to the
cultural heterogeneity of its various markets and make the right "fit" between suppliers and
customers, both at present and in a more dynamic perspective. This must especially be seen in
light of the fact that the firm is instrumental in bringing customers and suppliers together for
the development of new products, and that it also gets new products developed itself which it
believes there is a market for.
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Firm E - the niche producer

Firm E is the second largest producer of its kind in Denmark, but differs from its biggest
Danish competitor in concentrating almost exclusively on higher refined and processed pro-
ducts15. The firm sells almost only partly processed products in the Far East. It also caters to
the partly processed market in the event it has a surplus of raw products. The firm has about
25% of the Danish market.

Firm E has sales of DKK 340-350m, of which 80% is exported. Its main markets are England,
Germany, and the Far East. According to KOMPAS, the firm exports to many parts of the
world16, but it concentrates mainly on the EC countries according to the respondent. This is
connected with the fact that Firm E is a big supplier of products to Firm D, which functions as
E's exporter.

The firm is special in that all its raw products undergo a slaughtering, cleaning, and carving
process. 40% of this is frozen, while the rest goes on to the next stage of production for
further refining/processing. It was the first in Denmark to make sausages and sliced meat from
these special raw products, and it also has a large production of breadcrumbed, pre-cooked,
cooked, or marinated products.

Today, the firm has a range of about 350 products, made from different, but related, raw pro-
ducts within the same raw product category. Apart from producing processed and refined pro-
ducts for the retail trade and catering sector, the firm is also a subcontractor of half-finished
products for a number of other food producers in Denmark, where they are further processed.

The international market for low processed products17 is - both inside and outside the EC - cha-
racterized by ruthless price competition from huge foreign companies. The firm has therefore
found a niche in both the national and international markets as a producer of highly processed
products, though its production is minuscule compared with that of the really big firms. The
firm has deliberately chosen only to sell at least carved products more or less because compe-
titors can achieve big economies of scale with non-carved products, and the market for these is
characterized by a very high price elasticity. There is no danger of the large producers elbowing
into the more processed market, however, because the batch sizes are simply too small. 

The firm is not especially internationalized in the traditional sense of the word, despite an
80% export figure. In its two big markets - England and Germany - together with a few other
European markets, the firm sells directly to a leading importer in the country concerned, and
perhaps also to a single small importer. Otherwise, the firm exports via a Danish agent in the
Far East and via Firm D. In the countries where it sells direct, therefore, the firm has contact
to only one, or relatively few importers. This is partly because the firm has a relatively small
sales organization and partly because it does not want to compete with itself in these markets.
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15 Its competitor produces partly and low processed products made from a raw product or products which have only gone
through the slaughtering, cleaning - perhaps also carving - and freezing/packaging stages before being sold.
16 The firm is registered in KOMPAS as exporting to Scandinavia, W. Europe, Latin America and the Caribbean, the Middle
East, Africa, and the Far East and Australia.
17 In other words, raw whole or carved products.
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In other words, the firm's strategy is to be both a subcontractor and, above all, a "private label"
supplier. A large part of what the firm produces for the retail trade is therefore produced partly
under Firm D's brand and partly under the brands of foreign supermarket chains. In addition,
the firm has its own brand of carved raw products, which are particularly popular in the Far
East18.

In Europe, the highly processed and refined products cater especially for the retail market, but
in Germany in particular, the firm has sold successfully to the catering market. The firm has
been particularly lucky in finding special niches in the various markets. Sausages are in
general a big export item in several markets.

Product development started in 1958, when, via Firm D, the firm was approved as supplier to
the American forces in Germany, and by 1970 its whole production was converted to higher
processed or refined products. This strategy has proved to be a winner, despite the fact that
several other producers, including the firm's biggest Danish rival, have suffered setbacks with
similar product development.

The firm has singled out three main reasons for this success. First, tight economic manage-
ment: products which are not profitable after a few months are withdrawn. Second, the firm
only goes in for products which can be mass-produced19. Third, product development is
particularly determined by customer desires.

The niche strategy has meant that the firm's firm-specific advantage is its product
development and its experience with highly processed production, which it carries out in co-
operation with the customer, the importer in the country concerned, and Firm D. Product
development often has a starting point in particular customer desires, but it can also be one of
the firm's own ideas that is being tested.

In this connection, it is important not to get carried away by fanciful ideas - first and foremost,
there must be a market for the product(s). The firm has sometimes succumbed to the
temptation to make "something fancy", which there later proved to be no demand for. In pro-
duct development, therefore, the customer is the first consideration.

Because the firm's products are highly processed and refined, its product development is to a
large extent influenced by the cultural heterogeneity of its various markets. Precisely on
account of this, its customers are a vital part of the product development process - the firm
itself has confirmed that this is one of the most important ingredients of its success. As with
Firm B, Firm E handles this cultural heterogeneity by obtaining cultural information through
its market contacts, though with the difference that Firm E obtains the information through
developing private label products for customers20, while Firm B obtains it in particular
through its distributor network. In both cases, "sticky information" (von Hippel, 1991) is ex-
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changed - largely in the form of "flying prototypes" in Firm E's case, and by means of recipes
in Firm B's case. The difference lies in the fact that Firm B's products are not as refined
because they have to go through further processing. Firm B thus influences consumption by
passing on ideas for using the product, while Firm E does it through the finished product.

With regard to other export activities, the firm has isolated itself from cultural heterogeneity,
in the sense that it has a very small sales organization and therefore lets others do the selling
and possible campaigns and marketing on its behalf. The respondent, for example, is
responsible for all exporting outside Scandinavia.

Firm E's intercultural competence could be said to be its special talent for developing new
products, though with the qualification of a strong reliance on its partners - both as regards the
identification and exploitation of opportunities in a foreign culture. The firm does a lot itself
to identify new market trends, however. Partly by closely following developments in the US
market, since it knows from experience that the English market will follow suit after a couple
of years. Partly in that the firm's managing director is an active member of a European trade
organization, from which valuable information is also available. And last, but not least, both
the respondent, the managing director and development personnel are frequent visitors to the
big international food fairs, which are a rich source of inspiration for the firm.

Basically, then, on account of the keen international competition, the firm has had to face the
cultural heterogeneity and associated different food traditions of its various markets head-on.
On the other hand, the high degree of processing and intensive product development have
meant that the firm has not invested much in building up a sales organization. As a result, the
firm is dependent on relatively few partners (Firm D, and agent, and a few big importers in its
most important markets). In other words, the firm has cut itself off from the cultural
heterogeneity associated with selling in the export markets. Furthermore, the firm only has a
large volume of sales in relatively few countries, which makes it vulnerable to changes in
individual markets21.

If the firm is to continue to grow, then it is critical that it consolidates and improves its
position in the market for higher processed and refined products. If it continues to have only
indirect dealings with the international market, however, it risks becoming too dependent on
too few partners. The problem for the firm here can be that, if it becomes too active in the
export markets and carries out more export functions itself, Firm D will cut it off from a large
portion of its business. Furthermore, product development is extremely cost consuming,
which is precisely why the use of its limited resources in this area, rather than in the building
up of a sales organization, has helped give the firm its niche advantage over competitors.
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Firm F - branded product, private label, and subcontractor

With sales of DKK 2.1 bn, 80% of which is exported, Firm F is one of the heavyweights in its
line of business in Denmark. Previously, the firm was a big supplier and producer of low
processed products - especially originated from three types of raw products. These are still
very important, but the firm now keeps a larger share of the added value for itself, since an
increasingly smaller proportion is sold to other producers for further processing.

Today, the industrial market takes about 20% of sales, while the catering and retail markets take
40% each. This tendency has accelerated since 1990, when the firm bought a rival producer
with a completely different range of products adapted to the consumer and catering markets.

The firm sells under a single brand in the industrial and catering markets (by which the firm is
also known in the Danish retail market) and sells under a number of different brands in the
retail market22. 70% of sales in the retail market are "private label", while the remaining 30%
consist of six own brands. The firm is therefore a big private label producer, and it puts
profitable production and good relations with its customers first rather than capitalising on the
reputation of its own brands23.

While the firm sells products over most of the world, it concentrates on markets with a great
purchasing power, a sufficiently large population, and a large consumption of the firm's
products. Japan is by far the most attractive market, followed by France, Italy, Spain, and to a
certain extent, the USA. The firm's western markets are expanding at a furious rate, because
its products are very popular with consumers on account of their low calorie content. The firm
is therefore very selective in choosing its markets, and has no intention of marketing its
products worldwide since it is much too costly to cover peripheral markets compared with the
sales potential of these markets.

At the time of the interview, the firm had subsidiaries in seven countries, three of which were
outside Europe. More are planned in western markets in the coming years. This is a result of
changed market conditions, since there is a greater tendency in the retail market to want to
buy directly from the producer.

Competition in the market is extremely tough. The trade has traditionally been of great
importance in Denmark, with a lot of both large and small firms, but the present low earnings
potential has left its mark, and only three firms now have a positive equity capital. In the
international markets, where the real money is, competition is also hard, since here there are a
lot of much bigger firms. The respondent puts it like this: "They are ten times as good and
hard to beat, because it's hard to make products which can match their production prices."
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activities of the parent company. The brands and percentages referred to therefore only apply to the firm's original products -
not to those which the firm has acquired as a result of the takeover. Products are still sold via the other firm, even though an
integration of the two sales organizations is under preparation.
23 Among other things, it was knowledge of the brand that led to the firm being chosen to represent brand producers in this
study.



Firm F has tried to compensate for this partly by investing in the most up-to-date production
technology and partly by means of a different organizational strategy than other firms.

What is special about Firm F, therefore, is that, compared with both national and international
competition, it has special access to raw materials of a particularly high quality - in a market
where these are in short supply. It is therefore more vertically organized, whereas its
competitors are horizontally organized. This form of organization is unique in the industry,
since there are no other firms who both control their own resources in the form of access to
raw materials, control the raw material's path to the firm, control the raw material's
production, and also control sales. Its competitors have to buy their raw materials on the open
market, and therefore concentrate either on procuring or on producing or selling the product.
Furthermore, the firm's special organizational form enables it to carry out a comprehensive
quality control throughout the whole process - something which customers increasingly value.
Another advantage of this special organizational form is that the firm is able to guarantee
customers reliable supplies and steadier prices.

The special raw material situation in the industry means that, in the industrial market, the firm
is in the extremely fortunate situation that global production is going down at the same time
as consumption is going up. The firm's industrial products sell like hot cakes, and it daily
receives customer enquiries from foreign import firms.

Notwithstanding the attraction of the industrial market, however, it is the retail and catering
markets which are the more interesting, because it is in these markets that the greatest profit
can be obtained. The takeover of the rival producer is thus expected to have enormous
strategic significance, since here the firm has bought a producer who is partly a large buyer of
raw materials and partly a producer with a great deal of experience in product development
for both the consumer and catering markets, eg special cuts, breaded products, and marinated
products. The other firm has also recently started up a production of pre-cooked meals, and is
getting more and more involved in the production of "convenience products", since there is
expected to be a huge growth in demand for these types of products in the future, both in the
consumer and catering sectors.

The firm sells its more processed24 products especially in Denmark - not because Denmark is a
special test market, but because the firm knows the habits of Danish consumers best. According
to the respondent, processing is "closely bound up with culture, so it is no surprise that the firm
has come furthest with this in Denmark". Highly processed products are also sold on the im-
portant Japanese market, however, but this is attributed partly to the firm's great experience of
this market and partly to the fact that it was the Japanese customers themselves who initiated it.

In general, therefore, the respondent claims that, in addition to a strategic choice, the sale of
processed products abroad has largely been accidental. It often takes years to penetrate a
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foreign market. What matters most, therefore, is having the right contacts at the right time and
being lucky enough. The respondent has the following comment: "Things often happen 'by
chance'. A supermarket chain phones because one of our products has caught its eye, and then
suddenly you have the chance of selling several hundred tons worth. In that way you gain a
foothold in the market with a well-processed product." 

The firm is putting a lot of effort into cooperating with others, but it is very difficult to get new
customers in the international markets. This is because the risks are greater for both partners
when they know so little about each other. The customer is unsure that the supplier is the right
one, and vice versa for the firm. It can easily take 1-2 years to acquire a big foreign supermarket
chain as customer. The firm thus presents itself as a long-term partner, and once it gets the
relationship on a proper footing it is often of considerable and long-lasting importance.

The firm's relationship with its partners is one of mutual dependence. There is an accelerating
tendency in the market towards the concentration of both retailers and producers. In other
words, once a customer has chosen a supplier, it often has no other choice but to continue
with that supplier, because there are unlikely to be others who can supply a similar product
range in the same quantities. And in the event that alternative suppliers could be found, it
would be an enourmous effort to agree on price, supplying, and quality control conditions for
a whole range of products. More often than not, therefore, purchasers use their regular
suppliers from force of habit.

The firm rarely develop products "by chance", but first and foremost in collaboration with its
big customers. This is a cheap way of developing products, because the customer is automati-
cally part of the process. Firm F has not been able to carry out all the necessary product deve-
lopment itself, since the costs of doing so are extremely high. It has therefore only started a
few projects itself, eg within what is known as "functional foods", which are foodstuffs with a
medicinal function.

The development of new products takes place as an interaction between Firm F and the
customer in question, in the form of "flying prototypes". Customers are often very uncertain
about what they want, because the market for highly processed products - pre-cooked meals in
particular - is so new. The customer is therefore easily influenced, which makes it easier to
agree on the right price and the right terms of delivery. On the other hand, the customer can
often tell the firm what is unlikely to succeed in a particular market. In this case, therefore,
there is also an exchange of "sticky information", though of a more uncertain nature, since
customers are unsure of end users' desires and needs.

The firm mostly deals with few, but big, customers, who are served by the local personnel in
its subsidiaries25. The firm's strategy in the retail market is to restrict itself to the 10 biggest
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personnel abroad and partly because of bad experiences of this: Danish personnel have another way of doing business. Many
Danes seem to labour under the misconception (because of their Danish mentality, knowledge, attitudes, etc) that they can do
business with foreign customers from day to day. But they cannot. It requires much more knowledge of local conditions than
they can ever hope to have. As a Dane, one can hope to do no more than be in overall charge and act as a point of contact
between the customer’s desires and production at home.



chains - it is not interested in the smaller chains because the costs far outweigh the benefits. In
other words, the firm precludes a lot of potential customers from the start, because there is no
volume in it. The firm is particularly satisfied with its English partners/customers, since these
are way ahead as regards "private label" products. Together with its Japanese customers, these
firms are invaluable "sparring partners" in Firm F's product development.

The question is, what is Firm F's intercultural competence in relation to these market con-
ditions? There is no doubt that access to high-quality raw materials is extremely important.
This, together with modern production methods and a concentration of marketing in the retail
and catering sectors, has enabled the firm to make contact with many new customers. And
setting up subsidiaries has been of enormous importance in maintaining these contacts. This
can be seen from the sales figures, which more than tripled between 1985 and 1991.

The strong push into the retail and catering markets has forced the firm to be more aware of
cultural heterogeneity. As mentioned above, however, higher processed and refined produc-
tion has come furthest in Denmark, which is precisely because this is the firm's home market.
It has tried things out in the Danish market in order to test its product development ability -
not to earn more money, because there are no profits to be made in Denmark. Until Firm F
acquired its rival, therefore, it had isolated itself from cultural heterogeneity to a certain
extent, since most of its sales to export markets consisted of fairly standardized products
which were either sold under its own brand to the catering market or as "private label"
products to the retail market.

A number of changed market conditions now seem to be pushing the firm in other directions,
where the cultural heterogeneity is greater. In general, the markets for the industry's products -
especially higher refined/processed products - are expanding. At the same time it is becoming
more and more difficult to obtain supplies of raw materials - also for Firm F, which can force
it to try to obtain a greater share of the added value of those raw materials it can procure.

The firm has done this in two ways: partly by the takeover of its competitor, which precisely
has a wide range of more refined and processed products, and partly through the firm's pro-
duct development, eg in collaboration with Japanese trading houses and companies. In other
words, the firm has acquired experience of product development for a foreign culture.

Until now, processing for foreign markets has been somewhat as hoc, and has been dependent
on having the right contacts at the right time, together with a good portion of luck. Now,
however, the firm has made a strategic choice to move into this area, which is where its long-
term relations with a number of partners can begin to show their worth.

This change can be expected to put other demands on the firm's intercultural competence.
Customers' uncertainty - especially as regards "convenience products" and pre-cooked meals -
will thus make heavy demands on the firm's intercultural competence in future. In many ways,
the firm's situation vis-à-vis cultural heterogeneity resembles that of Firm B, since it requires
the firm, together with its partners, to try to understand and exploit the different food
traditions in its various markets. The difference between the two firms is that, while Firm B -
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without the assistance of competitors - has to try to change and increase a given market's
consumption of its product, Firm F must first try to understand the market's need for its
products if it is to exploit the market's growth potential and keep a greater proportion of the
added value before its much larger international competitors do. Above all, Firm F must be
able to intercept some of the cultural information which its partners can contribute so that it
can develop its talent for product development interculturally, thereby becoming a credible
and creative partner to customers (retail chains) who are themselves uncertain about what
their own customers (end-users) want.
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