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ABSTRACT
This paper examines the influence of network relationships on the
internationalization process of Korean SME, using a single case study
approach on the automotive component industry. The study applied a
business network internationalization process model which integrates the
traditional models of incremental internationalization with the network
perspective. The findings show that the internationalization process of
Korean small automotive component firm passes through three phases based
on the degree of insidership. The relationship with the major partner impacts
firm’s network extension process, network position, and process of
overcoming liability of outsidership. The paper provides an empirical study
on the case of partnership between large and small firms through a lens of
stage and network perspectives.
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INTRODUCTION
In spite of the importance of the small and medium sized companies to
economies, the focus of research on the internationalization process has been
large firms. However, SMEs which are likely to possess limited capabilities
and resources do internationalize and may rely on their ability to
internationalize their operations (Luostarinen, 1989). Also, Welch and
Luostarinen (1988) argued that the lack of resources such as foreign market
knowledge and experience can be overcome by establishing business
networks with distributors and customers. Since then, researchers have
recognized how much important business network relationships are to the
internationalization process of firms (Axelsson & Johanson, 1992; Bell, 1995;
Björkman & Forsgren, 2000; Blankenburg, 1995; Ellis, 2000; Johanson &
Mattsson, 1988; Johanson & Vahlne, 1992; 2003; 2006; 2009; McDougall,
Shane & Oviatt, 1994; Salmi, 2000). In addition to that, currently, the
number of joint overseas expansion in Korea between large firms and SMEs
has been increased.
The aim of this paper is to understand how the firm’s network relationship
affect the internationalization process of Korean SME and to examine how
the firm’s network position develops from outsidership to insidership. The
research analyzes the entry process of an SME through a business network
1

model of the internationalization process examining how an SME develops
network position and overcomes liability of outsidership.
Compared to other theories such as FDI theory and resource-based
perspective, a business network model of the internationalization process,
which integrates the network perspective, is appropriate to explain dynamic
international involvement of firms, especially to smaller firms. Indeed, FDI
theories say little about the processes and have limits to analyze dynamic
process, assuming that decision-makers have access to perfect information.
That is, this theories deal to little or no extent with knowledge translation
(Choi, Eriksson & Lee, 2003).
Thus, internationalization process theory and the network perspective can
better explain how firms enter foreign markets through networks and
knowledge translation based on bounded rationality of decision makers.
Since SMEs have limited resources, this approach can work better. However,
there is a lack of empirical studies on how SMEs actively find, use and enter
networks that facilitate internationalization (Hilmersson & Jansson, 2012).
Exceptionally, Coviello and Munro (1997) suggested models of how SMEs’
networks evolve during the early stage of internationalization. Another study
by Hilmersson and Jansson (2012) focused on how SME takes up insidership
positions in different institutional foreign business networks.
2

This paper found that Korean-based suppliers of automotive components
that have network relationship with large firms pass through three stages for
internationalization process. Each stage of the process has different
properties. In sum, the firm internationalizes from outsider to insider in
relevant networks, as network relationship gives business opportunity and
market knowledge in foreign networks and in order to demonstrate its
commitment to the relationship with the partner who wants the firm to follow.
Based on the findings, the paper offers in-depth empirical research on the
internationalization of Korean small firm, examining the process and the
network perspective at the same time for the case of partnership between
large and small firms.
The rest of the paper continues with a discussion on internationalization
studies. Then, in order to explore the process of how an SME actively
overcomes the liability of outsidership and reaches an insider position in the
network, the paper concentrates on analyzing the Johanson and Vahlne’s
(2009) business network internationalization process model with notion of
the network position, the liability of outsidership and entry process.

3

I. LITERATURE REVIEW

A number of reviews have regarded the internationalization process of the
firm as a process of increasing involvement in international markets, since
Welch

and

Luostarinen

(1988)

analyzed

the

evolution

of

the

internationalization concept. Nevertheless, a single, universally accepted
definition of the term “internationalization” remains elusive (Young 1987;
Welch & Luostarinen, 1988; Whitelock & Munday, 1993). According to
Coviello and McAuley’s (1999) review of internationalization studies, the
literature can be indentified into three individual schools: 1) the economic
schools of Foreign Direct Investment (FDI) theory, 2) the behavioral school
of the Establishment Chain (Stage) models, and 3) the relationship school of
the Network perspective. Traditionally, major schools of internationalization
studies have been an economic school and a behavioral school (Benito &
Welch, 1994). From the view of economic school, internationalization is
regarded as a pattern of investment in foreign markets explained by strong
rational economic analysis of internalization, ownership, and location
advantages (Williamson, 1975; Dunning, 1988).
A second view of internationalization, called Establishment Chain models,
from a behavioral school is an ongoing process of evolution (Melin, 1992)
4

where the firm expands its international involvement as a function of
increased knowledge and market commitment (Johanson & Vahlne, 1977).
That is, unlike economic approaches that seek to explain entry mode choice
and international production, such as internalization theory and the eclectic
paradigm, the internationalization process tradition is based on behavioral
views about human behavior and decision-making (Welch, Benito &
Petersen, 2007). From this point of view, internationalization is
conceptualized as the path-dependent sequence of market entries over time,
not the sum of discrete entry mode choices (Welch & Mantymaki, 2013).
A more recent field of internationalization research is also process-based
view, even though it uses the network as the starting point as a framework
for analyzing firms which are embedded actors in business networks
(Johanson & Mattson, 1988; 1992; 1993; Sharma, 1992). This third school
focuses on firm behavior in the context of a network of inter-organizational
and interpersonal relationships (Axelsson & Easton, 1992). Such
relationships can include customers, suppliers, competitors, private and
public support organizations, family, friends and so on. Organizational
boundaries therefore incorporate both formal and informal relationships.
In addition to three schools, there are also other approaches to
internationalization. For example, a resource-based perspective on
5

internationalization is a currently emerging area. Penrose (1966) and the
resource-based view (RBV) (Barney, 1986) assume that resources are
heterogeneous, and that these idiosyncratic resource bundles lead to value
creation, regardless of market conditions. From the RBV, fundamental
drivers of the performance and sustainable competitive advantage needed for
internationalization.
Also, entrepreneurship (Oviatt & McDougall, 1994; 2000; Antoncic &
Hisrich, 2001) is a new emerging research area in SME’s internationalization.
This approach is suitable for analyzing rapidly internationalizing firms where
entrepreneurs and major managers play an important role (Reid, 1981;
Andersson, 2000).
In this paper, each of the Establishment Chain (Incremental) models and the
network perspective will now be discussed, leading to the review of
combined approach between the process-based view and the network
perspective, i.e. a Business Network Model of the Internationalization
(Coviello & Munro, 1995; 1997; Johanson & Vahlne, 2009).

1. The Establishment Chain Models of Internationalization

The Establishment Chain models draw on organizational growth, behavior
6

and learning theory to capture internationalization, and generally insisted to
be more dynamic than FDI theory (Young, 1987; Johanson & Vahlne, 1990;
Melin, 1992). There are a number of stage models with Johanson and
Vahlne’s (1977) model which is the most commonly cited framework. In the
mid-1970s

researchers

at

Uppsala

University

developed

the

internationalization process model, referred to as the Uppsala model. It
suggests that firms’ international involvement occurs incrementally and is
influenced by increased market knowledge and commitment. Based on their
empirical observation of Swedish companies, firms frequently began
internationalizing with ad hoc exporting. And they would subsequently
formalize their entries through deals with intermediaries like agents. As sales
grew they replaced their agents with their own sales organization and began
manufacturing in the foreign market to overcome the trade barriers. Another
feature of the pattern was that internationalization began from foreign
markets where were psychically close, i.e. market having similar culture,
language, political systems and trade practices. This in turn enhances their
foreign market knowledge so that firms increase foreign market commitment
and expand to more ‘psychically distant’ markets. Overall, the Johanson and
Vahlne’s Uppsala model illustrates how managerial learning leads
internationalization. At the same time, the model captures manifestations of
7

the process in terms of market selection and the mechanisms used to enter
foreign markets (Coviello & Munro, 1997).
In a review of contemporary empirical research on small firm
internationalization through stage models, Covilello and McAuley (1999)
indentified five studies. First, Dalli (1994) examined export strategy as a
developmental process towards overseas markets and found that firms can
exploit multiple strategies within each phase. The conclusion broadly
supports the stages model of internationalization, but need future models of
export analysis to allow for dynamic analysis. Second, Hyvaerinen (1994)
examined the internationalization process in terms of commitment,
internationalization patterns, and innovation. He found a gradual
internationalization process based on Luostarinen and Welch (1990), but
confirmed the particular importance of imports in initiating the Finnish
SME’s internationalization process. Third, Bell (1995) examined the
concepts of Psychic distance and Geographic distance were not supported,
with market selection influenced by client followership, the industry’s trend
to collaborate, and so on. Findings of his analysis do not support incremental
internationalization, and although firms exhibit increased commitment to
export, this is manifested by entering new markets rather than increasing FDI
in established markets. In conclusion, he suggests that the network approach
8

better explains the frequently non-linear behavior of such firms. Forth,
Chetty and Hamilton (1996) attempted to explain the causal processes of
exporting in owner-controlled firms based on Reid (1981)’s stage model.
Findings support for Reid (1981), including support for the concept of
psychic distance. Fifth, Harold, Gankema, Snuif and Zwart (2000) examined
SME internationalization over five years to evaluate the relevance of
Cavusgil’s (1980) stage theory, finding that stage theory holds for SMEs but,
within conditions. They support a growing degree of international
involvement, however some firms leap frog stages and others stop the
process prior to full commitment.

2. The Network Perspective

Based on the Uppsala model, Johanson and Vahlne (1990) evolved an
examination of the internationalization process by applying a network
approaches. As defined by Axelsson and Easton (1992), a network can be
defined as sets of two or more connected exchange relationships.
From

the

network

perspective,

internationalization

rests

on

an

organization’s set of network relationships rather than a firm-specific
advantage. Thus, externalization occurs. The network perspective provides a
9

complementary view to FDI theory since the latter does not account for the
role and influence of social relationships in business transactions
(Granovetter, 1985). Also, internationalization decisions and activities in the
network perspective emerge as patterns of behavior influenced by various
network members, while FDI theory assumes rational strategic decisionmaking. According to Johanson and Vahlne’s (1992) study, the network
perspective provides a more multilateral element to internationalization,
compared to the stage models which introduce the unilateral process. Also,
they found that although foreign market entry is a gradual process,
supporting the 1977 model, it results from interaction, and the development
and maintenance of relationships over time. These findings support Sharma
and Johanson’s (1987) review which found that technical consulting firms
operate in networks of connected relationships between organizations, where
relationships become bridge to foreign markets and provide firms with the
opportunity and motivation to internationalize. Along with these studies,
Johanson and Mattsson (1988) suggest that a firm’s success in entering new
international market is more reliant on its relationships within current
markets than on market and cultural characteristics.
Certain studies of internationalization from the network perspective are also
stressing the potential role as well as the importance of networks especially
10

in smaller firms (Lindqvist, 1988; McDougall, Shane & Oviatt, 1994; Bell,
1995; Hansen, Gillespie & Gencturk, 1994; Hara & Kanai, 1994; Coviello &
Munro, 1995; Kaufmann, 1995; Korhonen, Luostarine & Welch, 1996).
For example, Coviello and Munro (1995) found that foreign market
selection and entry initiatives come from opportunities created through
formal and informal network contacts. Network relationships facilitate rapid
growth and actively influence the internationalization process and growth
pattern of the small software firm that they examined. Holmlund and Kock
(1998) also studied the impact of domestic business and social networks on
SME internationalization. They learned the domestic business network will
impact internationalization, allowing the SME access to information and
resources, and entry to a foreign business network. SME managers tend to
rely heavily on social contacts when looking for market information
(Holmlund & Kock, 1998).

3. A Business Network Model of the Internationalization
Process

Even though the network perspective and the stage model have been
developed somewhat independently, a number of studies began to consider
11

internationalization process with network perspective at the same time by
demonstrating the role of networks in the internationalization of firms
(Axelsson & Johanson, 1992; Björkman & Forsgren, 2000; Blankenburg,
1995; Gebert-Persson, 2006; Ghauri & Holstius, 1996; Johanson & Mattsson,
1988; Johanson & Vahlne, 2003, 2006, 2009; Salmi, 2000). A notable study
is conducted by Coviello and Munro (1997). They examined the impact of
network relationships on the internationalization process of small firms by
examining small software firms in New Zealand. The study empirically
integrates the traditional models of incremental internationalization with the
network perspective, which they found a better way to understand
internationalization patterns. They also found that network relationships have
an impact on foreign market selection as well as on the mode of entry in the
context of ongoing network process. They proposed models of how SME’s
networks evolve during the early stage of internationalization.
Since many researchers looked at networks in studies of internationalization,
Johanson and Vahlne (2009) finally decided that their original model needs
to be revised in light of such clear evidence of the importance of networks in
the internationalization of firms. They explain the way the firm actively
affects network position which is somehow overlooked in current research.
That is, in their revised model, they focus more on business networks as a
12

market structure in which the internationalizing firm is embedded and on the
corresponding business network structure of the foreign market. From this
point of view, the firm and its counterparts are mutually dependent with
mutual commitment for internationalization. These relationships must be
beneficial to the participants in the dyadic relationships otherwise they would
look to form other relationships (Schweizer, Vahlne & Johanson, 2010).

FIGURE 1.

The Business Network Internationalization Process Model

Source: Johanson & Vahlne (2009)

As Figure 1 shows, the 2009 business network model consists of two set
of variables: state variables and change variables. These variables affect each
other so that the model depicts dynamic processes. The more knowledge
firms have about each other, the closer their relationship. It leads to the fact
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that a substantial knowledge is unavailable to actors distant from the focal
firm so that opportunities are restricted to closer actors. And this may have a
positive or a negative impact on building trust and commitment. The second
state variable is the network position. That is, the firm with a good network
position enjoys a beneficial exchange with its partners.
In terms of the change variables, the model includes learning, creating and
trust building. Individuals engage in such actions the results of which are
made available as resources to the firms on both sides of a relationship,
although not necessarily symmetrically. The other change variable is
relationship-commitment decision to increase or decrease the degree of
commitment. A firm establishes itself in a network through these decisions.
Primarily, a focal firm makes a commitment change because of the first state
variable: Knowledge and Opportunities. For instance, when it learns that a
partner on the other side of the relationship is either unable or unwilling to
cooperate as desired.
So, the main idea of Johanson and Vahlne’s (2009) model was that firms,
when entering new markets, start by using relationships with firms that
already are included in the new markets or by building relationships with
firms in that market. And then, they use those relationships for learning about
the networks in the new market, building trust with firms in the network, and
14

creating new knowledge in interaction with firms in the network (ibid.).
Much of that interaction is concentrated on identifying and developing new
business opportunities to be exploited. The firm learns about and builds
positions in the new market’s business networks (ibid.).

3.1. Network position

Based on the network approach, internationalization is the outcomes of
firm’s actions to establish relationships by strengthening network position
(Johanson & Vahlne, 2009). The network position can be defined as the
degree of insidership (ibid.). The degree of insidership is getting high, as the
firm gets more integrated in the network. Also, it is related to competitive
position. As the firm has more control of the network, it is likely to be higher
degree of insidership.
Firms establish new positions, develop old positions, or enhance the
coordination between positions in different country-based networks
(Hilmersson & jansson, 2012). As networks do not have border, the
distinction between entry and expansion in the foreign market is less relevant,
given the network approach of the revised model (Johanson & Vahlne, 2009).
According to the Johanson and Vahlne’s (2009) updated model, a firm that
15

does not have a position in a relevant network is an “outsider”. Whereas an
SME that has a well-established network position is an “insider” that benefits
from tapping knowledge and information from its network in order to
strengthen its position.

3.2. Liability of outsidership

If a firm tries to enter a foreign market where it has no relevant network
position, it will suffer from the liability of outsidership and foreignness, and
foreignness complicates the process of becoming an insider. They also insist
that outsidership makes it impossible to develop a business, and yet
somehow the internationalization process begins. They insist that insidership
in relevant network is necessary for successful internationalization.
In the study of Eriksson, Johanson, Majkgard and Sharma (1997), they
insist that lack of institutional market knowledge and lack of business
knowledge require different amounts of time to overcome, and have
dissimilar effects on the perceived cost of internationalization.
A lack of institutional market knowledge - that is, lack of knowledge about
language, laws, and rules – has to do with the liability of foreignness. Lack
of business market knowledge is related to a firm’s business environment
16

that, according to the business network view, consists of the firms with
which it is doing business, or trying to do business, and the relationships
between firms in this environment. The lack of such market-specific business
knowledge constitutes the liability of outsidership. That is, an SME that does
not enjoy an established network position in the relevant network faces a
liability of outsidership (Johanson & Vahlne, 2009).

3.3. Entry process

As networks do not have border, the distinction between entry and
expansion in the foreign market is less relevant, given the network approach
of the revised model (Johanson & Vahlne, 2009). Traditionally, the view of
entry, that is, overcoming various barriers, is becoming less important than
internationalizing undertaken to enhance a firm’s position in the network
(Johanson & Vahlne, 2003).
Network entering firms initially lack a local network position, suffering
from a liability of outsidership. This liability is mitigated by strengthening
the network position, which happens as firms learn, through their
relationships about the foreign counterparts, their preferences and various
business opportunities (Hilmersson & Jansson, 2012). Firms develop trust in
17

their counterparts, enabling them to further enhance the network position
(Johanson & Vahlne, 2009). This relationship development process takes the
entering firms from an outsider to an insider position. Along the lines
suggested by Ghauri and Holstius (1996), Hilmersson and Jansson (2012)
argue that the entry process concerns how relationships are developed with
actors in the local market network.

18

II. METHODOLOGY

The purpose of the research is to describe the process of how an SME
develops their network position from outsidership to insidership and to
understand

how

the

firm’s

relationship

and

network

affect

the

internationalization process of an SME. Then, the paper generalizes from a
case to the industry. This research employed the case study method to
identify detailed international growth process effectively.
Overall, case studies provide a unique and suitable means of sharpening
existing theory by pointing at gaps and starting to fill them (Siggelkow,
2007). Specifically, I conducted a single case study approach which enables
me to reach the necessary wealth of detail and completeness of the case data
required in order to understand the process of how an SME enhance the
network position. This methodology was considered suitable when the
research is related to a complex series of events that took a long time (Yin,
2003). Yin (2003) claims that case studies are useful especially to answer the
‘how’ and ‘why’ questions that research seeks to answer.
The firm selected for the case study was MYUNGHWA Ind. Co., LTD.,
which is one of the successful examples of cooperative growth between large
firms and small firms. The population from which the case firm was chosen
19

consists of Korean-based suppliers of automotive components that have
business relationship with buyers, especially large firms. Also,, this case
study of Myunghwa can be generalized for the relationship between Korean
car maker and automotive component companies due to the Korea’s
particular condition that will be discussed in following section. The firm
became medium-sized enterprise from the beginning as a small sized
company by Korean standards.
A longitudinal and historical perspective of the research was undertaken as
it was considered that the process of international involvement consists of a
series of foreign market commitments. As Harrison and Easton (1998) said
“any single case study can be regarded as a set of case studies at different
time periods”, single case study for the episodes of Myunghwa’s
internationalization is appropriate to apply the internationalization process
model from the business network perspective. There are preceding
researches in the internationalization literature for the undertaking of a single
longitudinal case study (Kinch, 2002; Fletcher, 2008).
Multiple sources of evidence were used by interviews and secondary
sources including company records of annual reports and homepage
information, articles and the report of National Commission for Corporate
Partnership (NCCP). The main source of data is from interviews. The
20

respondent of the interview was key personnel, the former managing director,
who was directly involved in decision-making for early stage of the firm’s
internationalization.

21

III. CASE STUDY OF KOREAN SME IN
AUTOMOTIVE COMPONENT INDUSTRY

Along with the discussion above, this section begins with characteristics of
industry and unique business trends of cooperative growth in Korea.
Understanding related industry and business environment is required prior to
analyzing the internationalization process of Korean automotive component
firm. Then, with a description of case firm; Myunghwa, international growth
processes of the firm will be presented with the impact of network
relationships on the internationalization process.

1. Industry Analysis

1.1. Characteristics of industry
Before we examine the case of Korean automotive component SME;
Myunghwa, we need to understand backgrounds of the related industries
which are Korean automotive industry and automotive component industry.
Automotive industry forms a great part of the Korean economy. The
industry accounts for 10.05% of Korea’s total exports and has recorded the
large trade surplus. Also, it is a promising industry as a benefited business by
22

KORUS FTA.
After IMF, Korean automotive industry has been realigned. Due to the crisis,
all the large automotive companies faced a trouble and were sold off except
Hyundai Motor. The competitive landscape of the industry has changed to
two national companies and three foreign-affiliated companies. Then, it has
continued to grow on the back of increasing domestic demand and foreign
export. But, due to the financial crisis in 2009, it experienced about 15% of
negative growth.
Among the automotive companies in Korea, Hyundai-Kia Motor accounts
for 75% of national automotive output as a leading company. In particular,
sales in developed countries, including USA, have been dramatically
increased as raising brand awareness of global consumers by continuing
quality enhancement and improving brand image as well as increasing local
production by completing overseas plants. In 2009, the total foreign
production of Hyundai-Kia was 1,886,714, up 29.7% over a year ago. The
ratio of their foreign production was 40.7% (Hyundai 40.7%, Kia 25.7%),
showing its increase of importance. In 2013, it has increased by 54.9%.

23

TABLE 1. Car Production Records of Hyundai and Kia in 2009

Source: Korea Automobile Manufacturers Association

Hyundai Motor is planning to construct the fourth plant in China and Kia is
also going to build a plant in Mexico on the basis of NAFTA. Hyundai has
founded overseas plants in USA, Turkey, Brazil, Russia, India, the Czech
Republic and China. Kia has overseas plants in USA, China and Slovakia.
This automotive industry is closely linked to the automotive component
industry in addition to steel, oil and glass industries etc. Especially,
automotive component industry has traded with global car makers on a large
scale. As national automotive companies’ status upgrades, Korean
automotive component companies gain more opportunities to go abroad.
Especially, Korean automotive component firms have carried forward a
global business in connection with Hyundai’s global strategy mostly.
According to Jeong and Jeong’s (2013) study, as soon as Hyundai Motor
24

took over Kia Motor in 2000, they did not buckle down to overseas plants so
that there were only 28 automotive component companies which carried out
joint overseas expansion along with Hyundai-Kia Motor. However, in 2011 a
total of 430 cooperative companies are running overseas plants based on
Hyundai-Kia’s global strategy. There are 277 cooperative SMEs in China, 60
plants in India, 40 plants in USA, 27 plants in Europe, 11 plants in Russia, 8
plants in Brazil and 7 plants in Turkey.
Considering the fact that Hyundai-Kia Motor is the only company to
establish local plants in foreign countries, joint overseas expansion can be
seen as benefit for SMEs which supply automotive components. Indeed, it is
not common for global car makers and its supply companies to go abroad
together.
In fact, Hyundai-Kia Motor ask supply companies to expand overseas
plants along with them. As a small and medium sized companies who have
limited resources, it is better to further internationalization based on major
customer; Hyundai-Kia Motor’s global strategy. In fact, it resulted in sales
growth of supply companies.

25

1.2. Trends of industry for cooperative growth

Car makers and automotive companies cannot help cooperating in business
each other inherently. However, there is big gap between conglomerate and
small firms, Korean government has tried to solve this issue through various
polices and measures for cooperative growth. This unique social
environment is also critical to analyze the entry process based on network
perspective, because it contributes to enhance the networks of industries as
well as companies. Thus, this section examines the trends of industry for
cooperative

growth

in

Korea,

followed

by

Hyundai-Kia

Motor’s

collaborative polices, which is a major partner of case firm,
In Korea, cooperative growth between large firms and SMEs has been to
the fore. Since Korea suffered from financial crisis in 1997, the polarization
between large firms and SMEs has been deepened and the effort of the
Korean government to solve this issue has been advanced.
Roh Moo-hyun administration in 2006 legislated for promotion of mutual
developing cooperation between large firms and SMEs. In 2010, Lee
Myung-bak government announced improvement measures for win-win
partnership and launched National Commission for Corporate Partnership. In
addition, Lee government amended Subcontracting Law in 2011. Currently,
26

Park Geun-hye government also announced that they will solve unfairness,
imbalance and irrationality of business for SMEs.

1.3. Hyundai-Kia Motor’s cooperative growth policy

So as to assemble a car, about 30,000 components should be supplied. Thus,
cooperative growth has been critical issue for Hyundai-Kia Motor, as
international competitiveness of cooperative companies is directly related to
the quality of car. It resulted in various program to support supply companies.
In 2002, they established the foundation of promotion for automotive
component industry to improve the quality of suppliers’ products. In 2006,
they even launched the cooperative growth office to set infrastructure for
cooperation and enhance trust between companies. In 2008, they concluded
fair-trade agreement and began running programs to support fund. Also, in
2011, they established a new organization for supporting R&D and export
expansion. Currently, they started to run cooperative growth portal from
2012. Especially, they enter overseas markets with automotive component
firms as they support export expansion policy.
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2. Case Description

Myunghwa was established in 1957 as the industrial purpose pump maker.
They began manufacturing oil pump for an automotive component from
early 1970s. At time of data collection, there are 536 employees and 6 plants
including foreign locations; China, India and USA. Annual turnover in 2011
was approximately 400 billion won. The firm is medium-sized enterprise,
after having experienced significant growth. The product lines ranged from
oil pump and water pump to auto transmission parts, brake hub, and so on.
From 1972, Myunghwa started the production of disc, drum and hub-brake
and water pump for Kia Motors and GM Daewoo. In early 1970s, Kia
Motors tried to localize the automobile parts so that proposed Myunghwa to
supply the automobile components for them. After few years, the firm also
started to produce oil pump. However, the initial partner of Myunghwa; Kia
Motors, suggested to develop independent technology of production of oil
pump beyond only producing the parts according to the design plans from
other companies. As a result, Kia Motors arranged a meeting with Ohmori
Tekkosho Co., Ltd for technical cooperation for oil pump in 1986. In
addition, the firm also tried to look for other companies which had better
technology for oil pump. Myunghwa firstly visited Small and medium
28

Business Corporation (SBC) to find relevant partner and then participated in
Frankfrut motor show. Finally, Myunghwa was able to contact with the
German company; Schwaebische Huetten Werke GmbH (SHW), and entered
into technical license agreement for oil pump. From this point, Myunghwa
obtained the oil pump design technology for the first time in Korea. Later,
SHW became the bridge between Myunghwa and Hyundai Motor,
introducing Myunghwa to Hyundai Motor for oil pump technology. Based on
advanced technology, the firm met the Kia’s needs and was able to supply
the products to the partner.
As the Asian financial crisis hit South Korea, the supply of the products to
Kia decreased so that finally the firm began to look for other business
partners other than the initial partner. Through this effort, the firm began to
enter new market such as Germany separated from the initial partner.
However, before that, firm entered the first foreign market with Kia’s
network. In 2005, the firm began to export products to other firms in USA
and Japan.
In addition, the firm established a plant in India and a sales office in USA
through the initial partner’s network and request, followed by the second
plant in China.
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IV. DISCUSSION

In this section, based on the literature mentioned above, the Hilmersson and
Jansson’s (2012) proposition was used partially for the entry process of
Korean firm. They found the three network structures found in different
phases of the network entry process. In order to complement this, the paper
also integrates Schweizer’s (2013) process of overcoming liability of
outsidership and Coviello and Munro’s (1997) conceptual framework for
better understanding.
As Myunhwa’s relationship with initial partner, Kia and Hyundai Motor
Company, has become closer, Myunghwa was able to get noble opportunity
for internationalization. In turn, it leads a stronger commitment decision, in
addition to learning, creating, trust-building activities. Myunghwa’s
internationalization process has been dependent on developing opportunities
than overcoming uncertainties, as the model suggests. Mainly the network
relationship

with

Kia

and

Hyundai

Motor

affects

Myunghwa’s

internationalization not only by following foreign markets to supply, but also
by facilitating the broad networks of the partner. For example, the partner
becomes a bridge for Myunghwa to other foreign firms which become new
buyers so that they can develop knowledge for technology and expand
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international involvement.
Myunghwa’s entry process can be divided into three stages determined by
network position, that is, the degree of insidership. Also, the criteria of the
process are referred to Hilmersson and Jansson’s (2012) study. They
proposed four characteristics of the each network structures; the degree of
insidership reached; the types of ties developed; the degree of coupling; and
the impact of network relationship on the each process. Throughout the
network entry process, the degree of Myunghwa’s insidership in the structure
is getting higher, having the more number of relationships, more
commitment to the partner. Based on these standards, Myunghwa’s
internationalization process can be divided.
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FIGURE 2. Network Position, Entry Process and Characteristics of the
Phase
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Phase 1: Low degree of insidership
During the first stage, as Hilmersson and Jansson (2012) suggested, the
firm tries to find a position in the business network and expand the network.
Initially, the focus of Myunghwa was domestic market with no intention to
internationalize. Myunghwa even had limited domestic market knowledge.
Indeed, the initial relationship with partner; Kia Motor was also to supply for
domestic market, establishing for product development. In this stage, the
goal of Myunghwa was to find a position in the business network and expand
its network ultimately. So, that is why Myunghwa actively participated in
concluding the technical cooperation with foreign firms through the Kia’s
network and request. It made Myunghwa reduce the liability of outsidership
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by developing product. Furthermore, the firm more actively looked for other
foreign partner based on the partner’s request. Thus, the role of network
relationships in this entry process is to gain information and knowledge
about product development.
In this phase, the degree of insidership is low, because the relationship
with the partner just began only for product development. It is characterized
by weak ties, in terms of the amount of time spent, emotional intensity,
intimacy, and reciprocity (Sharma and Blomstermo, 2008), looking for the
partners only for product development by the initial partner.

Phase 2: Intermediate degree of insidership
In the second stage of the entry process, the firm’s aim is to move forward
with partners that were explored in the establishment of network, and with
whom sustainable business can be developed (Himersson & Jansson, 2012).
During this phase, the firm more depends on networks to be insider of
foreign network position. The firm overcomes the liability of outsidership
through both product development and network expansion. The firm begins
to look for other business partners through accumulated knowledge and
experience they had in the previous stage. At the same time, however, they
enhance the relationship with the initial partner by increasing the
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international involvement. The partner also offers business opportunities to
the firm.
Therefore, the degree of insidership in formation of network is intermediate.
The network relationship affects not only product development, but also
firm’s foreign expansion. Also there are more ties than the establishment of
network. The firm has gained enough network experiential knowledge such
that new customers can be found. The phase is characterized by specific ties
that are growing stronger since the relationship with the initial partner is
growing stronger. That is, network relationship plays a role in firm’s market
seeking.

Phase 3: High degree of insidership
Finally, in the last stage, Myunghwa tends to be less reliant on initial
partner to seek new partners. The aim of this phase is to move on with those
partners with whom sustainable business can be developed, or develop new
partner (Hilmersson & Jansson, 2012). That is the firm overcomes the
liability of outsidership by gaining access to a new network, as Myunghwa
gain access to USA and Japan through Chrysler and Mitsubishi. The firm
conducts more commitment to the partner, founding plants and office. That is
the relationship between the initial partner and Myunghwa becomes closer
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than before.
So, the degree of insidership of this network is high. It is characterized by
strong ties, meaning that the firm cannot be easily replaced by other
competitors by the partner. Also, the network structure is tightly coupled. In
this

stage,

network

relationship

plays

internationalization and market expansion.
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a

role

in

firm’s

deeper

V. CONCLUSION

The paper mainly contributes to the network perspective of the
internationalization process by the entry process, which is a process how
SMEs establish insider positions in foreign network structures by reducing
the liability of outsidership. As firm move from outsidership to insidership
gradually improving their network positions, they pass through three stages
which have different characteristics. The role of network relationship is
different in each phase, as the firm reduces the liability of outsidership.
Also, the paper found that firm has different orientation toward
internationalization in each stage.
-

In pre-entry, the firm commences operations with no intent to
internationalize, focusing on domestic market.

-

During the first stage, an initial relationship with a large firm is
developed for the purpose of product development.

-

This relationship provides international experiences to look for other
foreign partners by themselves. At the same time, the firm tries to
enhance the relationship with the partner, expanding the markets.

-

At the final level, the firm’s aim is to tightly connect to the main partner,
based on trust, although the firm less depends on initial partner in terms
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of seeking new partners.

As Coviello and Munro (1997) concluded, network relationships affect
firm’s market expansion and development activities, including choice of
market and entry mode. The network relationship provides market
knowledge and potential opportunities to international markets.
For further studies, more empirical case studies in various industries can be
conducted. Also, future research may incorporate the perspectives of
multiple players in the network rather than just that of a single firm.
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국문 초록

이 논문은 한국 자동차 부품산업에 대한 단일 사례연구를 통해 네트워
크 관계가 중소기업의 국제화 과정에 끼치는 영향을 검토하였다. 이 논문
은 점진적 국제화 단계(Stage) 모델과 네트워크 관점을 통합한 비즈니스
네트워크 국제화 과정 모델을 적용하여 분석하였다. 연구 결과에 따르면
한국 자동차 부품산업 중소기업은 국제화 과정에서 내부화(Insidership)
정도에 따라 세 단계를 거친다는 것을 알 수 있었다. 이 때, 주요 파트너
인 대기업과의 네트워크 관계는 중소기업의 네트워크 확장 과정, 네트워
크 위치(Network position), 그리고 외부화에 따른 비용(Liability of
outsidership)을 극복하는 과정에 영향을 끼치게 된다. 이 연구는 네트워
크 관점과 단계적 접근을 통해 대기업과 중소기업 간의 네트워크 관계를
통한 국제화 과정의 특성을 분석하였다.
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