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ABSTRACT 
BACKGROUND: The general comprehension of the populace is that the continent of 
   Africa is very deprived. However, South Africa, the economic pow
   erhouse in the Southern African region, has a stock exchange that 
   rates amid the twenty largest in the world. With a well-developed in
   frastructure as well as democratic political system, the area has be
   come increasingly more unwavering for companies disposed to in
   vest. Reasons are cheap labour and availability of natural resources 
   where South Africa has an abundant supply. However, there are also 
   drawbacks to consider before investing in South Africa. Examples 
   can be high criminality, high HIV-prevalence, lack of skilled workers 
   and huge socio-economic disparities. Increased foreign direct in
   vestments and developed international trade can be means for South 
   Africa to accelerate growth and employment and thereby contribute 
   to a changed distribution of wealth and income in the country. 
 
PURPOSE:  The purpose with this thesis is to explore entering strategies of 
   Swedish-related manufacturing companies that have entered South 
   Africa.  

   As a purpose extension our intention also includes exploring the or
   ganizational structure used in the subsidiary and whether any cul
   tural circumstances affect the business climate.  

METHOD: In our thesis the method chosen is a qualitative approach with in-
depth interviews of people in, and associated to, Swedish-related 
manufacturing companies in South Africa. An interpretivistic and 
abductive perspective is used throughout the completion of the the-
sis.   

CONCLUSION: Our study indicates that motives for investing in South Africa are 
merely on behalf of market penetration and utilization of the nation 
as a springboard towards the Sub-Saharan market. The entering 
strategy most frequently used are acquisitions and the organizational 
structure is multinational with an ethnocentric staffing approach. 
No cultural divergences between Swedes and South Africans inter-
fere in the day-to-day business environment according to our study.  
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1 INTRODUCTION 

The introduction is a chapter where the reader will be initiated to the topic of South Africa as a nation for 
manufacturing investments as well as some general information regarding the performance of the country. It 
is concluded with our purpose of this thesis. 

 

“WHOEVER IS WINNING AT THE MOMENT WILL ALWAYS SEEM TO BE INVINCIBLE.” 

GEORGE ORWELL (1903 – 1950) 

1.1 BACKGROUND 

People in general see the continent of Africa as underprivileged. However, South Africa, 
the economic powerhouse in the Southern African region, has a stock exchange that rates 
among the twenty largest in the world (JSE, 2007). According to Exportrådet (2007b) 
South Africa has a stable democratic system with an international oriented economy and 
society that is comparable to several Western nations. According to Mazumdar and Maza-
heri (2003) South Africa has a fast growing middle class which is the part of the population 
that is starting to straighten out the South African social economy. However, for the vast 
preponderance the social economy is still an enormous predicament. There are numerous 
of concerns to address in order to solve the situation for most of the community. The na-
tion encounters difficulties like poverty and underdevelopment like other developing coun-
tries and CIA World Factbook (2007) states that South Africa also encompasses problems 
such as high unemployment rate, lack of economic progress in rural areas, huge socio-
economic disparities, lack of skilled workers, HIV-prevalence of about 21.5 percent and 
above that a high level of criminality. It can be assumed that increased foreign direct in-
vestments and developed international trade can be means for South Africa to accelerate 
growth and employment and thereby contribute to a changed distribution of wealth and in-
come in the country. 
 
Exportrådet (2007c) explains that foreign direct investment has been growing rapidly in 
South Africa the last decade and in the last five years the number of Swedish subsidiaries 
within manufacturing has been expanding from a handful to over 70. Exportrådet (2007c) 
further states that South Africa is in several ways a modern industrial country like the 
Western European nations and therefore acts like a motor in the Southern African region. 
According to Exportrådet (2007b) the benefit of choosing South Africa as a nation to in-
vest in can be a stable legal and political system, English business language and the same 
time zone as Europe which leads to no lost time for business. Exportrådet (2007b) further 
explains that negative factors that may influence companies not to chose to invest in South 
Africa can be a fluctuating currency, labour legislations and high entry barriers for starting 
up independent businesses. Mazumdar and Mazaheri (2003) state that development of the 
country’s industrial performance and efficiency is considered as a step in the right direction 
for becoming a developed state. If the native companies in the African manufacturing 
business would be able to progress from their undeveloped state, a cornerstone in the 
struggles to economic growth would be set. 

Krishna-Erramilli and Rao (1993) are of the opinion that the choice of entering strategy is 
of critical importance when establishing an operation in a foreign nation such as South Af-
rica. The success of the company may even be dependent on the selection of entering 
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strategy. Since this is of such significance it is important for the Swedish-related manufac-
turing companies to do cautious evaluations of the host country, i.e. South Africa, before 
entering the market. According to Gooderham and Nordhaug (2005) there are numerous 
tools for evaluating a market, for example Porter’s Diamond is a practical instrument. Hol-
lensen (2004) is of the opinion that entering strategies can be divided into two sub-groups, 
equity and non-equity strategies. These two groups have several different approaches which 
diverge in the amount of financial resources that have to be invested. 

When examining international businesses Bartlett and Ghoshal (1998) describe four varying 
structures that characterize cross boarder activities. The International, Multinational, 
Global and Transnational Organization all offers different views on how a company should 
be operated. The main differences between the four structures concern local responsive-
ness versus global efficiency. Perlmutter (1969) brings up another important issue that 
world-wide companies, for instance Swedish-related manufacturing companies has to re-
gard; the staffing of the foreign subsidiaries. The staffing can according to Perlmutter 
(1969) be done with three dissimilar attitudes; geocentric, polycentric and ethnocentric. 
These attitudes differ in the way of hiring managers in the subsidiary. The geocentric atti-
tude focus on hiring only locals while the polycentric attitude promotes the use of any na-
tionality. The ethnocentric attitude uses only home country personnel for the key positions 
in the subsidiary.     

1.2 PROBLEM DISCUSSION 

According to Exportrådet (2007b) there are over 300 Swedish companies located in South 
Africa and 70 of these are within manufacturing. This is fascinating since the fundamental 
factors of the business environment create an interest among a great amount of Swedish-
related manufacturing companies who willingly invest large amounts of capital in the na-
tion. This is even though it is considered to be a proportionally high risk location. When a 
Swedish manufacturer decides to expand it is furthermore appealing to find out the reasons 
why a certain country is preferred and how. When deciding upon location a variety of fac-
tors has to be considered, this makes it a multifaceted procedure. Different companies ex-
ercise diverse strategies; however the 300 companies mentioned above might all have had 
different objectives but they all ended up in South Africa. When entering South Africa 
there are opportunities and threats that have to be considered. These opportunities and 
threats vary among industries why generalizations including all industries are hard to ac-
complish. So how do these opportunities and threats influence the Swedish-related manu-
facturing firms establishing subsidiaries in South Africa?  

When a host country is selected the next concern arises, what type of entering strategy will 
generate the most positive and profitable outcome? There are several approaches to choose 
among and different companies in diverse situations require dissimilar solutions. Interna-
tional expansions are generally a difficult matter to address and when establishing a busi-
ness in an emerging market like South Africa the entering strategy is an important decision.  

After the entrance to the new market the company has to decide what type of organiza-
tional structure will suite the subsidiary most adequately. Different organizational ap-
proaches will determine how the subsidiary will conduct its business and in the long run, its 
profitability. The organizational approach furthermore includes the selection of interna-
tional staffing in the subsidiaries. Which organizational structure is then most frequent in 
Swedish-related manufacturing companies that are operating in South Africa?  
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The discussion above leads us to the following purpose:  

1.3 PURPOSE 

The purpose with this thesis is to explore entering strategies of Swedish-related manufac-
turing companies that have entered South Africa.  

As a purpose extension our intention also includes exploring the organizational structure 
used in the subsidiary and whether any cultural circumstances affect the business climate.  

1.4 FOCUS 

Prior to choosing a host country the company needs to recognize and evaluate their core 
competences and consider why they are deciding to start an operation in a foreign nation. 
Our thesis will however disregard these initial evaluations and starts when the company is 
looking for a suitable host country.  

The thesis is written from the Swedish manufacturer’s point of view as a foreign investor 
and therefore the macro economic benefits for South Africa will be excluded to a high de-
gree. It would have been interesting to study more or all industries and types of organiza-
tions, but the limited time and financial resources made this unreachable why we focus 
solely on manufacturing. The choice to focus on manufacturing is due to our own interest, 
but also due to the Swedish history of being a manufacturing country.  

The country based analysis will focus on South Africa.  

1.5 DEFINITIONS 

Swedish-related company - A company that is partly or fully owned by Swedish inves-
tors. 

Sub-Saharan region – Is in this thesis referred to the nations south of the Saharan dessert 
in northern Africa. However, the islands on the eastern coast of Africa are not included.   

Manufacturing companies - Companies that produce or assemble goods. 

Emerging market - Is used to represent new foreign markets that are now opening up to 
allow participation of foreign firms (Rutihinda, 1996). 

Foreign Direct Investment (FDI) – Capital investments in a host nation that involves 
management control of the operations invested in (Jones, 1996).  

1.6 THESIS STRUCTURE 

The structure of our thesis is shown in Figure 1-1. This is an arrangement made by the au-
thors in order to guide the reader through the different sections of the thesis. The frame of 
reference, analysis and conclusion will follow this outline and the empirical data collection 
was completed with this structure in mind. The first section concerns why and where for-
eign companies (in our case Swedish-related manufacturing companies in South Africa) in-
vest capital. The second section is describing which entering strategies are obtainable and 
which are utilized by the Swedish-related manufacturing companies in South Africa. Fi-
nally, the third section is describing what type of organizational structures can be facilitated 
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when operating a subsidiary in a foreign nation and which of these structures are used by 
the companies in our study.  

 

 

Why do foreign companies start 

manufacturing in South Africa?

How do companies enter the 
South African market?

What organizational structure is 
used for the subsidiary when 

operating in a foreign market?

 

FIGURE 1-1  THE STRUCTURE OF THE THESIS. 
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2 METHOD 

This chapter illustrates which methods were used when conducting our minor field study in South Africa 
during the summer of 2007. We argue for a qualitative research method for our study, hence this will be the 
focus. The method reflection will discuss some shortcomings of the chosen method.  

 

”IT IS IMPOSSIBLE FOR A MAN TO LEARN WHAT HE THINKS HE ALREADY KNOWS” 

EPICTETUS (C. 60 - 120) 

2.1 INTRODUCTION TO METHOD  

Field research facilitates the development of profound understanding of processes and 
people within the selected field of study (Cepeda & Martin, 2005). The main thought of our 
minor field study was to interview a number of Swedish-related manufacturing companies 
that were active in South Africa. We ended up with nine companies that we investigated in-
depth through interviews with people representing top management in the South African 
subsidiaries. Together with the theoretical study the empirical findings build the platform 
from which the analysis and conclusion was created. The minor field study was executed in 
South Africa from the beginning of June 2007 until the beginning of August 2007 with an 
entirety of eight weeks. During this period the interviews were conducted. Before leaving 
Sweden the theoretical framework was prepared in order to be well organized for the inter-
views. This was made in order to secure the quality of the interviews. 

Bell (1993) argues that there are several perspectives and traditions that use different meth-
ods of information gathering. A method is a tool, a way of solving a problem in order to 
gain knowledge. According to Holme and Solvang (1997) everything that can help achieve 
the goal can be called a method. The following criteria need to be fulfilled if the method is 
to be used in research and development studies: 

• There has to be a correspondence with the actuality that is being examined. 

• The information gathered needs to be systematically evaluated and selected. 

• The gathered information needs to be used in the most appropriate way. 

• The result needs to be presented in a way that other can control and revise the validity 
of the research. 

The result shall enable new knowledge and awareness about the circumstances one stands 
in front of so that this can lead to further research and development and moreover lead to 
increased understanding in the field of research.         

2.2 A QUALITATIVE APPROACH 

It is challenging to research actual happenings. It would be remarkable if there was only 
one research tool that could capture this reality. The latter sentence implies that there are 
several research models valid in the academic world. The two core models are the qualita-
tive and the quantitative research models. There are several examples of qualitative re-
searchers who use quantitative methods and quantitative researchers who use qualitative re-



 - Method - 

 - 6 - 

search methods (Bell, 1993). Cepeda and Martin (2005) explain that each research method 
has advantages and disadvantages and therefore no method is better than the other for all 
research purposes. These two models are different but they can be combined in the same 
research (Holme & Solvang, 1997). We have however only used the qualitative approach in 
our study since we aimed at in-depth knowledge about the subject studied. According to 
Darmer and Freytag (1995) one can roughly divide the two methods by saying that the 
quantitative techniques are trying to say something about few variables among a large 
number of respondents whereas a qualitative technique will have to take a large number of 
variables among a small number of respondents into account. Cepeda and Martin (2005) 
state that qualitative research is the collection of data in the form of words and statements 
and do not include statistics or quantification.  

Taylor (2000) states that the qualitative research approach is utilized by giving a stimulating 
meaning to the subject studied through involving the researcher directly or indirectly. The 
qualitative approach is not focusing on numbers but rather on the meaning and involve-
ment of the researcher. We aimed at being highly involved in the interviews through fol-
low-up questions in order to get an in-depth understanding of the topics discussed. Holme 
and Solvang (1997) are of the opinion that quantitative approach converts the information 
given into number and quantity and by doing so it is uncomplicated to do statistical analysis 
of the results. In the qualitative approach on the other hand it is the researcher’s opinion or 
interpretation that is essential to the result, for example interpretation of frame of refer-
ence, motive or social processes. Hyde (2000) states that the information used in a qualita-
tive research might include in-depth interviews and observations.  

We consider the choice of a qualitative approach as the most appropriate practice of fulfill-
ing our purpose since we conducted in-depth interviews about several multifaceted matters 
like for instance culture. Taylor (2000) explains that the qualitative research approach is 
utilized to enlarge the understanding of individuals in their usual environment that can not 
be objectively confirmed. We are of the opinion that in order to get the profound informa-
tion we were aiming at the respondents had to be interviewed with personal communica-
tion. Holme and Solvang (1997) state that the main strength with the qualitative approach 
is that it focus on the entire context. By focusing on the entire situation the researcher gets 
an augmented understanding of the logic and the social processes that is being examined.  

Our aim was not to gain statistical figures but to capture more of the entire context and 
therefore we deem that the respondents had to be able to receive and answer follow-up 
questions which would be lost in a quantitative approach. According to Taylor (2000) the 
qualitative research approach mainly includes personality variables such as attitudes, feel-
ings and emotions which will be vanished in the quantitative research approach. For exam-
ple, when we were asking for reasons why a company has chosen South Africa as a nation 
to invest in, we also expected to get the underlying and emotional reasons about this strate-
gic choice from the respondents. Crabtree and Miller (1999) are of the opinion that 5 to 20 
units is the typical sample size in a qualitative study. This of course varies depending on the 
complexity of the phenomenon one studies. Our minor field study ended up with nine re-
spondents which we deem is a sufficient quantity. 

2.2.1 INTERPRETIVISM 

Interpretivism is the understanding of the respondent’s subjective information while posi-
tivism is the researchers understanding of the respondent’s objective information (Cepeda 
& Martin, 2005). Eldabi, Irani, Paul and Love (2002) state that positivism is an approach 
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applied in quantitative studies and interpretivism is the approach used for qualitative stud-
ies. This is primarily due to that qualitative research is not concerned with the quantifica-
tion or measurement of the research but instead develop an understanding about the study.  
Alvesson and Sköldberg (2000) explain that interpretivism is providing various phenomena 
with content and meaning. A good interpretivistic approach forces one to think – and then 
rethink. This in order to build up knowledge in several steps. Interpretivism is build on 
conceptions of people, and in order to avoid being trapped by culturally shared meanings 
one should challenge what seems natural and self-evident. By starting the research in Swe-
den and then prolong it to South Africa, we had to think and rethink several times. Since 
the South African culture was different from the Swedish we found it obvious to question 
what seemed self-evident and natural to the respondents. Because we have chosen to aim at 
reaching a deep understanding of the subject through a qualitative method, the interpretiv-
istic approach was used.  

2.2.2 ABDUCTION 

Taylor (2000) explains that the deductive method is utilized in quantitative research and 
that the inductive method is used in the qualitative research. According to Cepeda and 
Martin (2005) the inductive method is built on deep understanding as an alternative of sta-
tistical comparisons of collected data. Hyde (2000) stresses that the inductive research 
method is a theory building procedure that initiates with observations of specific occasions. 
The method also seeks to establish generalizations about the researched occasion. The ba-
sis for generalization in a qualitative research is analytical, compared to the quantitative re-
search where the generalizations are statistical. Alvesson and Sköldberg (1994) state that the 
abductive approach is something in-between the inductive and deductive approach. When 
the inductive approach uses empirical findings and the deductive approach uses theory the 
abductive research approach uses both. The difference can simplified be explained through 
adding understanding in the abductive approach. Since we conducted qualitative research 
where we aimed at getting a profound understanding through both empirical findings and a 
theoretical framework, our method can be characterized as abductive.  

2.2.3 TRIANGULATION 

In order to get an accurate research result, triangulation is a commonly used methodology 
when conducting a qualitative study. Triangulation is used through collecting information 
from diverse sources which together will support each other and in the end form a conclu-
sion (Stake, 1995). Jack and Raturi (2006) are of the opinion that triangulation combines 
several research methodologies to study the same phenomena. Often the purpose of trian-
gulation is to obtain confirmation of findings through convergence of difference perspec-
tives. In our minor field study, the triangulation was made through the main semi-
structured interviews, through observing the manufacturing site and by communicating 
with staff in an informal manner. By doing the research in this explicit way, we increased 
our comprehension within our chosen field of research which eventually led to that our 
analysis as well as the drawn conclusions were influenced by the additional material. 

2.3 COLLECTION OF DATA 

There are two different types of collected data: primary and secondary data. Primary data 
refer to data collected by the researcher, whereas secondary data is previously collected for 
another purpose (Daugherty, 1974). We have collected the primary data through in-depth 
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interviews conducted in South Africa. The reason for only interviewing respondents in the 
subsidiaries in South Africa and not headquarters in Sweden is based on the fact that the 
decision to start manufacturing was in many instances made long ago. The actual decision-
makers are therefore not available for interviews any longer. However, we believe that the 
concrete country specific knowledge is within the subsidiary since they are the ones work-
ing in the environment on a daily basis. Additionally the employees of the subsidiary are the 
people working within the South African culture, hence they have a deeper understanding 
of this context compared to the decision-makers at headquarters in Sweden. The secondary 
data were obtained by books and articles from libraries in Johannesburg and Jönköping, as 
well as databases, such as Emerald Fulltext and J-Store.  

2.3.1 PRIMARY COLLECTION OF DATA 

Our primary data are collected through in-depth interviews with managers in several Swed-
ish-related manufacturing companies in South Africa. Gubrium and Holstein (2001) explain 
that in-depth interviews demand “deep” understanding and information. Deep understand-
ing in this context refers to the knowledge held by the respondents. The interviewer wants 
to achieve a profound level of knowledge and understanding. As an interviewer, one wishes 
to learn the meanings of the participant’s actions. In order to achieve the meanings, a help-
ful tool is the in-depth interview type. This is the reason why we have chosen to use this 
tool. In our case the respondents are the managers interviewed at the various companies.  

Denzin and Lincoln (2001) argue that interviews are classified according to how standard-
ized they are. The standardization refers to how structured the interview questions are and 
to what extent the respondent has the freedom to choose a subject to discuss, as well as the 
way they are discussed. A highly-structured interview means that the respondent has mod-
est freedom to choose the approach and subject to discuss, whereas low-structured means 
the opposite. Lundahl and Skärvad (1999) explain that interviews that are neither high nor 
low-standardized fall under the category semi-standardized or semi-structured interviews. 
An advantage with semi-standardized interviews is that more comprehensive answers can 
be received which will be comparatively uncomplicated to analyze (Holme & Solvang, 
1997). 

Since we have created predetermined discussion questions the interview is structured. 
However, the questions are open, which means that the interviewees have an immense 
autonomy to discuss the answers and follow-up questions in a manner that they sense is 
appropriate. The interview method that we used was therefore semi-structured or semi-
standardized. Due to the duration of the interviews, some parts of the interviews even had 
tendencies to be unstructured. This variation enabled us to reach the in-depth understand-
ing that we were aiming at. The questionnaire to the respondents was created with the pur-
pose and research questions in mind. This in order to get an empirical section that would 
match the frame of reference which was formed with the same mindset. Our intention was 
to create an understanding of the companies’ situation in the host nation seen from differ-
ent perspectives, for example cultural differences/similarities and business climate for for-
eign investors. The questionnaire can be viewed in appendices A and B.  

Crabtree and Miller (1999) are of the opinion that tape recorders and portable computers 
often appear as noticeable where a paper and pencil are more natural. Trost (1993) states 
that to utilize a tape recorder during an interview can generate a stressful environment 
where the respondent feels reserved and uncomfortable. In South Africa the power dis-
tance is high which means that even people in the upper management are reserved and 
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careful when giving opinions in interviews. With a tape recorder this would increase even 
more which would lead to a significant loss of information. Gubrium and Holstein (2001) 
state that handwritten field notes are of great importance for any research project. 
McKinnon (1988) argues that note captivating will increase the validity and reliability of a 
research. The above reasons are why we chose to write down our answers as an alternative 
of utilizing a tape recorder. One of the interviewers raised the questions and took jottings 
while keeping the dialogue running and the other interviewer was captivating more com-
prehensive notes. The discussion questions were e-mailed to the respondents in advance in 
order to assist with preparation. In order to secure the quality of the empirical findings the 
fair copy of the interview was printed soon after the occasion and e-mailed back to the re-
spondent for verification of the information. The duration of each interview was between 
two and six hours.    

2.3.1.1 RESPONDENTS 

Ackroyd and Hughes (1981) explain that respondents are chosen after different sampling 
principles. Our sampling principles were that the parent company had to be Swedish-
related and have a manufacturing subsidiary in South Africa, the respondent had to be ei-
ther the managing director or working with similar strategic operations. Two of the re-
spondents (Swedish Trade Council and Sanip) were added to our sampling principles since 
they were well-informed and had an ample understanding within the field of study. The 
reason for having these sampling principles was to accomplish our purpose in a valid and 
appropriate manner. The respondents were found through their home pages on the Inter-
net. In total 16 companies were contacted. Two were excluded due to lack of manufactur-
ing in South Africa. Two firms agreed to participate in an e-mail interview, but failed to de-
liver the answers in time to be presented in this thesis. Three respondents did not respond 
after several attempts. Out of the original 16, nine agreed to participate. The initial cover 
letter send out to the respondents can be viewed in appendix C.   

The attending respondents are presented below. 

 

SWEDISH MATCH SOUTH AFRICA (PTY) LTD.  

Johnny Ghosal: Managing Director.  

Personal Communication: 2007-06-18.  

Duration of interview: Six hours.  

Swedish Match is a manufacturer of tobacco including snus/snuff, cigars, chewing tobacco 
and pipe tobacco. They are also producing matches. The operation in South Africa manu-
factures snuff and pipe tobacco under the brands Leonard Dingler, BB and Brasant (Swed-
ish Match official home page, 2007). 

 

ALFA LAVAL SOUTH AFRICA (PTY) LTD.   

Håkan Rosengren: Managing Director. 

Personal Communication: 2007-06-25. 

Duration of interview: Four hours. 
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Alfa Laval is a manufacturer of equipment within liquid separation and process technical 
solutions. The South African operation has a diminutive manufacturing of details but the 
core business comprise service and after sales of sold machinery (Alfa Laval official home 
page, 2007).  

ASSA ABLOY SOUTH AFRICA (PTY) LTD.   

John Middleton: Managing Director. 

Personal Communication: 2007-06-26. 

Duration of interview: Six hours. 

ASSA ABLOY is a manufacturer of locks in all assortments and for diverse functions. The 
South African operation manufacture locks for doors, keys and padlocks for example 
(ASSA ABLOY official home page, 2007).  

 

GUNNEBO SOUTH AFRICA (PTY) LTD.   

Robert Hermans: Managing Director. 

Personal Communication: 2007-06-28. 

Duration of interview: Four hours. 

Gunnebo manufactures a selection of products within the field of security solutions. The 
South African operation manufactures safes under the brand of Chubbs (Gunnebo official 
home page, 2007). 

 

SANIP SOUTH AFRICA   

Fredrik Nord: Project Director. 

Personal Communication: 2007-06-29. 

Duration of interview: Two hours. 

Sanip is a project under Saab Aviation. The purpose is to handle the portfolio of National 
Industrial Participation (civil industrial offset) projects which are made after the sales of a 
number of Gripen airplanes to South Africa (BAE systems, 2007).  

 

SWEDISH TRADE COUNCIL SOUTH AFRICA   

Eva Shaw: Senior Project Leader. 

Personal Communication: 2007-06-29. 

Duration of interview: Two hours. 

The Swedish Trade Council is an organization created to support Swedish industry in for-
eign nations. The intention is to assist with strategic counselling at the different locations. 
The South African division is located in Johannesburg (Swedish Trade Council official 
home page, 2007a).  
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SCANIA SOUTH AFRICA (PTY) LTD.   

Richard Wårdemark: Director Delivery Centre. 

Personal Communication: 2007-07-13. 

Duration of interview: Two hours.  

Scania is a manufacturer of busses, trucks as well as industrial and marine engines. The 
South African operation assembles busses and trucks (Scania official home page, 2007).  

 

DENEL SAAB AEROSTRUCTURES SOUTH AFRICA (PTY) LTD.  

Bengt Savén: Deputy CEO. 

Personal Communication: 2007-07-23. 

Duration of interview: Three hours. 

Saab is a manufacturer of high technology aviation products. After the sales of a number of 
Gripen fighter to South Africa the company invested in several operations within the na-
tion as part of an offset deal. Denel Saab Aerostructures (Pty) Ltd. South Africa manufac-
tures parts for airplanes as well as assembles helicopters. The company is jointly owned by 
Saab (20 percent) and the South African government (80 percent) (Saab official homepage, 
2007).  

 

ATLAS COPCO SOUTH AFRICA (PTY) LTD.  

Hercules McDonald: Managing Director. 

Personal Communication: 2007-07-24. 

Duration of interview: Three hours. 

Atlas Copco manufactures equipment of industrial productivity solutions. Examples of 
products are compressed air and gas tools as well as generators. The South African opera-
tion manufactures products within mining consumables. (Atlas Copco official home page, 
2007) 

2.4 SECONDARY COLLECTION OF DATA 

Secondary data are information that has been collected earlier and for another specific pur-
pose (Lundahl & Skärvad, 1999). In our research the secondary data are collected through a 
literature study where both several libraries and databases were used. In order to develop a 
comprehensive view of the intended subject, a variety of literature was examined. This was 
necessary for many reasons: first, the authors had to get an understanding of the chosen 
topic, and second, the authors had to increase their knowledge in order to make the inter-
views rewarding. Examples of keywords when searching secondary data were: Entry mode, 
entering strategy, emerging market, international organization, South Africa manufacturing, 
manufacturing emerging market, qualitative, quantitative, interview, research, organization 
strategy, interpretivism, inductive, deductive, data collection, validity, reliability, trustwor-
thiness, primary data, and secondary data. 
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2.5 TRUSTWORTHINESS 

Kirk and Miller (1986) state that trustworthiness is the degree to which a result of research 
gives the equivalent answer, no matter how and when the research is carried out. The valid-
ity is the degree to which the research gives a truthful answer. McKinnon (1988) is of the 
opinion that validity regards the question if the researcher is studying the subject expressed 
in the purpose. Sapsford (1999) explains that validity refers to if the drawn research conclu-
sions are created logically from the processed data. In order to get validity in our thesis, the 
questions to the respondents were created in order to accomplish the purpose of the re-
search. From the answers given the authors were then able to draw logical conclusions. The 
same ensued with the secondary data which were chosen and written with the purpose in 
mind. This was done in order to try to stay within the aimed purpose. We claim that a simi-
lar result as ours would occur if other researchers would conduct a similar study under the 
same circumstances.  

McKinnon (1988) further explains that trustworthiness depends on the accuracy of the col-
lected data. Trustworthiness is the extent to which the same methods applied will lead to 
the same results (Sapsford, 1999). Kirk and Miller (1986) stress that it is unproblematic to 
obtain high trustworthiness with no validity at all. However, perfect validity would assure 
perfect trustworthiness. Sapsford (1999) argues that a common method of examining the 
trustworthiness is to use more than one source and compare their results.  

In our study this was achieved through using nine respondents, a wide range of secondary 
data and the utilization of two thesis authors. We consider that these factors augmented the 
trustworthiness of our thesis. In order to get a high trustworthiness the researcher also 
must rely on the information gathered. Since we interviewed top management of several 
organizations in our research, we argue that the trustworthiness is high among the respon-
dents. If someone else would do the same study using the same method, we argue that they 
would get similar outcome. The secondary data are considered trustworthy, since we used 
numerous sources from different databases and libraries. We do not see any substitutes for 
the respondents that would have increased our validity and trustworthiness. Moreover, we 
argue that the trustworthiness increased since the duration of our interviews lasted for up 
to six hours. This led to a deeper contact where both the interviewer and the respondents 
felt comfortable and relaxed.   

2.6 METHOD REFLECTION 

The interviews were conducted in the Gauteng Province in the north-eastern region of 
South Africa. One can argue that there might exist regional differences of cultural and stra-
tegic issues within South Africa. However, the aspect of the choice to solitary focus on this 
region is the fact that the majority of all Swedish-related manufacturing firms are located 
within the Gauteng Province.  

We tried to be as open minded and communicative as possible when we conducted the in-
terviews. The reason for this was the cultural differences that exist between the Swedish 
and the South African culture. If we would not be cautious, it would have been easy to 
make the respondents uncomfortable. Since we are from Sweden and our mother tongue is 
Swedish we had to be very careful with all explanations and translations in English in order 
to avoid misunderstandings. This is a dilemma all global researchers face and need to be 
aware of. What additionally needs to be remembered is that the headquarters are located in 
Sweden which might influence the respondents to some extent.   
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3 FRAME OF REFERENCE 

The frame of reference will focus on globalization, entering strategies, organizational structures and interna-
tional staffing approaches. The frame of reference is collected from libraries in Sweden and South Africa as 
well as from electronic scientific journals and databases. 

 

“ONE DOES NOT GAIN MUCH BY MERE CLEVERNESS.” 

MARQUIS DE VAUVENARGUES (1715 – 1747) 

3.1 WHY DO COMPANIES GLOBALIZE? 

Contemporary companies articulate a desire to be global. They have recognized that altera-
tions in the environment necessitate new strategic actions. The reasons for globalization 
differ depending on the company, but an intention to flexibility, responsiveness to custom-
ers, adaptation to the market and search of new innovations are typically common aims. In 
order to maintain and develop the company’s competitive ability, new markets have to be 
discovered (Kirkbride & Ward, 2001). Pan and Tse (2000) are of the opinion that an em-
phasize on location-specific factors must be considered, the significance of being close to 
the customers and situated in the right place, is of importance in order to be a successful 
competitor in the market. According to Dunning (1998) the awareness regarding location-
specific factors has been rising amid international firms. The location-specific factors rec-
ognize that domestic customers are more likely to buy from the same supplier internation-
ally (Ekeledo & Sivakumar, 2004). Sundaran and Black (1995) state that the four following 
reasons are the most vital for companies going abroad: 

• Exploiting worldwide markets. 

• Exploiting the opportunity of the firm’s product in the Product life-cycle (PLC). 

• Responding to the macroeconomic environment. 

• Exploiting the competitive advantage of nations. 

Sundaran and Black (1995) further explain that the reason for exploiting worldwide mar-
kets frequently depends on the fact that firms possess an advantage in for example prod-
ucts that are not available in the local markets. The opportunity for the company is to sup-
ply the new market with the differentiated product which leads to higher revenue. Gooder-
ham and Nordhaug (2005) explain that the exploiting of worldwide markets has been espe-
cially important for companies with a diminutive home market.  

According to Sundaran and Black (1995) the second reason mentioned above for going 
abroad is related to the PLC. When a product becomes mature in the home nation com-
petitors are entering the market which leads to price pressure. The requirement of lower 
manufacturing costs due to the lower profit margins and sustained market share issues has 
lead to increased interest in market expansion and relocation of production. The relocation 
to the new market may extend the life cycle of the product and the sustained market share 
may be reached by serving new geographical areas.  

According to Gooderham and Nordhaug (2005) the advantage for manufacturing compa-
nies are more apparent than for service-based firms. Parts of the manufacturing can be lo-
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cated in low-cost countries while some complex parts like research and development can 
be placed in another location where the knowledge and experience is greater. Sundaran and 
Black (1995) continue with explaining that responding to the macro economic environment 
refers to the: 

• Free flow of capital between nations. 

• Increased flow of information, communication and technology.  

• Reduced barriers to trade.  

The free flow of capital between nations was accomplished through improved access to fi-
nancial sources and hedging instruments which made it feasible for numerous firms to 
match their local currency worldwide. Increased flow of information, uncomplicated com-
munication and increased level of technology has enabled globalization since the virtual 
distance between the parent company and subsidiary has declined. This has led to less 
problematic monitor and control of the foreign business. Carim (1994) states that it is 
widely recognized that national borders are disappearing not only by technological revolu-
tions in communication and transport, but also massive capital flows in the global econ-
omy. Sundaran and Black (1995) mean that the reduced trade barriers refer to completed 
agreements among nations. Examples of these agreements that facilitate globalization of 
companies are the North-American-Free-Trade-Agreement (NAFTA) or the European 
Union (EU). According to Gooderham and Nordhaug (2005) the exploitation of a nation’s 
competitive advantage can refer to what raw material or reliable service providers can be 
found within the nation. Some companies are dependent on cheap raw materials or for in-
stance cheap electricity in order to deliver competitive prices to their customers which lead 
to relocation of manufacturing to areas where these competitive advantages can be found.  

Section summary: 

In summary the four most common reasons why companies choose to globalize are: take 
advantage of worldwide markets, make as large profits as possible over the lifetime of a 
product through introducing the product in different times over the world, respond to the 
macroeconomic environment and finally make use of competitive advantages of foreign 
nations. The reasons for globalization differ among companies and while one firm is seek-
ing low-cost labour another might seek closeness to a market.  

3.2 TOOLS FOR EVALUATING A HOST NATION 

De Wit and Meyer (2006) state that there are several tools to use when look at the threats 
and opportunities in the market and position a company in relation to the competitors. 
Some of the tools are custom tools for analyzing the external setting and an example of 
these tools is the PEST(EL)-analysis. There are a considerable amount of attributes that 
makes a country more attractive than others. Not only the price on labour or the set up 
cost of the factory has to be considered, characteristics like the logistical issues, political 
stability, vicinity to new markets and qualified workforce are all examples of essential as-
pects that needs to be reviewed.  

De Wit and Meyer (2006) further state that there must be a match between an organization 
and its environment where the internal strengths and weaknesses should align with the ex-
ternal opportunities and threats. The adaptation to the environment is a vital requirement 
for the success of any company. Pehrsson (2004) explains that when a actor has entered a 
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new market it is exceptionally difficult to compete with the already existing firms. For ex-
ample the fact that other firms on the market have established loyalties among customers 
will be a tough issue to deal with and needs to be cautiously considered when the evalua-
tion is completed. 

3.2.1 PEST(EL) 

The PEST(EL) analysis is an instrument utilized to analyze the external environment of a 
company in for example a host nation. PEST is an abbreviation of Political, Economical, 
Social and Technological. This was the original model which however has expanded with 
the letters E and L which stands for Environmental and Legal factors (Teare, Costa & Ec-
cles, 1998).  

According to De Wit and Meyer (2006) the political factor refers to that the company 
needs to consider dealing with responsible organizations for setting or influencing rules and 
regulations in the environment where the company is operating. Rutihinda (1996) argues 
that the political factors conclude in what manner the foreign company is able to exercise 
its recourses and capabilities in the foreign market. Examples of these organizations are 
governments and political parties.  

De Wit and Meyer (2006) explain that the economic factor refers to that there might be or-
ganizations influencing the macro economic environment in which the company operates. 
Examples of organizations that influence the macro economical environment are tax au-
thorities and central banks.  

The social factor includes individuals or organization that has an influence on values and 
beliefs for example media and religious organizations. Rutihinda (1996) explains that social 
factors determine which value adding business is best suited for the market. For example 
the availability of cheap labour may be the reason for choosing a certain country but if the 
labour force in this nation is not willing to work in the specific field of business the country 
might not be as attractive.  

De Wit and Meyer (2006) state that technological factors refer to organizations that de-
velop new knowledge for instance Universities and Research Institutes. These institutes are 
important for a nation since the general level of knowledge within the country depends on 
the quantity and quality of these establishments.  

The environmental factors refer to external surroundings of a company. An example can 
be how a company handles ecologically harmful waste. Miroshnik (2002) explains that 
managers in foreign companies regularly should monitor the environmental factors of a na-
tion, especially if they have a large impact on the environment. It is also advisable for man-
agers to monitor external environment for example surrounding countries since opportuni-
ties and threats can occur anywhere in the world in a rapid pace.  

Miroshnik (2002) continues explaining that the legal factors refer to legal traditions, effec-
tiveness of the legal system and treaties with foreign nations and patent trademark laws.  

3.2.2 PORTER’S DIAMOND 

The competition and sources of competitive advantage diverge between industries (Porter, 
1998). Sundaran and Black (1995) explain that there are four determinants for competitive 
advantages of a nation (see Figure 3-1):  
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• Factor conditions which refers to how a nation helps the firm to compete in a 
given industry.  

• Demand conditions which refer to what the local market is asking for in terms 
of price and quality.  

• Related and supporting industries which relates to the number of suppliers and 
other firms that is necessary for the company when it comes to conducting 
business. 

• Firm structure, strategy and rivalry which refer to the flexibility and strategy of 
the local firms which makes them successful competitors. Rivalry refers to if 
the local laws are stimulating increased rivalry.   

The four determinants in Figure 3-1 are known and referred by several authors as the Por-
ter’s Diamond after the strategist Michael Porter. According to Rutihinda (1996) the factor 
conditions in Porter’s Diamond relates to the availability of production inputs for example 
labour and infrastructure. Porter (1998) states that the number of factors in a nation is less 
important than the speed, of which new factors are created, upgraded and developed.  

Rutihinda (1996) explains that the demand conditions are normally determined by the pur-
chasing power and the level of industrial development in the market. Porter (1998) is of the 
opinion that three major parts is vital when observing the demand conditions of a nation; 
the composition of home demand, size and pattern of growth of the home demand and the 
mechanism by which a nation’s local attributes are spread to foreign markets.  

Related and supporting industries are a determinant that includes the presence of local 
suppliers or local industries that are needed in order to fulfil the operational production. 
Rutihinda (1996) further explains that another determinant for competitive advantage of a 
nation is the competitive conditions. The rivalry refers to the number and scale of competi-
tors selling similar or closely related products in the market. Porter (1998) stresses that 
strategy and structure is the context in which firms are made, organized and managed. The 
national advantage of a nation results from a collaboration between these attributes. Porter 
(1998) continues by stating that nations will likely be successful in industries where the fac-
tors of the Diamond are most favourable. However, not all firms within this certain indus-
try will be successful even though the factors for the nation might be satisfactory. A firm 
can achieve a competitive advantage based on only one or two of the determinants in the 
diamond but to get a sustainable competitive advantage all factors of the diamond need to 
be successfully fulfilled.  
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FIGURE 3-1  THE DETERMINANTS OF NATIONAL ADVANTAGE (PORTER, 1998, P. 72). 

 

Section summary: 

Before choosing a host nation the firm must evaluate their options regarding location. 
There are many different tools to use when evaluating possible nations to invest in. Exam-
ples of tools to use when examine a foreign market can be PEST(EL) or Porter’s Diamond. 
These models all treat different aspects that need to be considered before investing capital 
in markets previously unknown to the corporation. Examples of these aspects can be po-
litical factors, competitive advantage of the nation, existing rivalry as well as related and 
supporting industry within the nation.  

3.3 SOUTH AFRICA AS A HOST NATION 

According to Fielding (2001) it is usually a risky business to invest in emerging markets. 
South Africa is a country which has experienced a large proportion of political and eco-
nomical uncertainty in the past and, therefore, counts as an emerging market. However, 
Rodrik (2006) states that South Africa is one of the emerging markets with the lowest risk 
spread for foreign direct investors. 

3.3.1 THE POLITICAL AND ECONOMICAL ENVIRONMENT 

South Africa is the economic powerhouse in the Sub-Saharan region with a stock exchange 
rating among the twenty largest in the world (JSE, 2007). Frankel, Smit and Sturzenegger 
(2006) state that South Africa has a very developed financial sector, world-class corpora-
tions, a central bank with strong credibility, low budget deficits and low public sector debt 
levels. The success of making South Africa to a democracy likely depends on the economic 
growth.  

Kennes (2000) explains that globalization offers opportunities for developing countries but 
it also involves risk taking and challenges. To open up an economy is generally seen as the 
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key factor in order to take advantage of globalization and become better integrated to the 
world economy. The economic progress of many developing countries has shown that the 
integration to the world economy is not only highly possible but also highly beneficial for 
the nation. Carim (1994) states that the foreign direct investment play an important role in 
the South African economy. This since the growth levels needs to be attained in order to 
meet the needs of the population. Foreign direct investment will be needed for: 

• Utilize the available resources in the nation. 

• Introduce new technology. 

• Provide managerial skills. 

• Facilitate access to foreign markets.  

Rodrik (2006) explains that expansion of manufacturing in South Africa will be good for 
both the growth and employment which will eventually lead to an economically stronger 
nation. Morris (1997) states that South Africa is a dynamic investment location that offers 
several attributes which makes the nation especially attractive for foreign investors. First of 
all the country has a legal constitution that emphasise on democracy. According to Expor-
trådet (2007b) South Africa has a stable democratic system with an international oriented 
economy and society as well as a stable political system which encourage foreign invest-
ments. Rodrik (2006) is of the opinion that the African National Congress (ANC) has man-
aged to generate a stable, peaceful and racially balanced political environment with plenty 
of civil liberties and political freedoms after they took political control 1994 after the apart-
heid regime.  

The economic improvement in South Africa leads to an immigration of skilled labour 
forces from the rest of Africa. This may lead to loss of skilled workers in other African 
countries, but from the South African perspective the skilled personnel will help the nation 
to increase its international competitiveness (Lester, Nel & Binns, 2000).  

3.3.2 FOREIGN DIRECT INVESTMENT 

Increased foreign direct investments and developed international trade can be means for 
South Africa to accelerate growth and employment and thereby contribute to a changed 
distribution of wealth and income in the country (Fielding, 2001). Baur (2004) states that 
from 1986 to 2000 foreign direct investments in South Africa increased by 30 percent. For-
eign direct investment has been growing rapidly in the last decade and in the last five years 
the number of Swedish manufacturing subsidiaries in South Africa has been rising from a 
handful to over 70 (Exportrådet, 2007c). According to Baur (2004) the South African gov-
ernment has implemented several measures to increase the foreign direct investment in the 
nation: 

• Liberalisation of the market. Examples made by the government are crime reduc-
tion, increasing training to offer a competent and productive workforce. 

• Privatisation and business deregulation. An example can be the decision to recapi-
talise public enterprises and by doing so reduce state debt. 

• Competition Policy. An example is the Competition act where the government 
supports competition and reduces the monopolies.  
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• The pursuit of Free Trade Agreement. An example is a Free Trade Agreement writ-
ten together with EU to decrease the import/export fees between the two parties. 

Frankel et al. (2006) explain that foreign direct investment generally does not only help to 
raise a long-term growth, but also helps to reduce the probability of currency crisis. For 
emerging markets a currency crisis might be crucial why stabilizers such as foreign direct 
investment, are important.   

3.3.3 COMPETITIVE ADVANTAGES 

According to Morris (1997) South Africa is the most advanced nation in Africa and stand 
for 60-70 percent of all railroads in Africa, as well as generating 70 percent of the total elec-
trical power produced in Africa. Other advantages for international companies that invest 
in the nation are: English as a business language, a time zone which is the same as Europe 
which leads to no lost time for business (Exportrådet, 2007b).  

Morris (1997) explains that South Africa has a well-developed infrastructure with both air, 
land and sea transport which makes transportation less problematic compared to other Af-
rican countries. The well-situated geographical location makes the country well-suited for 
international export all over the world. Another major benefit of investing in South Africa 
is the availability of natural resources. If the resource can not be found in the nation, it is 
likely that the neighbouring countries, or the nations within the Sub-Saharan region, pos-
sess it which makes it relatively close for import. Baur (2004) is of the opinion that the 
main reasons for companies investing in South Africa are due to the abundant supply of 
natural resources, or market-seeking reasons. Evidence of this is the high concentration of 
telecommunications, oil and energy and food and beverage companies. The companies 
who invest are also able to use South Africa as a springboard to reach other countries in 
the Sub-Saharan region. 

3.3.4 DISADVANTAGES  

South Africa faces problems like other emerging markets. Examples are high unemploy-
ment rate, lack of economic progress in rural areas, huge socio-economic disparities, lack of 
skilled workers, HIV-prevalence of about 21.5 percent and high criminality (CIA World 
Factbook, 2007). Rodrik (2006) explains that most worrying aspect of the South African 
economic progress is the high unemployment rate. When both unemployed and discour-
aged workers are included the nation faces a 40 percent unemployment rate which is 
among the highest in the world. This figure poses a threat for the future when it comes to 
health of South African democracy. The lack of export-oriented manufacturing has disad-
vantaged the South African growth opportunities that other emerging markets have been 
able to make use of. The reason for the lost growth opportunities is that manufacturing is 
intense in low-skilled labour, compared to services and as an emerging market South Africa 
has high levels of low-skilled unemployed workers that does not contribute to the macro-
economic increase. Exportrådet (2007b) explains that other negative factors that may influ-
ence companies not to chose to invest in South Africa can be fluctuating currency, labour 
legislations and high entry barriers for starting up independent businesses. The latter is 
however not a problem for companies who wishes to establish a subsidiary in the nation 
since the legislative entry barriers is not affecting them. Rodrik (2006) is of the opinion that 
the productivity in South African manufacturing is low compared to other emerging mar-
kets in for instance Asia.  
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Section summary: 

South Africa is an emerging market that has a low risk spread for foreign investors. Pres-
ently South Africa has more than 70 Swedish manufacturing subsidiaries operating within 
the nation. Reasons for the number of firms investing here might be that it is the most ad-
vanced nation in Africa seen to infrastructure, political and legal system, availability to natu-
ral resources and that the firms can use the nation as a springboard towards the Sub-
Saharan region.  

3.4 MARKET ENTRY AS A STRATEGIC CHOICE 

Johanson and Vahlne (1993) state that there are different views of which entry strategy should 
be applied by a firm that chooses to go abroad. Much is depending on the firm and market of 
concentration. Hollensen (2004) argues that three strategies can be applied when designing the 
market entry modes; utilize the same entry mode for all international markets, applying a mode 
that is suitable for each occasion and market and the third includes that all entry mode alterna-
tives are tested and evaluated. The decision will then be based on the one that in the long run 
will contribute with maximizing the profit. According to Ekeledo and Sivakumar (2004) an en-
try mode is an institutional arrangement that a company uses to market its product in a foreign 
market. It generally takes three to five years for the firm to entirely enter a foreign market. 
Krishna-Erramilli and Rao (1993) argue that the importance of the entry mode is critical since 
the selected mode decides the degree to which the firm gets involved in developing and apply-
ing marketing in the foreign market and also the control that the company will have over mar-
keting activities. The entry mode affects the extent to which the company will be successful in 
the foreign markets. Hollensen (2004) views the internationalization process from the perspec-
tive of the manufacturing firm. Four factors affect which entry mode to choose:  

• Internal factors such as the firm’s size, resources, international experiences and both 
the firm’s and the manager’s international experience influence the choice of entry 
mode. The product is another factor when deciding where to locate the manufactur-
ing. Features such as value/weight ratio, expire ability and composition must be con-
sidered. 

 

• External factors refer to socio cultural distance between home country and host coun-
try. If the home and host nation hold similar characteristics for example language, and 
culture it may be easier to start up a business. Country risk and demand uncertainty as 
well as economic and political risks must be considered. Market size and growth are 
also important and needs to be measured before deciding to enter. Direct and indirect 
trade barriers such as tariffs, quotas on the import of foreign goods are other factors 
that have to be evaluated.  

 

• Desired mode characteristics is risk avoidance which implies that if a firm is unwilling 
to take risk it will probably choose non-equity modes since it often contains low finan-
cial and management resource commitment. However the firm needs to decide how 
much control it wishes to hold. Modes that possess low resource commitment provide 
little or no control over the operation while subsidiaries create most control for the 
company.  
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• Transaction-specific behaviour is the tacit nature of know-how. If the firm holds tacit 
knowledge it might be hard to transfer the knowledge to explicit and later organiza-
tional knowledge. 

 
However, Ekeledo and Sivakumar (2004) are of the opinion that there is no explanation 
why two firms in the same business and with similar ownership and location advantages 
would not necessarily choose the same entry mode in the same foreign market. Pan and 
Tse (2000) argue that the entry modes should be separated into equity modes and non-
equity modes.  

3.4.1 NON-EQUITY ENTRY MODES 

Non-equity entry modes can be viewed upon as: exporting, licensing and strategic alliances 
(Pan & Tse, 2000; Gooderham & Nordhaug, 2005). According to Hollensen (2004) non-
equity entry modes are mostly used as a tool for transfer knowledge and skills, however it 
can also be used to create export opportunities. It is characterized of not holding a full 
ownership, the ownership can be shared between the parent firm and the local partner, and 
this is known as joint venture. Each of these entry modes is briefly discussed below. 

3.4.1.1 EXPORT 

Osland, Taylor and Zou (2001) explain that exporting is when a firm’s products are produced 
in the home or third nation and then distributed to the host country directly or indirectly. 
Many Western companies are using exporting as a strategy to reach emerging markets (Li, 
2002). Pan and Tse (2000) explain that the choice to export is preferable in the beginning of 
internationalization due to its low resource obligation. Gooderham and Nordhaug (2005) state 
that exporting is a relatively low risk entering strategy compared to other strategies since the 
capital investment is low which makes exit from the market uncomplicated. Hollensen (2004) 
is of the opinion that when the company has become more established on the market gener-
ally new strategies will be developed. When choosing to export a range of ways can be used 
depending on the number and type of middlemen in the host nation. When choosing which 
export modes to implement the company needs to consider which amount of responsibility it 
want to put on external middlemen’s.  
 
Osland et al. (2001) explain that indirect export is when a company is selling the products in 
the home country to an agent that will sell and transport the product to a foreign market. 
When using indirect export one can argue that the company is not really engaged in global 
marketing since the products produced are not delivered abroad by themselves (Hollensen, 
2004). Rutihinda (1996) states that indirect export has little or not existing value adding activi-
ties in the host nation as many of the activities are made by the middleman. Hollensen (2004) 
is of the opinion that the export strategy is most suitable for companies with limited interna-
tional growth aims. The strategy can however involve some risk since agents and exporters 
might not have the same commitment and competence as the original firm. Gooderham and 
Nordhaug (2005) argue that an exporter needs a reliable distribution channel. It is therefore 
important to be careful when hiring a middleman since breaking a contract might be an ex-
pensive experience. Hollensen (2004) states that firms choosing the indirect export strategy 
have a little control over their products and services. If the agent misuses the product or ser-
vice the company’s reputation might be damaged. The positive attributes are however that the 
indirect export mode has least cost and risk compared to other entry modes.  
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Direct export occurs when the manufacturing firm will handle the export itself (Osland et al., 
2001). Hollensen (2004) describes that this type of mode involves handling contracts, under-
taking marketing research, handling documentation and transportation. Direct export will 
bring little more value adding activities than indirect export since the exporter is handling 
marketing, sales and after sales services itself in the host nation (Rutihinda, 1996). Hollensen 
(2004) argues that both the indirect and direct export modes use the same sales process as in 
the domestic market.  
 
Li (2002) states that exporting manufacturers face large amounts of uncertainties and risks 
when exporting to emerging markets. Since it is hard for one firm to have expertise in all areas 
companies sometimes cooperate. Hollensen (2004) implies that cooperative export is a joint 
venture agreement between two or more firms. The main benefits of this kind of export is 
that the group has a larger product assortment to provide its customers and that foreign mar-
ket research can be made in a more cost effective way as well as gaining knowledge and ex-
perience from other firms which leads to decreased risk and uncertainty.  
 
Critical factors to consider when exporting are import tariffs, quotas and transportation cost 
(Gooderham & Nordhaug, 2005). Rutihinda (1996) explains that the exporter must under-
stand that it is a vulnerable business to export since competitors might start a manufacturing 
site in the host nation. This will give them an advantage in terms of customer’s service and 
price setting. Hollensen (2004) is of the opinion that the hardest thing for the exporter may be 
to choose which middleman to use. This can be solved by asking potential customers, receive 
recommendations from institutions or using commercial agents. It is important for the ex-
porter to evaluate each candidate’s intentions, knowledge of the product, local market, experi-
ence and expertise.  
 

3.4.1.2 LICENSING 

Licensing is an entry mode where a contract is written between the company in the home 
nation and one or more local partner companies in the host nation. The host nation com-
pany buys the right to use for instance patents, trademarks, company name and technology 
(Osland et al., 2001). Hollensen (2004) states that a benefit of licensing is that it can be 
used without having money investment. The difference towards contract manufacturing is 
that it usually holds for longer period of time and involves more responsibilities for the na-
tional firm. Osland et al. (2001) argue that licensing includes that the licensor gives some-
thing of value to the licensee in exchange for certain performance and payments. The licen-
sor can get the right to use technology and trademark and thereby get access to new devel-
opments (Hollensen, 2004). Schilling (2005) states that licensing technology from another 
company can be a way of obtaining new technology in a cheaper way since developing the 
technology itself may be expensive. The contract between the two parts involved should 
always be a written document in order to avoid juridical conflicts that might occur if the 
two parts can not agree.  

Hollensen (2004) explains that the motives for using licensing as a licensor can be to try to 
stay superior in product development. Reasons for the licensor might be limited own fi-
nancial resources, lack of managerial or marketing team abroad and the product might be 
in the end of its product life cycle and can by export prolong the product existence. The 
motives of the licensee can be that licensing is used as an easy option and increase the 
revenue. Gooderham and Nordhaug (2005) argue that licensing is a low capital requirement 
strategy. Licensing is therefore a low risk strategy that is especially suited when expanding 
to nations where legal documents limit market entrance or where tariffs and quotas makes 
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export expensive and limited. It is also an applicable entering strategy when the company in 
the home nation possesses little or no knowledge of the host nation or when the cultural 
differences between home and host nations are major. The weakness of licensing can be 
that it is hard to control the licensee and if this misbehaves the bad reputation can harm 
the original company. Osland et al. (2001) mean that another weakness is that the licensee 
might gain sufficient amount of knowledge about the product which can later lead to that 
the licensee becomes a competitor.  

3.4.1.3 JOINT VENTURES  AND STRATEGIC ALLIANCES  

Both joint ventures and strategic alliances include a partnership between two or more com-
panies. The difference between a strategic alliance and a joint venture is that the strategic 
alliance is normally a non-equity cooperation, which means that the companies do not 
place equity into or invest in the alliance (Hollensen, 2004). Schilling (2005) states that joint 
venture are a type of strategic alliance in which the participating companies invest financial 
means. However, Hollensen (2004) states that a joint venture can also be both non-equity 
and equity. Non-equity joint venture can be that two or more companies shares costs, risk 
and long-term profit without investing financial resources. Schilling (2005) further explains 
that generally the participating companies establish a new third business entity. Hollensen 
(2004) means that the motives for a joint venture can be that it provides a complementary 
technology or management skills that can enable greater opportunities and increase the 
speed of market entry for the company. Schilling (2005) is of the opinion that the motive 
for creating a strategic alliance can be to access capabilities that is not possessed in the own 
firm. Firms with different knowledge might exploit each other in order to both gain effec-
tiveness.  

3.4.2 EQUITY ENTRY MODES 

Pan and Tse (2000) and Gooderham and Nordhaug (2005) mean that equity modes are 
fully-owned subsidiaries that can be either bought, merged or created from scratch. Root 
(1994) argues that an investment entry involves the moving of an entire company to a tar-
get country. The optimal strategy to generate the highest level of economic profit is to es-
tablish a fully owned subsidiary.  The creation of a fully owned subsidiary engages higher 
initial costs with higher risk, although the company has enhanced strategic fit between mar-
keting systems and market opportunities. Each of these equity entry methods is briefly dis-
cussed below. 

3.4.2.1 START-UP 

A start-up, which can also be called Greenfield investment, implies that the company estab-
lishes its operations in the foreign market from the very beginning (Hollensen, 2004). Ac-
cording to Gooderham and Nordhaug (2005) the start-up entering strategy involves the 
highest risk taking among all entering strategies. This is especially important to consider in 
countries where the customers have a high brand loyalty. Start-up as an entering strategy 
also requires the longest time to establish and the need for competence and know-how are 
vital in order to succeed.  

3.4.2.2 MERGERS & ACQUISITIONS 

Gooderham and Nordhaug (2005) state that mergers and acquisitions (M&A) provide a 
fast entrance to the market. Before the arrangement the companies already have customers, 
distribution channels and suppliers established which will make the M&A a convenient 
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choice if a fast market penetration is necessary. M&A has been accelerating in use during 
the 1990´s.  Most new foreign direct investment is either a merger or an acquisition. Brown 
(1999) is however of the opinion that there are reasons why the trend of growing number 
of international M&A’s will not continue. Examples can be that corporate cultures are very 
different depending on home nation. Boards of directors have different views of how the 
company should be run and who should benefit from the operations.  

A merger is a friendly arrangement between companies of roughly the same size (Gooder-
ham & Nordhaug, 2005). Nahavandi and Malekzadeh (1988) state that mergers have 
proven to become a popular mean to increase corporate diversity and growth. When carry-
ing out a merger the essential part is the planning and small incremental implementation. 
The benefits of making a merger can be: 

• To get manufacturing advantages in form of economies of scale and increased 
technical competence. 

• Marketing advantages. 

• Increased managerial experience. 

• More favourable financial terms, example can be the management group that will 
be decreased in number from two to one.  

Brown (1999) is of the opinion that it is difficult to do a merger within a home country. 
However, it gets far more difficult when firms merge internationally. Issues like price, cul-
ture and business integration are questions that will affect the cooperation both nationally 
and internationally but on the latter may become more complicated.   

An acquisition is an unequal partnership between two companies (Gooderham & Nord-
haug, 2005). Hollensen (2004) means that acquisition is when a company is purchasing 
stock in a already existing firm, which can be a quick an easy way to enter the market. The 
acquisition can take different forms; it can be horizontal which means that the product 
lines and markets of the buying and selling firms are similar. Vertical means that the ac-
quired firm becomes supplier or customer of the acquiring firm. Wickham (2001) is of the 
opinion that the acquisition is not valuable in it self unless the buyer create a new value 
from the acquired company. The buyer must be able to do something different in order to 
benefit financially on the acquisition. Four major changes that the buyer can develop in or-
der to get a competitive advantage after an acquisition are: 

1. Reducing cost: For example, reduce fixed or overhead cost. 

2. Combine and create new knowledge: For example, learn key skills from each other. 

3. Capitalizing on relationships: For example, use each others brands. 

4. Developing organizational structure: For example, sell all products on both mar-
kets.  

Wickham (2001) continues by explaining that two companies that are combined will not 
automatically be valued more as the two separate companies. Often it is the other way 
around if the new management does not recognize the changes that need to be executed.  
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Section summary: 

After the evaluation and choice of a host nation next issue occurs; the choice of entering 
strategy to the foreign market. The different entering strategies can be divided into equity 
and non-equity modes. The first can be start-ups or mergers and acquisitions and the later 
can be licensing, export, joint ventures and strategic alliances. Non-equity involves less 
capital requirement and leads to less risks than equity entering strategies that are usually 
more capital intense. The non-equity modes are usually used for transferring knowledge 
and skills as well as creating export opportunities while in order to generate the highest 
possible profit the company needs to own the subsidiary through an equity investment. 
Figure 3-2 made by the authors illustrate a summary of the different market entry strategies 
mentioned in the chapter. 
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FIGURE 3-2  SUMMARY OF MARKET ENTRY STRATEGIES 
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3.5 ORGANIZATION STRATEGY 

After the decision to start an operation in a foreign nation and after an appropriate entering 
strategy is chosen, the multinational company has to develop a new organizational strategy. 
Multinational companies can behave in large number of ways towards subsidiaries. Some 
integrate their operations cross borders while others let their subsidiaries behave almost 
like they are national companies (Doz, 1986).  

Globalization calls for a new organizational strategy. Global strategies must be informed by 
legal, social, political and economic factors. In order to achieve a sustainable competitive 
advantage in the global environment the company has to rethink many of the old and pre-
sent strategy concepts (Parker, 1996). Schilling (2005) explains that in order to implement a 
strategic change the organization first must identify its current position; here the organiza-
tion can use some standard tools for strategic analysis to analyze the external and internal 
environment of the organization. These tools may be external such as Porter’s Diamond or 
internal such as Porter’s Value Chain. Gooderham and Nordhaug (2005) are of the opinion 
that the strategy made by the company largely depends on the structure in which the multi-
national firm is operating. The structure refers to how well the company adapts to local re-
sponsiveness or global efficiency. Bartlett and Ghoshal (1998) describe four different struc-
tures that divides international firms after how responsive they are to the local responsive-
ness and how globally integrated them are. Miroshnik (2002) explains the different struc-
tures in Figure 3-3.  
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FIGURE 3-3  TYPES OF ORGANIZATIONS (MIROSHNIK, 2002, P. 522) 
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Each one of the four structures is characterized by different structural configurations, ad-
ministrative processes and management mentalities (Bartlett & Ghoshal, 1998). In the fol-
lowing paragraphs each one of the four structures in Figure 3-3 is explained further.  

Figure 3-4, 3-5, 3-6 and 3-7 have a unified colour pattern where black colour in the subsidi-
ary imply decentralization and black colour in the headquarter imply centralization i.e. the 
black colour implies business control. White implies the opposite and grey is a stage in be-
tween. The lines are linked with the colours where the dotted line implies less control from 
headquarters than the full line.  

The multinational organization model (see Figure 3-4) is the most widely used structure out 
of the four in Figure 3-3. De Wit and Meyer (2006) state that the multinational organization 
uses full scale host nation subsidiaries which are self sufficient from the parent company in 
the home nation. Most activities are decentralized and coordinated within the host country. 
Bartlett and Ghoshal (1998) explain that the subsidiaries are viewed upon as a portfolio of 
national businesses which can be described as a decentralized federation of asset and re-
sponsibilities. The multinational organization has a low global efficiency but a high local re-
sponsiveness. Miroshnik (2002) explains that the multinational organizational firms have 
given their subsidiaries plenty of space to address local issues for example customer prefer-
ences, political pressures and economic trends that may occur in different regions of the 
world. The subsidiaries are run and managed as independent companies. 

 

 

FIGURE 3-4  THE MULTINATIONAL ORGANIZATIONS MODEL (ADOPTED FROM BARTLETT & GHOSHAL, 1998, P. 57) 

 

The simplest form of the four organizational structures is the International Organization 
which can be seen in Figure 3-5 (Gooderham & Nordhaug, 2005). This structure refers to a 
highly centralized organization in which the subsidiary initially may only manage the export 
of products form the parent company. De Wit and Meyer (2006) state that in the interna-
tional organization the subsidiary have a close relationship with headquarter. Most of the 
core competencies, technologies and products are developed centrally while some other 
less complicated activities are managed by the local subsidiary. Bartlett and Ghoshal (1998) 
explain that subsidiary is highly dependent of the parent company for transfer of knowl-
edge and information. The International Organization has a low local responsiveness as 
well as low global efficiency. 
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FIGURE 3-5  THE INTERNATIONAL ORGANIZATIONS MODEL (ADOPTED FROM BARTLETT & GHOSHAL, 1998, P. 58) 

 

According to De Wit and Meyer (2006) the global organization (see Figure 3-6) has na-
tional subsidiaries that are relatively unimportant to the company. This structure is a highly 
centralized approach. When it comes to products and services the same strategy is generally 
used when expanding to all foreign markets without making any differentiation. The sub-
sidiaries are required to implement the policies from headquarter in the local market. Bart-
lett and Ghoshal (1998) explain that the global organization structure is applied by the 
company in order to reach foreign markets and build economies of scale and attain global 
efficiency. The global organization has a high global efficiency but a low local responsive-
ness. Subsidiaries are often used for sales or services even though local assembly plants 
may occur due to economic or political pressures. The subsidiary has little freedom to cre-
ate new products or strategies or even modify existing ones.   
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FIGURE 3-6  THE GLOBAL ORGANIZATIONS MODEL (ADOPTED FROM BARTLETT & GHOSHAL, 1998, P. 60) 

 

The final structure of the four in Figure 3-3 is the integrated network (see Figure 3-7). The 
goal of the integrated network is to achieve the same local responsiveness as a multina-
tional company while also achieving the efficiency of a global organization. A complex 
network structure is used to coordinate the global/local dilemma (Miroshnik, 2002). De 
Wit and Meyer (2006) explain that an integrated network, also known as transnational or-
ganization have subsidiaries which are tightly connected to the parent company in the 
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home nation which enables the organization to have high global efficiency. These organiza-
tions also have a high local responsiveness which enables them to better satisfy the local 
market. This is done through little centralized activities from headquarters. Each subsidiary 
becomes a global institution for special competence, technology or products. 
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FIGURE 3-7  THE INTEGRATED NETWORK (ADOPTED FROM DE WIT & MEYER, 2006, P. 230) 

 

3.5.1 INTERNATIONAL STAFFING APPROACH 

Gooderham and Nordhaug (2005) explain that the staffing approach of a subsidiary in a 
host nation is a process of deciding the level of authority and decision making the firm 
wishes to decentralize. The staffing approach can be linked to the four organizational struc-
tures described earlier. Perlmutter (1969) describes three different attitudes toward world-
wide staffing. The first is the ethnocentric attitude in which a company only hires home 
oriented personnel for key positions in the host nation. This is due to that the management 
in the home nation believes that the own nationality is superior to other cultures. Charac-
teristics that ethnocentric managers may believe is better in the home nation are the trust-
worthiness and reliability. Gooderham and Nordhaug (2005) argue that managers at ethno-
centric based firms believe that the only way of maintaining control over their investments 
is to hire managers from the home nation in order to make sure that they possess the 
proper skills and values of the corporation. According to Perlmutter (1969) the second atti-
tude is the polycentric. When a company uses the polycentric attitudes in their staffing ap-
proach the firm believes that the local people are the most suited for running their business 
in the host market which leads to the employment of only nationals for the key positions. 
Gooderham and Nordhaug (2005) state that the main reason to be polycentric is to appear 
as local as possible. Other benefits include language and cultural knowledge, network of lo-
cal contacts and often more politically accepted than foreign managers. Perlmutter (1969) 
states that geocentric are the third staffing attitude. This refers to hiring the best person 
suited for the job no matter what nationality. Gooderham and Nordhaug (2005) are of the 
opinion that the advantage of the geocentric attitude is that the number of candidates for 
certain positions are very high since it can hire world-wide. 

 

 



 - Frame of Reference - 

 - 30 - 

Section summary: 

When the appropriate host nation is found and the suitable entering strategy is chosen the 
problem of creating the most beneficial organization for the subsidiary occurs. The strategy 
largely depends on the structure in which the multinational company is operating, where 
the two most vital aspects are local responsiveness and global efficiency. Four different 
structures that differ when it comes to the two mentioned aspects are: the Global organiza-
tion, transnational organization, international organization and multinational organization. 
The differences between these organizational structures are based on how the subsidiaries 
in the foreign market are operated. A closely related issue is the staffing approach in the 
subsidiary where there are three different attitudes: the polycentric, geocentric and ethno-
centric staffing approaches. These differ when it comes to nationality of the managers in 
the subsidiary. The polycentric focus on hiring only locals, the geocentric on the best per-
son regardless of nationality and ethnocentric focus on hiring only home country managers.  

3.5.2 CULTURAL ASPECTS 

In multinational corporations different values, norms and behaviours from different cul-
tural backgrounds determine how to deal with issues that occur among employees with dif-
ferent nationalities (Sumetzberger, 2005). Hampden-Turner and Trompenaars (2000) ex-
plain that nations differ in cultural diversity. A manager must be able to adapt to the work-
ing environment in order to successfully accomplish the given assignment. Pagell, Katz and 
Sheu (2005) are of the opinion that there are many different dimensions that might conflict 
when a foreign manager is introduced to a new setting in a foreign country. Examples of 
these cultural dimensions can be found in Trompenaars (2004) cultural studies. According 
to Trompenaars and Hampden-Turner (2004) cultural dimensions can be: 

Universalism versus Particularism which refer to how willing people are to bend or follow for 
instance rules, codes and laws. Universalism is explained by strictly follow the rules while 
Particularism is explained by not strictly follow the rules.  

Individualism versus Communitarianism in which Individualism is the enhancement of individu-
als including rights, motivations, rewards etcetera while Communitarianism is focusing on 
for instance the whole community. 

Specificity versus Diffusion where the first is referred to objectivity and the second more rela-
tionship oriented.   

Neutral versus Affective is in which the extent of expressed feeling are communicated. Neutral 
is explained by not express much feelings while Affective is quite the opposite.  

Achieved versus Ascribed where Achieved is referring to what the person has accomplished 
previously and ascribed means what attributes the person may have.   

Gooderham and Nordhaug (2005) add three additional cultural dimensions that are of im-
portance to consider: 

Power Distance in which high power distance is explained by formal hierarchies where sub-
ordinates are unwilling to challenge or question their superiors.    

Uncertainty Avoidance which is explained by how clearly defined the task or responsibilities 
are and needs to be.  
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Masculinity versus Femininity where masculinity refers to the desire for material things and 
femininity refers to relationships and softer values.  

Trompenaars and Prud´homme (2004) explain that managing the corporate culture is criti-
cal and decisive to an organization’s success or failure. The corporate culture is rooted in 
the history of the company and in the values among the employees. Bhaskaran and Suku-
maran (2007) are of the opinion that culture can be defined as values attitudes and beliefs 
of a group of people and that the corporate culture often is set by the founder or manage-
ment of the corporation. When establishing a foreign operation the corporate culture must 
be blended with the culture of the nation in order to create a successful and fruitful work 
environment.  

Section summary: 

When establishing a foreign subsidiary several cultural issues might interfere with business 
due to perceptions of employees. Some of the cultural dimensions that one need to con-
sider before establishing operations abroad are: Universalism versus Particularism, Indi-
vidualism versus Communitarianism, Specificity versus Diffusion, Neutral versus Affective, 
Achieved versus Ascribed, Power Distance, Uncertainty Avoidance and Masculinity versus 
Femininity. These all have an impact since they differ much between nations and cultures 
and influence the day-to-day work. 

3.6 SUMMARY OF FRAME OF REFERENCE: RESEARCH QUESTIONS 

There are many different reasons why companies globalize. The most common reasons are 
closeness to the market or resources, cheaper labour and extend the lifetime of a product 
etc. The actual reason will of course depend on the present situation of the firm that actu-
ally decides to globalize. It is quite an immense step to start a business in a foreign country 
and it is very simple to say that only one or a few factors are the only one’s that matter. Just 
like any theoretical model, these reasons mentioned are simplified from real practical cases. 
In reality it is many more factors that will impact on the decision to and where to expand. We 
argue that the mentioned factors are of importance. However, one must never forget about 
the small reasons and factors that will have an impact on the decision. PEST(EL) and Por-
ter’s Diamond are two of the most used tools for evaluating a potential host nation. How-
ever, we consider that companies that chose to expand most often already have an existing 
relationship to the host country. It does not mean that PEST(EL) and Porter’s Diamond 
are unimportant, just less important than theory might imply. For instance, if a firm will 
start to export to an agent in a foreign country, they will most likely do some research on 
the agent rather than on the entire nation. After a few years when the firm wants to estab-
lish their own operation in the country, they already have information and knowledge 
about the market. It is a bonus to do different analysis since more information will be re-
vealed. It is however an expensive tool since the explicit knowledge needed must be 
brought in externally why we believe most firms rely on the information within their own 
company.  

South Africa is an emerging market but still in many ways more developed than other 
countries in Africa. When examining the existing literature on the business climate of South 
Africa the picture tends to be positive. What one needs to remember when reading and ex-
amining these books and journals are that they are often made on a comparison with other 
countries in Africa, not European, Asian or North American countries. The infrastructure 
is one example. The South African roads are in many ways much superior to other roads in 
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Africa, they can be used for heavy transport, etc. However, when comparing the roads with 
for instance Japan, they are much less developed. This is something that must be remem-
bered when studying emerging nations. We believe that the firms often use the same strat-
egy on their foreign operations as they do on their domestic. If an acquired company in the 
home market is managed as a portfolio investment, which means seen as an own company, 
we believe that the company in the host market will most likely be managed in the same 
way. The same goes with the staffing approach and organizational structure. The company 
culture might however be a bit different. Even though the company have an existing com-
pany culture this can be very hard to implement in the foreign nation. Since the company 
culture is linked to the humans in the firm these people will be very influenced of culture 
within the nation. What the company can do is to influence the subsidiary and form the or-
ganization in a certain way to make the employees aware of the corporate culture.   

Modern companies have a desire to be global. This due to various reasons but common 
examples is to reach new customer segments and find cheaper resources. When expanding 
to a foreign nation the most important questions is where to locate the business in order to 
optimize the outcome. South Africa has proven to be a nation that is common for foreign 
companies to invest in. This discussion leads us to our two first research question:  
 

• Why are major Swedish firms operating globally willing to risk billions of dollars 
when investing in countries that are proportionately considered as high risk areas 
such as South Africa?  

• What are the strengths, weaknesses, opportunities and threats when investing in 
South Africa and what difficulties do the Swedish manufacturing companies have 
to face when entering an emerging market such as South Africa? 

 
When the host nation is found, a new difficulty occurs. According to theory there are sev-
eral different entering strategies that firms may use when expanding to a new market. What 
need to be remembered are the cultural differences and similarities between nationalities 
that may help or make it more difficult to establish a connection between parent company 
and the subsidiary. This leads us to the following two research questions:  
 

• How and why are certain entering strategy chosen and which organizational struc-
ture is used when the subsidiary is established? 

• How do possible cultural differences/similarities between Swedes and South Afri-
cans affect the business operations in the host nation?  

 
By answering the research questions which are created in order to solve the purpose, we 
aim at reaching a deep understanding of the South African investment climate and reasons 
why Swedish-related manufacturing companies are investing here. Additionally, we aim at 
showing the readers an understanding of which organizational structure and staffing ap-
proaches are most frequent when managing the South African subsidiary. The thesis will 
also create a foundation of knowledge for companies aiming at entering South Africa. By 
explaining issues facing the present actors in South Africa the new firms will receive infor-
mation and knowledge of what to expect when establishing the business.  
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Swedish Match is a manufacturer 
of tobacco including snus/snuff, 
cigars, chewing tobacco and pipe 
tobacco. They are also producing 
matches. The operation in South 
Africa manufactures snuff and pipe 
tobacco under the brands Leonard 
Dingler, BB and Brasant. 

4 EMPIRICAL FINDINGS 

This is the chapter where the primary data are presented. This chapter presents the material from the inter-
views with the Swedish-related manufacturing companies conducted in South Africa during our minor field 
study summer of 2007. Each one of the nine interviews is presented separately and concluded in a summary 
at the end of the chapter.  

 

”INFORMATION’S PRETTY THIN STUFF, UNLESS MIXED WITH EXPERIENCE” 
CLARENCE DAY (1874 - 1935) 

4.1 SWEDISH MATCH SOUTH AFRICA (PTY) LTD. 

 

 

 

 

 

 

 

Johnny Ghosal, Managing Director Swedish Match South Africa (Pty) Ltd (Personal Com-
munication, 2007-06-18) 

The reason for having manufacturing in South Africa can be to use the nation as a spring-
board to reach other African countries as well as supplying the South African market. An-
other benefit of producing in South Africa is that the nation does not have any trade barri-
ers between the neighbouring countries which enable cost effective export. Other reasons 
for having manufacturing in South Africa can be stable political and economical climate, 
functional infrastructure, relatively low corruption compared to other African nations and 
that the company can offer expatriates a high-quality standard of living. However, an entry 
barrier for manufacturing companies that wishes to establish a business in the nation is the 
lack of skilled workforce. The largest difficulty is to find people with the adequate educa-
tion and work experience for administrational assignments and people with a clean criminal 
record for assignments in the production. Companies also must recognize the problem 
with aids and even if the firm might have a low employee turnover a high number of peo-
ple will disappear due to the disease.  

Between 1999 and 2001 Swedish Match bought Leonard Dingler, BB and Brasant and cre-
ated Swedish Match South Africa. This after not being present on the South African mar-
ket since the apartheid era when the company withdrew from the nation. The re-entering 
strategy was to buy a dominating existing market share since it is incredibly hard to estab-
lish a new tobacco brand. People in South Africa are very brand loyal which made the ac-
quisition of already present brands the optimal choice of entering mode. Swedish Match 
South Africa produces 99 % for the local market; hence the aim is to increase the export 
north.   
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The communication with headquarters is made on a monthly basis where a written report 
is made and followed up by a phone meeting. The management group is native, except of 
one Swede (Mr. Ghosal) and one Dutchmen who together also represent the boards in the 
South African companies. However, Swedish Match South Africa (Pty) Ltd has four 
Swedes on the board, together with two South African members. Swedish Match empha-
sizes having the best person available in the key positions, no matter his/her nationality. All 
the operational concerns are handled by the management group and the management team 
of Swedish Match International is not interfering as long as the company is delivering satis-
fying results. This has been accomplished with distinction in the last five years. Swedish 
Match South Africa is an independent company and possesses all functional departments 
available on a local basis. This in order to meet the customer demand and focus on local 
responsiveness. 

Generally, Sweden has a good reputation in South Africa, especially in the age group older 
than 40. This is mainly due to that the Swedish government supported ANC during the 
time of apartheid. The positive attitude towards Sweden as a nation also reflects the busi-
ness environment for Swedish-related companies in South Africa.  

When it comes to similarities in the business environment, time is considered in the equiva-
lent manner in both Sweden and South Africa. For example, if a meeting starts at a certain 
time, most business people will respect this and make the appointment in time. The dis-
similarities that may occur is the power distance where the hierarchical structure is formal 
and an order from the superior manager will not likely be questioned. Uncertainty avoid-
ance is another issue that differs between the nations. In South Africa many people in 
manufacturing have a low degree of education which leads to a higher demand for control 
and monitoring from the management. This leads to the creation of standardized operation 
stages where the production workers do not need to take own initiatives and responsibili-
ties. However, this will most likely change with the coming generations who will have a 
higher level of education.  

“People in South Africa tend to prefer a higher wage and a superior title compared to a pleasant work envi-
ronment.”  

However, when the salary is satisfying and the materialistic goals (cars, house, capital 
goods) are fulfilled, the softer demands like work environment and relations will have a 
greater impact. People in the production are usually following the appointed formal rules, 
but one can also break them in order to help a friend. In the business environment it is 
common to express feelings; a Swede might consider a South African to have a short tem-
per since s/he usually is more straight forward and not afraid of expressing his/her feel-
ings.  
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Alfa Laval is a manufacturer of 
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and process technical solutions. 
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diminutive manufacturing of de-
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machinery. 

4.2 ALFA LAVAL SOUTH AFRICA (PTY) LTD. 

 

 

 

 

 

 

 

Håkan Rosengren, Managing Director Alfa Laval Sub-Saharan region. (Personal Communi-
cation, 2007-06-25) 

Presently there is no reason to start a subsidiary with manufacturing in South Africa for a 
company with aspiration to expand internationally. There are other regions better suited for 
this ground. South Africa is a nation that has a fairly stable political environment; however, 
the country has, in practice, a one party system. Later this year ANC will elect a new 
Chairman for the party. Depending on the outcome the business climate can get worse or 
improve. Other important issues to consider are the general education level which is low 
and the high HIV-prevalence which has an impact on the operations. The main reason for 
investing in operations in South Africa is to shorten delivery times to customers and to in-
crease the delivery accuracy. Another benefit is to increase the black empowerment rating 
(BEE) which for instance increases if the company is buying from local suppliers. South 
Africa is also the best point of departure for reaching most of Sub-Sahara Africa. Other 
positive factors are English business language, relatively good infrastructure and legal sys-
tem.  

The management of Alfa Laval South Africa consists of six people where two are Swedes, 
one Indian, one Romanian and two South Africans. The board consists of three people 
where all three are Swedes. The board is however not operational which means that they 
only exist because they have to. The South African company operates quite independent. 
Market plans and targets are set both on a business segment level and for the whole region. 
Discussions and follow-ups are made when needed. The entry mode of Alfa Laval to the 
South African market was export through agents in the late 1800´s. After that the company 
hired an own sales force which later would expand to production. The South African op-
eration is internally built form scratch. Today two thirds of the sales are within South Af-
rica and one third in the Sub-Saharan region. The aim is to get a 50 – 50 percentages be-
tween the two regions.  

“Swedish companies have a very reliable status in South Africa. This is partly due to that Sweden sup-
ported the political fight for human rights during the apartheid era.”   

The time aspect in the business world is similar to Sweden and meetings do not usually 
start late, however the time aspect generally is not as accurate. The bureaucracy in South 
Africa is often worse than Sweden which leads to longer lead-times in administrative work.  

Alfa Laval is empowering the employees and is encouraging them to ask questions when 
they are insecure about assignments, this in order to decrease the margin of error. Even 
though the company culture encourages people to take own initiatives there is a power dis-
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ASSA ABLOY is a manufacturer 
of locks in all assortments and for 
diverse functions. The South Afri-
can operation manufacture for ex-
ample locks for doors, keys and 
padlocks. 

tance where people recognize their role and accept the manager. Some of the persons in 
production are not able to read or write which makes it important to centralize the work 
assignments. Alfa Laval has quality insurance towards the customers hence they are work-
ing hard at implementing the mentality to get it right from the beginning. The efficiency of 
the production is too low today but the aim is to increase this over time. At the production 
level people have difficulties in seeing the totality which most likely is based on the level of 
education. People in the administrative side generally have an education; however it is hard 
to find new employees with both proper education and relevant work experience in South 
Africa today. Before there has been a tendency to give people promotion after ascription 
instead of achievement. This is however changing and nowadays it is not impossible to be 
successful if you are competent. Alfa Laval aims at offering soft incentives like group ac-
tivities and kick offs which attracts a certain type of employees instead of offering the high-
est wages which would most likely attract other member of staff. The company environ-
ment is diffuse where it is not unusual that the employees and the management socialize af-
ter working hours.  

4.3 ASSA ABLOY SOUTH AFRICA (PTY) LTD.  

 

 

 

 

 

 

John Middleton, Managing Director ASSA ABLOY Africa and Middle East. (Personal 
Communication, 2007-06-26) 

“There is no reason to start a manufacturing in South Africa today if the present operations were not al-
ready established. This is mainly due to the lack of skilled labour, tough labour unions and the increasing 
wages.”  

The future for manufacturing companies is dark and the companies that will stay are either 
raw material companies or assemblers which the country however is well suited for. The in-
frastructure with for example Internet connections is poorly developed compared to other 
units within the group. Benefits of having operations in South Africa are the stable legal 
and political system as well as being market responsive. If investing in a manufacturing site 
in Africa today the choice would be Egypt. This is mainly since the low-cost labour, fairly 
good work ethic and education level of personnel in the nation.  

Contact with headquarters is made often. Presentations, reports and other administrative 
papers are sent on a regular basis. The management in South Africa is plainly native and the 
board consists of one Swede and four South Africans. ASSA ABLOY emphasize on having 
a local management in its subsidiaries. The board in the South African company is not op-
erational which means that they are not interfering in the daily business. ASSA ABLOY en-
tered South Africa through exporting through an agent. In the late 1990´s the company ac-
quired several companies in the nation in order to increase the market share through the al-
ready known and established brands in South Africa. 85 percent of the customers are lo-
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Gunnebo manufactures a selection 
of products within the field of se-
curity solutions. The South African 
operation manufactures safes un-
der the brand of Chubbs. 

cated in South Africa and 15 percent in the rest of Africa. The result of the operations is 
just below average and the efficiency is around average compared to other units in the 
whole corporation. All departments are available even though many products are devel-
oped in other parts of the world in order to not reinvent the same products again. The 
company is run as an independent portfolio investment. This makes it flexible and aware of 
the local market needs. 

Swedish-related manufacturing companies offer an inspiring work environment with the 
opportunity for cross learning, lean thinking and good tools when it comes to facilitating 
the production. The general opinion on Swedish companies is good and this comes from 
the time when the Swedish government supported ANC during the political struggle.  

South Africans are disciplined when it comes to keeping times in the business world. How-
ever, for instance politicians and governmental staff often have a tendency to be more lib-
eral about the time aspect why meetings with these people often tend to be delayed. When 
the management set up rules for the business, the employees usually follows even though 
the people in production might sometimes bend the rules a bit if this helps a friend. The 
mentality to follow rules comes from the British colonial times. The power distance in 
South Africa is commonly quite high where the manager is the boss but at ASSA ABLOY 
the softer Swedish leadership is a good match with the leadership style of the managing di-
rector. At ASSA ABLOY the management wants to promote initiative and responsibility 
taking at all levels but the labour unions are making it hard to accomplish this due to strict 
rules for work assignments in the production. The labour unions are aiming at better work 
environment with softer incentives even though the individual often rather chose a higher 
salary and position in front of other encouragements. Due to the high influence of the la-
bour unions the people in production are very collectivistic. People on the administrative 
side of the operation are more individualistic and it is not seen as rude to express feelings 
in the business environment. It is not uncommon that people socialize after office hours 
even though the managing director must have a distance to the employees due to the na-
ture of the position. Earlier the promotion process in South Africa was very concentrated 
towards ascription but later this has moved toward the achievement oriented perspective 
where people get promoted after accomplishment. 

4.4 GUNNEBO SOUTH AFRICA (PTY) LTD. 

 

 

 

 

 

 

Robert Hermans, Managing Director Gunnebo South Africa. (Personal Communication, 
2007-06-28) 

The only reason for investing in manufacturing in South Africa is to be close to the African 
market and avoid trade barriers. The political and environmental factors are stable at the 
moment but it is impossible to see what the future brings. South Africa is an African na-
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tion. Except the closeness to the market there are no gains of investing in manufacturing in 
South Africa. This is due to the low productivity, relatively high wages, low general educa-
tion level and tough unions. It is also hard to find competent personnel for nearly all va-
cancies. The future for the existing companies does however seem alright with no major 
threats but however no major opportunities. If the managing director were to build a fac-
tory himself it would not be located in Africa unless the company produced raw material or 
focused on selling to the African market. Since Africa can not become a global provider of 
products like Asia there is really not any point in building new manufacturing plants here.  

The entry mode to South Africa was sporadic sales export. The manufacturing site in South 
Africa was acquired in the late 1990´s as a part of a deal when Gunnebo bought Chubb 
Safes Corporation. The strategy was to increase the market share through already existing 
brands as well as increasing the total revenue for the corporation. The sales is divided 50 – 
50 between the South African market and the English speaking Sub-Saharan market. When 
comparing the result of the factory the South African subsidiary rates highest within the 
group. The productivity is however a bit lower than the average of the group. All depart-
ments are available even though some products sold by Gunnebo South Africa are devel-
oped and produced by other sister companies in the group.  

The communication with the parent company is done on a monthly basis. A structured for-
mat is used when writing the statement report to the headquarters. Both the management 
team and board consist of one Swede, two British and one South African.  The board is 
not operational which means that they do not affect the work of the managing director. 
Gunnebo South Africa is run like a totally independent firm. 

The opinion of Swedish companies in South Africa is good. Swedish companies signify 
quality and solidity. All European nations generally have a good reputation that may be 
caused by the heritage from the colonial times.  

The cultural similarities between South Africans and Swedes in the business world can for 
example be the time aspect where both nationalities respect and follow it. The power dis-
tance is however one of the differences.  

“In South Africa the power distance is high and the words from the manager are rarely questioned. The hi-
erarchical levels are very specific.”  

Even though the leadership style at Gunnebo has a more “open-door policy” this mentality 
is hard to change. Employees in South Africa values money and positions higher than in-
tangible incentives such as work environment. People in production are good at following 
the rules set by the management but they may sometimes bend the rules in order to help a 
friend. It is not uncommon that people express their emotions in the business environ-
ment, however, the hierarchical system reduce the emotion expressed to the managing di-
rector. Employees do combine work life with private life in South Africa but as a managing 
director one needs to keep the distance due to the position. When looking historically and 
culturally employees have been promoted after ascription but at Gunnebo employees 
nowadays get promoted after what they have achieved.  
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Sanip is a project under Saab Avia-
tion. The purpose is to handle the 
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projects which are made after the 
sales of a number of Gripen air-
planes to South Africa. 

4.5 SANIP SOUTH AFRICA 

 

 

 

 

 

 

Fredrik Nordh, Project Director Sanip South Africa. (Personal Communication, 2007-06-
29) 

In general South Africa does not have any major benefits for manufacturing. The exception 
is the mining industry and some other related industry. For some minerals such as ferro-
chrome, platinum etcetera South Africa controls up to 70 percent of the worlds resources 
which give the nation a competitive advantage even though most of the value added is tak-
ing place outside of South Africa. There are attempts to increase the beneficiation and 
value added within South Africa but progress is slow. In order for mining companies to ac-
quire mining rights from the South African government 26 percent of the mining company 
has to be owned by black people. 

The reason why some multinational companies still find it rational to establish high-tech 
manufacturing in South Africa is offset obligations related to large contracts with the South 
African Government (for example the defence forces) or companies controlled by the gov-
ernment such as Escom (Power), Transnet (Railway) and South African Airlines. These 
offset obligations require the seller to source up to 30 percent of the components from 
South Africa in order to get the contract. These obligations usually results in the formation 
of Joint Ventures with local manufactures in order to comply with the above. 

“South Africa is an expanding economy and companies wanting access to this market should initially focus 
on sales and distribution channels and market growth through export.”  

The primary reason why larger multinational companies establish assembling and manufac-
turing plants in South Africa is to get access to the market. Through the establishment of 
production plants for local manufacturing and assembly the companies comply with South 
African laws and policies (Black Economic Empowerment = BEE which is a governmental 
decision of helping black people into employment, offset etc.) necessary to get access to 
the South African market and also avoid import duties that are, for some products, very 
high. For some industries such as the auto industry, the South African government has 
provided very large tax incentives allowing the companies to make 100 percent of the in-
vestment tax deductible year one and thereby deferring tax payment for up to ten years.   

Swedish companies usually have flat organizations with a low power distance which is rare 
in South African companies. This makes them a popular employer among South Africans. 
Swedish organizations are often more consensus driven and decisions can take longer time 
to formulate but on the other hand the implementation process is considerable faster.   

In general the cost of production is not as low as one would think, taking into account as-
pects such as productivity, quality and labour cost. The above factors should be carefully 
studied before manufacturing investments are considered in South Africa. Lack of highly 
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skilled labour is also an issue for many companies’ especially high technological companies. 
The result of shortage of highly-skilled labour is that there is little or no cost advantage for 
high-tech companies to establish this type of work in South Africa.  

Laws, regulations and policies such as rigid labour laws, import duties, exchange control 
regulations, black economic empowerment policies (BEE), offset policies for larger con-
tracts and cultural differences are factors that make the business environment very com-
plex. Large financial means and access to wide range of resources and competences are of 
importance in order to successfully establish local subsidiaries or Joint Ventures with local 
manufactories. 

4.6 SWEDISH TRADE COUNCIL SOUTH AFRICA 

 

 

 

 

 

 

Eva Shaw, Senior Project Leader Swedish Trade Council, South Africa (Personal Commu-
nication, 2007-06-29) 

South Africa has several benefits for manufacturing. First, the nation has a long coastline 
with many ports. This enables easy import and export of goods. Secondly, the nation has a 
reasonable infrastructure with well-developed roads suitable for heavy transports. Other 
factors can be low-cost of energy, high availability of labour due to high unemployment 
rate and closeness to the African market (export opportunity). South Africa has the largest 
number of Swedish-related manufacturing companies in Sub-Sahara.  

A new “free trade zone” is about to take form in COEGA and in Eastern Cape a new har-
bour and adjacent industrial zone is created which will promote the business and stimulate 
the number of foreign and local direct investment for example manufacturing.  

The car industry is a good example of what governmental incentives (MIDP) can do to in-
crease the number of foreign companies in the nation. Similar programs are now encour-
aged and planed for example for the Space Industry. 

“The political environment is stable and the nation has strong economic growth. The future for Swedish-
related manufacturing companies in South Africa is positive.”  

Since the economy is growing, more new firms establish interest in the region. The area is 
not only suitable for large corporations but also for small and medium sized firms.  

There are however some barriers – or rather issues to be aware of - that Swedish compa-
nies will have to overcome and deal with if investing in the nation. Lack of skilled labour 
for certain positions such as engineers and technical personnel, difficulties in retaining per-
sonnel, as well as strict labour regulations and BBBEE regulations (Broad Based Black 
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Economic Empowerment) are examples of this. Another factor that may be of concern is 
the high HIV/AIDS-rate, which leads to a great employee turnover and absenteeism.  

Swedish-related manufacturing companies are usually maintaining their business in South 
Africa over a long period of time. However, some companies have decided to leave the na-
tion (e.g. SKF) but the reason for this varies, and has rather internal reasons than country 
specific reasons. 

The Swedish-related companies usually have Swedish management (either MD or Fin. Dir) 
but the trend is that more firms are aiming at hiring local managers or managers from a 
third country (by global companies).  

The usual entry mode for Swedish companies is exporting through a local agent, importer 
or distributor. This has several advantages where the greatest is that the agent or local dis-
tributor already has knowledge of the market as well as an established network of custom-
ers and supply chain services.  

4.7 SCANIA SOUTH AFRICA (PTY) LTD. 

 

 

 

 

 

Richard Wårdemark, Director Delivery Centre, Scania, South Africa. (Personal Communi-
cation, 2007-07-13) 

The entry mode of Scania to South Africa was an internally build assembly plant build from 
scratch. The South African firm is entirely owned by Scania, this is a global strategy to 
maintain control of the business. The reason for starting manufacturing was to avoid the 
heavy taxation that occurs when importing busses and trucks to South Africa. Benefits of 
manufacture at this location can be stable economical and political environment as well as 
cheap labour costs. But however one has to bear in mind that the productivity and effi-
ciency of the workforce is lower compared to other subsidiaries within Scania. If the taxa-
tion regulations would not exist, Scania would most likely not have any assembly produc-
tion in South Africa. The greatest barrier to manufacturing in South Africa is to find com-
petent domestic personnel. This is a tough issue for all vacancies even though it is slightly 
easier to find operators to manufacturing compared to skilled administrative personnel 
since Scania is able to educate the operators in relatively inexpensive way.  

The customers of Scania South Africa are located within the Sub-Saharan region. About 75 
percent of the sales are within South Africa and the rest within the Sub-Sahara. This is a 
figure that Scania intends to keep even though the goal is to increase the total sales in the 
region. The South African subsidiary has assembly and logistics departments, the sales and 
aftermarket are included in the same company even though it is run as a separate business 
unit. The products are developed abroad even if some local adjustments are made, these 
are however minor seen to the total product. Some of the components used are bought 
from local suppliers when this is cheaper then importing. South Africa would be the choice 
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of a new manufacturing plant if the present one would not exist, this if the tax legislations 
would be the same as present. However, Johannesburg would perhaps not be the first 
choice.  

The communication with headquarters is done on a monthly basis. As long as the figures 
are good the parent company is not interfering in the operations of the subsidiary even 
though they closely monitor and follow up the status of the business. The management 
team in the subsidiary consists of six people whereof four are Swedes, one is Scottish and 
one is South African. The board is fully Swedish.  

Swedish companies are considered to be good and responsible employers and they have a 
good reputation in South Africa. Swedish people generally are social and outgoing which 
might be one of the reasons of the good reputation.  

When it comes to cultural similarities and dissimilarities between Sweden and South Africa 
time is one of the latter. People in South Africa are not as respectful to keeping time as 
Swedes generally are. This includes both the business climate and the world outside of of-
fice. As a Swede this can at times be very frustrating. An additional dissimilarity is the 
power distance. In South Africa this is high and the word of the manager is to be followed 
without questioning. Workers pay much respect to the manager in charge. It is not com-
mon that the managers socialize with the employees after working hours. When it comes to 
incentives people in South Africa are only interested in the masculine forms which are 
money and status. The feminine sides of incentives are not considered as valuable.  

“In manufacturing the workers are collectivistic and stick together even though some of them are not realiz-
ing the consequences of their actions. This might be due to the lack of education which eventually may lead to 
lack of understanding the bigger picture.”  

The business environment in South Africa is emotional and it is not seen as rude or differ-
ent to express feelings. When it comes to promoting people Scania always do so after 
achievement rather than ascription. This is not specifically in South Africa but everywhere 
within the group of Scania companies. 

4.8 DENEL SAAB AEROSTRUCTURES SOUTH AFRICA (PTY) LTD.  

 

 

 

 

 

 

 

 

Bengt Savén, Deputy CEO, Denel Saab Aerostructures (Pty) Ltd. (Personal Communica-
tion, 2007-07-23)  
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The entering strategy to the South African market was through a joint venture between 
Saab and Denel which is a RSA state owned firm. Saab holds 20 percent of the new com-
pany but the aim is to increase this in a later stage. The joint venture strategy was used 
partly due to the offset reception that occurred when South Africa bought several Gripen 
planes and partly due to the opportunity to be able to buy an operation that was already 
used as a provider of parts to Saab. Result and efficiency/productivity wise the South Afri-
can operations are lower compared to other subsidiaries within the corporation. This is not 
due to the South African location of the company, but due to that the firm was previously 
not run in an efficient manner. The company has all departments available and manufac-
ture complete products to the customers which are located internationally. There are rea-
sons for manufacturing in South Africa but if the company does not have a market or po-
litical interest, the nation will most likely not be the first choice of location.  

“The labour is considerably cheaper for lower skilled jobs than in Sweden but when considering the inflation 
this advantage will decrease.”  

Other considerations that affect the business environment are high criminality, high 
HIV/AIDS-prevalence and part of the infrastructure that not meet the requirements. Wa-
ter and electricity are not to be counted on as granted due to frequent failures. Based on 
this Mr. Savén concludes that it is possible to create a world class Aerostructures company 
in South Africa, even though Sweden has some obvious advantages.  

Communication with headquarters is made on a monthly basis and reports to the board are 
made four times a year. The management team consists of eleven people whereof three are 
Swedish (The CEO, Deputy CEO and Production Manager) and the rest are local. The 
board consists of eight people where four are Swedish and four are local. Two of the four 
Swedes come from the Swedish owner and two are executives in the company. All normal 
operational decisions are taken by the management team but the board helps and approves 
assessment of larger financial expenses as well as providing special knowledge and addi-
tional know-how when needed.  

The opinion of having a Swedish parent company among the employees in our operations 
is extremely good. Since the company has been struggling financially the Swedes in the or-
ganization are seen as saviours, especially among people with positions high up in the or-
ganization. The reason for this might differ but many employees enjoy the Swedish leader-
ship style which is more communicative and involving than the South African.    

In South Africa people do not have the same perspective on commitments on time as the 
Swedish people. This has led to some problems within the operation since it is hard to keep 
and offer on-time deliveries to the customers. The power distance used to be very high in 
the company. The employees recognize the manager as the chief and do rarely oppose the 
decisions taken. This hierarchy leadership has lead to high uncertainty avoidance and a lack 
of initiative taking manner among the employees. However, with the involvement from 
Saab Aerostructures this is changing and with a different leadership style which encourages 
creative thinking, the new management from Saab aims at gain optimal response from the 
employees. There is a masculine attitude as well as an individualistic view among employees 
in the company where money and status are of more importance than softer incentives. 
The culture is specific and employees do not socialize to a large extent outside work in 
general and especially not with co-workers from other hierarchical levels. Historically peo-
ple have been promoted due to ascription and there still exists some of this mindset in 
lower positions, however, managers are always promoted due to achievement.   
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Atlas Copco manufactures equip-
ment of industrial productivity so-
lutions. Examples of products are 
compressed air and gas tools as 
well as generators. The South Afri-
can operation manufacture prod-
ucts within mining consumables. 

4.9 ATLAS COPCO SECOROC SOUTH AFRICA (PTY) LTD. 

 

 

 

 

 

 

Hercules Mc Donald, Managing Director Atlas Copco Secoroc (Pty) Ltd. (Personal Com-
munication, 2007-07-24) 

The entering strategy of Atlas Copco in South Africa was an acquisition of Secoroc where 
the South African factory was one part. This strategy was used in order to gain the knowl-
edge and manufacturing establishment from a closely related, formerly supplying industry. 
Secoroc was also an already recognized brand with many clients and customer awareness 
why an acquisition was a fast entry into the segment. The subsidiary is 100 % owned by At-
las Copco. This strategy is used worldwide within the group. Currently 38 percent of all 
sales are located abroad and the rest within South Africa. When comparing the result, effi-
ciency and productivity of the South African subsidiary with other subsidiaries in the firm 
they perform around average. Not all departments are available at the site since market and 
sales are made through a separate business unit as well as research and development which 
are made in Sweden. Communication with headquarters in Sweden is made on a monthly 
basis. The management team in South Africa is all local but the board includes five mem-
bers where two are Swedes, two are South Africans and one from Belgium. The involve-
ment of the board is quite high even though they do not interfere in any operational deci-
sions. Feedback and information are however presented regularly.  

Time in South Africa and Sweden is based on similar values and in the business world the 
majority of all people tend to keep times. There exists a conception of “African time” 
which is slower than the Western nations and this can occasionally be true. However, the 
driving factors of this difference are the lack of infrastructure and communication which 
makes it difficult to compare dead-lines and other time related issues between nations. 
Employees are following rules set by the management and decisions are rarely opposed 
which might be due to the high power distance in South Africa. In the manufacturing most 
of the operations are standardized which is made to avoid uncertainty among the employ-
ees.  

“It is not hard to find unskilled labour for lower positions that can be trained within the company due to 
high unemployment rate. It is however very hard to find competent skilled personnel for nearly all positions.”  

The labour unions in South Africa are very strong and the workers are collectivistic. How-
ever, people in higher positions tend to be more individualistic. When it comes expressing 
feelings in the business world South Africa’s is more emotional than Swedes. In South Af-
rica the culture is specific where work and leisure time are separated. This scale differs 
among companies but it is uncommon that managers socialize with other employees. Peo-
ple get promoted after achievement rather than ascription even though the employees at 
lower positions have the perception that a long time within the company results in promo-
tion.  
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The general opinion of Swedish companies is good due to many well known and high qual-
ity brands. However, in South Africa it is perceived as prestigious to work for famous 
brands and it is of smaller importance which nationality the parent company has.  

The economical and legal environments in South Africa are fairly stable presently. When 
examining the environmental legislation in South Africa, Atlas Copco Secoroc has not had 
any difficulties to cooperate with the existing legal framework. As a part of a multinational  
Swedish corporation which is ISO certified, Atlas Copco Secoroc could and would not ex-
ploit any opportunities to gain financial benefits on the cost of the environment even if 
possible. The general opinion is that Swedish firms have a high moral value and a corporate 
ruling internationally made according to Swedish environmental law. 

The greatest barriers to manufacturing in South Africa are the lack of skilled labour, high 
crime rate, strong unions and instability in the supply of electricity. Another concern of in-
vesting in South Africa is the political threat that might occur after the next election. Bene-
fits of manufacturing are a strong market in a financially rich nation. Presently the cost of 
labour is considerably cheaper than in the Western nations but one have to bear in mind 
that the inflation rate is rising which will eventually even out this difference. If the present 
manufacturing was not established, South Africa would not be the first choice of host na-
tion due to mentioned factors. 

4.10 SUMMARY OF EMPIRICAL FINDINGS 

The subsidiaries in our study all had diverse approaches regarding staffing, organizational 
structure and entry modes. However, as seen in the chart underneath seven out of nine re-
spondents used ethnocentric staffing while four out of the nine manufacturing companies 
used multinational organizational strategies which together were the most common strate-
gies in our study. Acquisition was the most frequently used entry mode among the compa-
nies. In Figure 4-1 below, we have summarized the staffing, organization and entry mode 
of the empirical findings: 
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FIGURE 4-1  EMPIRICAL SUMMARY 
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All respondents agreed on that Swedish-related manufacturing companies generally have a 
good reputation in South Africa. Reasons varied, but a common response was that since 
Sweden supported ANC during the apartheid era, people remember Sweden as a helping 
hand in times of struggle. Another response was that European products in general has a 
reputation of being high qualitative and this can be one of the reasons why it is prestigious 
to work for foreign European companies.  

The main motive for companies to invest in South Africa is either market reasons or the 
availability of raw material. Other benefits could be that South Africa can be used as a 
spring-board to reach the Sub-Saharan market as well as a stable economical and political 
system within the nation. Some respondents expressed a concern for the upcoming politi-
cal elections that could threat the positive investment trend of South Africa. The respon-
dents stressed that if the import legislations would have been different they would most 
likely not have any manufacturing within the nation today. The labour costs are low but on 
the other hand the inflation rate is high and the productivity and efficiency within manufac-
turing is low.  

When comparing the cultural similarities and dissimilarities, time was seen as the latter. 
Populace in South Africa tends to not respect time as most Swedish people do. The re-
spondents agreed that as a foreigner in the subsidiary this could sometimes be frustrating. 
The power distance in the companies of our study was high. Employees did not question 
the word of the manager even though many companies tried to change this in order to gain 
maximal output through knowledge and experience from all employees. In manufacturing 
there needed to be highly standardized operations which led to high uncertainty avoidance. 
The respondents agreed that this was mainly due to lack of education and that this would 
most likely change with the upcoming, more educated generations.  

In South Africa money and status are still the largest incentives when hiring people. How-
ever, some respondents argued that this will also change in the future. People with high 
salaries tend to be more interested in softer incentives offered by the company. In our 
study the respondents were of the opinion that the employees were collectivistic. The 
strong labour unions in the nation increased this factor.  

The business environment is more emotional in South Africa than it is in Sweden. It is not 
seen as rude or impolite to express feelings when doing business. The corporate culture is 
specific were work and leisure time is separated. Employees socialize after working hours 
but mainly on special corporate functions. Previously people have been promoted due to 
ascription in South Africa but this has changed and all respondents argued that achieve-
ment is the only way of being promoted at present. However, some respondents were of 
the opinion that in lower positions the unions forced, and expected, some promotions as a 
result of long time engagement to the company.  

Generally it is tough to find competent personnel for all levels even though the lower posi-
tions are a bit easier to appoint. Other barriers to manufacturing companies are high crimi-
nality, high HIV-prevalence and infrastructure that are not always functioning well. The 
majority of the respondents explained that if the present manufacturing was not established 
and they were responsible for opening a new site, South Africa would not be the first op-
tion. An exception of this was if the company would be in the raw material business.  

Most of the respondents sold their products within South Africa or to the neighbouring 
countries. A few exported some of their products to other parts of the world but this was 
only a negligible share. The financial result of the subsidiaries in our study varied from very 
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good to poor compared to other subsidiaries within the parent corporations. The produc-
tivity and efficiency however differs in-between poor and average. Depending on organiza-
tional structure the companies did or did not have all departments like research and devel-
opment available in South Africa. 
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5 ANALYSIS 

Here we will compare the colleted frame of reference with the empirical findings. The authors will in some 
cases refer to the whole group of respondents due to that all answers were very closely related and gave a clear 
pattern. The reason for presenting the material in this way is to reduce the reappearance of facts. As a 
summary of this chapter we will answer our research questions. 

 

“WHAT WE ANTICIPATE SELDOM OCCURS; WHAT WE LEAST EXPECT GENERALLY HAPPENS.” 

BENJAMIN DISRAELI (1804 – 1881) 

5.1 GLOBALIZATION AND SOUTH AFRICA AS A HOST NATION 

Kirkbride and Ward (2001) state that the reason for companies to globalize differ depend-
ing on the firm but an aim to flexibility, responsiveness to customers, adaptation to the 
market and search of new innovations are usually common aims. Sundaran and Black 
(1995) continue by explaining that one of the key motives for companies to expand outside 
the home nation is to exploit worldwide markets. Gooderham and Nordhaug (2005) ex-
plain that the exploiting of worldwide markets has been especially important for companies 
with a diminutive home market. In our study all companies are Swedish-related and since 
Sweden is a comparatively small market this could be an explanation why the companies 
have decided to globalize. The exploitation of worldwide markets is in line with the answer 
from all of our respondents who explained that the reason for them to operate in South 
Africa was due to the access to the South African market and the possibility to exploit 
other Sub-Saharan markets. The reason why none of the respondents mentioned the sup-
ply of raw material in the nation might be due to that the respondents did not operate in 
business where raw material consists of the core trade. Gooderham and Nordhaug (2005) 
explain that manufacturing companies have a more apparent advantage than service based 
firms when it comes to globalizing. This since parts of the manufacturing can be located in 
low-cost countries while some intricate divisions like research and development can be 
placed in another location where the knowledge and experience are superior. Scania was 
one of the respondents who used this strategy. They did all research and development 
abroad but assembled the products in South Africa. Alfa Laval was another respondent 
who exercised a comparable strategy. However, Swedish Match, Assa Abloy, Atlas Copco, 
Denel Saab Aerostructures and Gunnebo all had entire operations with research and devel-
opment within the nation. The reason for this can be that the five latter companies were 
acquired and not build up from scratch which the first two was.  

De Wit and Meyer (2006) state that there are many tools to use when look at the threats 
and opportunities in the market and position your company in relation to your competi-
tors. Examples can be the PEST(EL) analysis, Porter’s Five Forces and Porter’s Diamond. 
The respondents in our study did not use formalized tools like these to evaluate the nation 
but by analyzing the answers we understood that many of the components in the tools 
were constantly evaluated. Teare et al. (1998) explain that the letters in PEST(EL) stands 
for Political, Economical, Social, Technological, Environmental and Legal factors. From 
the reply of the respondents and the frame of reference we can conduct an analysis of the 
suitability of South Africa as a nation for investment with the assistance of this tool.  

Political – Rodrik (2006) is of the opinion that the African National Congress (ANC) have 
administered to engender a stable, peaceful and racially balanced political environment with 
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copiousness of civil liberties and political freedoms after they took the political control 
1994 after the apartheid regime. The respondents agreed by utter that South Africa has an 
unwavering political system right now that does not prevent any foreign investments nor 
interfere in their operations. However, the politicians have decided to consign high import 
duties and taxation on some products which means that foreign companies within certain 
industries cautiously must calculate whether export or manufacturing within the nation is 
more appropriate. Issues like Black Economic Empowerment (BEE) and tax incentives for 
certain industries might facilitate or make it more complicated for some companies willing 
to invest. Alfa Laval discussed the prospect politics and the upcoming elections of the 
ANC chairman 2007 and declared that depending on the outcome the political ambiance 
may perhaps alter quite radically in either direction.  

Economical – JSE (2007) state that South Africa is the economic powerhouse in Africa with 
a stock exchange rating among the twenty largest in the world. South Africa has an interna-
tional oriented economy which encourages foreign investors. Sanip and the Swedish Trade 
Council were of the opinion that the South African market is increasing and that was part 
of the reason for Swedish firms to establishing the business here. This means that the re-
spondents did deem that the market would maintain to grow when the operations was 
started. None of the respondents mentioned any macro economical problems with running 
the business in the nation.  

Social - Lester, Nel and Binns (2000) state that due to the economical improvement of 
South Africa, the nation obtains skilful labour from countries in the Sub-Saharan region. 
However, CIA World Factbook (2007) states that the nation has tribulations like high un-
employment rate, high HIV-rate, large economic disparities and high criminality. Even 
though South Africa has a soaring unemployment rate and immigration of skilled workers 
the respondents were cohesive in the opinion that it is exceptionally hard to find compe-
tent employees on most levels. This problem is however worst when the company is seek-
ing skilled labour. Scania state that operators for production were to some extent easier to 
find then educated administrative personnel with relevant occupation experience. This due 
to that the company are able educate the employees in lower levels. Swedish Match men-
tioned that it was tough to find employees for lower positions with a clean criminal record. 
Denel Saab Aerostructures and Alfa Laval explained that HIV and criminality both were is-
sues that the company had to cope with in one way or another and which had to be con-
sidered when operating in South Africa.  

Technological – South Africa stands for 60-70 percent of all railroads in Africa, as well as gen-
erating 70 percent of all electricity on the continent. The country also has an urbanized in-
frastructure weight against other African nations with functioning air, sea and land trans-
portation (Morris, 1997). Swedish Match, Alfa Laval and Swedish Trade Council agreed 
that South Africa had a functioning infrastructure that fulfilled its intention without any 
major liabilities. However, Denel Saab Aero Structures, Atlas Copco and ASSA ABLOY 
declared that the availability of fast internet connection to a realistic rate was unattainable. 
This might sound like a negligible concern but for multinational corporations where com-
munication is imperative it is a clear deficiency.  

Environmental – The respondents in our thesis did not have any predicaments with legisla-
tions regarding environmental issues. Atlas Copco explained that this might be since Swed-
ish companies generally pursue a high moral value and corporate ruling which usually pro-
hibit the subsidiary to exploit beneficial environmental laws even if this would be possible.  
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Legal – Morris (1997) states that South Africa has a legal constitution that emphasize on 
democracy. The respondents added that the country has a low rate of corruption weight 
against other African nations and that the legal system for the most part functioned well.  

Sundaran and Black (1995) explain that Porter’s Diamond consist of four different deter-
minants for competitive advantages of a nation. These are: factor conditions, demand con-
ditions, related and supporting industries and firm structure, strategy and rivalry. We can 
use this tool to appraise South Africa with these determinants with the help of our frame of 
reference and empirical findings.  

Factor conditions – Baur (2004) explain that the South African government has made several 
attempts to amplify foreign direct investment in the nation. This has enabled some indus-
tries to enlarge. Examples of initiatives taken by the government are liberalization of the 
market, privatization and construct a competition policy. The respondents did not have 
anything to do with these subsidized businesses even though the automobile industry with 
its tax deductions were pointed out by Sanip.  

Demand conditions – South Africa is doing economically well which has amplified the buying 
capacity among numerous demographic segments. This has led to an increased demand for 
items for consumption and product variety within the nation (Lester et al., 2000). The 
Swedish Trade Council and Sanip explained that the market is growing in South Africa 
which leads to increased consumption. We argue that this buying pattern is one of the rea-
sons why many firms still operate within the nation. Increased purchasing power leads to 
higher consumption which leads to augmented profits for the companies.  

Related and supporting industries - Rodrik (2006) states that South Africa is one of the emerging 
markets with the lowest risk spread for foreign direct investors. This has in cooperation 
with other factors like the geographical location and abundant supply of raw material led to 
a significant amount of foreign investors in the nation. Exportrådet (2007b) states that 
there are more than 300 Swedish companies in South Africa which is an evidence of the 
latter. The respondents did not mention any lack of supporting industries and with the 
immense number of foreign companies as well as local companies one can presume that 
most related industry is accessible.  

Firm structure, strategy and rivalry – As mentioned previously South Africa is an admired coun-
try to operate within. Many multinational companies have invested in the nation which 
means that the rivalry is not solitary local players but also global. Together with the gov-
ernmental policies of promoting competition this has led to an ambiance where the com-
pany has to perform in order survive. The respondent’s in our study where all parts of 
worldwide corporations with comprehensive strategies and global competitors and South 
Africa was no exception to other subsidiaries in the world. 

5.2 ENTERING STRATEGIES INTO SOUTH AFRICA 

Non-equity entry modes are frequently used as a tool for transfer knowledge and skills; 
however it can also be used to create export opportunities. The non-equity entry modes are 
characterized of not holding a full ownership, the ownership can be collective between the 
parent firm and the local partner, also known as a joint venture (Hollensen, 2004). Even 
though the government supports local black ownership through the Black Economic Em-
powerment, eight out of nine respondents are fully owned subsidiaries of the parent com-
pany. The reason for this can be that all of them are part of global organizations that wants 
to preserve the utmost achievable control of the firms operating abroad. Reasons for not 
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choosing non-equity entry modes may be because the soaring import duties and trade bar-
riers for import to the nation.  

Osland et al. (2001) explain that exporting is when a firm’s products are produced in the 
home or third nation and then distributed to the host country unswervingly or indirectly. Li 
(2002) states that several Western companies exercise exporting as a strategy to reach 
emerging markets. If the tax legislation in South Africa would have been more propitious 
for import, i.e. lower tariffs and fees, many of the respondents would have used export as a 
substitute of manufacturing. Hollensen (2004) states that a benefit of licensing is that it can 
be used without having capital invested. None of the respondents used this strategy and 
reasons for this may be that licensing involves allocation of corporate secrets such as 
know-how and also diminish the control of the operations. Since the firms in our study 
were immense with high revenues in overall, the South African operations only consisted 
of a small share of the total. Scania and Atlas Copco were two of the respondents that had 
corporate decisions taken that the subsidiaries always had to be fully owned due to various 
reasons.  

Root (1994) explains that the most advantageous strategy to generate the highest level of 
economic profit is to establish a fully owned subsidiary. The creation of a fully owned sub-
sidiary engages higher initial costs with higher risk, although the company has enhanced 
strategic fit between marketing systems and market opportunities. Gooderham and Nord-
haug (2005) state that mergers and acquisitions (M&A) grant a fast entrance to the market 
and the strategy is especially valuable in countries where the customers have a high brand 
loyalty. Before the arrangement, the companies already have customers, distribution chan-
nels and suppliers established which will make the M&A a convenient alternative if a fast 
market penetration is necessary.  

The start-up entering strategy involves the highest risk taking among all entering strategies. 
It also requires the longest time to institute and the requirement for competence and know-
how are vital in order to succeed. The South African market entry strategy for four of our 
respondents was acquisitions and two were start-ups which all are equity entry modes. The 
respondents that acquired an existing firm used the strategy in order to buy a market share. 
Swedish Match, Gunnebo, ASSA ABLOY and Atlas Copco where the firms that bought 
existing companies with the intention to access the South African market. Since the popu-
lace in South Africa tend to be brand loyal it would be difficult for a Swedish company to 
establish a new brand in the market. However, Scania used start-up as an entry mode which 
included building new brand awareness among customers. The reason for building a manu-
facturing site was basically due to tax reasons. If the legislation would have been different 
Scania would most likely have used export in its place. The equal goes for Alfa Laval who 
currently only have a diminutive share of manufacturing in South Africa compared to pre-
viously. One have to bear in mind that both Scania and Alfa Laval manufactures high tech-
nological goods not sold to private consumers which explains why they do not have to 
consider the issue of brand awareness in the same context as other firms who sell con-
sumer goods.  

All respondents were of the opinion that South Africa was the choice of nation to manu-
facture in if comparing with other countries in the Sub-Saharan region. However, almost all 
agreed that the nation did not have any particular reasons or benefits for manufacturing ex-
cept if operating in the raw material business or for market penetration reasons where taxa-
tion made other strategies than manufacturing less cost effective. Inexpensive labour costs 
were declared as a competitive advantage of South Africa but this disappears when com-
paring the efficiency, productivity and inflation cost of the labour force. 
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5.3 ORGANIZATIONAL STRUCTURE AND INTERNATIONAL STAFFING 

Four structures that divide international firms after how responsive they are to the local re-
sponsiveness and how globally integrated them are: Global, International, Multinational 
and Transnational (Bartlett & Ghoshal, 1998).  

De Wit and Meyer (2006) state that the multinational organization uses full scale host na-
tion subsidiaries which are self-sufficient from the headquarters in the home nation. From 
our nine respondents four used the multinational structure. Denel Saab Aerostructures, 
Gunnebo, ASSA ABLOY and Swedish Match used this strategy. The two latter explained 
that the companies were operated as detached portfolio divisions in order to be as inde-
pendent as possible and maintain the local market with a high degree of local responsive-
ness. The negative aspect of this alternative is however the low global efficiency (Mirosh-
nik, 2002). The firms with the multinational focus in our study all had high number of cus-
tomers within South Africa or the Sub-Saharan region; they did not export to any great ex-
tent outside of these boundaries. According to us this is a evidence of low global efficiency. 
The reason for not aiming at economies of scale and utilize a centralized manufacturing 
might be that the import tariffs and logistical costs make it unprofitable to transport the 
goods from a centralized manufacturing unit to South Africa. All four of the companies 
that used the multinational structure had acquired the subsidiaries in South Africa. Since 
the Swedish-related parent company was buying market shares in South Africa through the 
acquisitions there would be no requirement to do any major alteration to the existing 
manufacturing unless the acquired company was in economical predicament. Later the 
headquarters may modify some elements and increase their own corporate culture in the 
subsidiary but most likely these changes will be incremental in order to minimize the risk of 
destroying the existing competence within the firm.  

The international organization offers the most uncomplicated form of structures. The in-
ternational structure refers to low global efficiency and low local responsiveness. The sub-
sidiary is highly dependent on the headquarters since most of the operations are centralized 
(Gooderham & Nordhaug, 2005). Alfa Laval and Scania are the only respondents who ex-
ercise this structure. Alfa Laval has a diminutive manufacturing in the nation in order to 
maintain the goods for the market but it is too low to reach a high local responsiveness. 
The manufacturing was also too small to achieve the benefits of economies of scale. The 
reason for choosing this structure could be that Alfa Laval manufactures complicated ma-
chinery and the technical know-how must be comprehensive within the manufacturing. 
However, they can not centralize all manufacturing since the customers needs some minor 
local adjustments. Scania assembles their products in South Africa in the same way as they 
do in other locations of the world. This means a low local responsiveness and low global 
efficiency since it would have been more profitable to manufacture everything in one lone 
nation. The reason for Scania to use this structure is merely due to tax legislations.  

The global structure is applied to reach foreign markets in order to build economies of 
scale and global efficiency. The global organization has a high global efficiency but a low 
local responsiveness (Bartlett & Ghoshal, 1998). Since all of our respondents had some 
kind of manufacturing in South Africa with the aim to supply the local market they will not 
be able to attain global efficiency through centralization. The strategy would most likely 
been used to a higher extent if our study would consist of non-manufacturing companies 
that for instance solitary exported to South Africa.  

De Wit and Meyer (2006) explain that an integrated network, also known as transnational 
organization have subsidiaries which are forcefully connected to parent company in the 
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home nation which enables the organization to have high global efficiency. They are also 
manufacturing for the local market with customization which makes them highly market 
responsive. Atlas Copco was the only respondent who was able to reach this strategy with 
38 percent export. They produced their products in high volumes for both the local and in-
ternational market and were also able to adjust them to the different markets. The rest of 
our respondents did not use this structure even though all of them had the aim to be highly 
market responsive and attain a high global efficiency. Seen from the theoretical point of 
view this is the preferable structure to use but it is also highly complicated to achieve prac-
tically. Figure 5-1, which is made by the authors with inspiration from Miroshnik (2002), 
shows a summary of the different structures used by the respondents. 

 

GLOBAL ORGANIZATION TRANSNATIONAL ORGANIZATION
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FIGURE 5-1  SUMMARY OF STRUCTURES USED BY THE RESPONDENTS. 

 

Perlmutter (1969) describes three different attitudes toward worldwide staffing; the ethno-
centric, polycentric and geocentric approach. They differ in the staffing of managers in for-
eign operations. Ethnocentric focus on hiring just home country managers while polycen-
tric focus on only hiring managers from the host nation. Finally, the geocentric approach 
focuses on hiring the pre-eminent individuals for the position. Our respondents had differ-
ent opinions regarding this issue. ASSA ABLOY and Atlas Copco used only local managers 
in subsidiaries which can be viewed as a polycentric staffing approach. ASSA ABLOY had 
one Swede in the board but this person presently just happened to be Swedish and this po-
sition had earlier been filled out of a person with a different nationality. Atlas Copco had 
two Swedes out of five in the board but the management team was all local. Reason for 
choosing this strategy can be that the parent company beliefs that the local managers are 
acquainted with the local market better then any foreigners. Swedish Match, Gunnebo, 
Scania, Alfa Laval and Denel Saab Aerostructures all had Swedish managers with Swedes in 
the board. This is undoubtedly an ethnocentric approach and reasons for choosing this 
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might be that the parent companies want full control with home country managers in 
charge. Figure 4-1 in the previous chapter shows the staffing approaches of the companies 
in our study. 

5.4 CORPORATE CULTURE 

With the assistance of the cultural dimensions presented by Trompenaars and Hampden-
Turner (2004), we can evaluate the cultural business environment that Swedish-related 
manufacturing companies in South Africa experience. Since most of our respondents had 
comparable opinions regarding the cultural issues our analysis might be apprehended as 
highly generalized. It is not our intention to draw generalizations of whole South Africa but 
to demonstrate to the reader how the business climate is within our collection of respon-
dents.  

The populace in South Africa typically follows regulations that are given by the company. 
However, people tend to bend the rules if this gives aid to a friend. Our study shows that 
the environment in which the Swedish-related manufacturing companies operate is deter-
mined by particularism. The employees of the respondents acted collectivistic due to the 
strong influences of the labour unions. When it comes to money and status people com-
monly are more individualistic.  

All respondents were cohesive when explaining that the environment is very specific. One 
can argue that the managers in our study needed to maintain a distance to the employees 
due to their positions. It is improbable that the managers socialize with the employees after 
working hours. The business environment in South Africa is affective and it is not seen as 
discourteous or remarkable to articulate feelings. People from neutral cultures might ex-
perience the climate as unsympathetic or impolite when it is actually customary. 

In the past the business environment in South Africa has been ascribed to a large extent. 
However, at the present time all respondents in our research had the opinion that promo-
tion due to achievement was the solitary approach of climbing in the corporate hierarchy. 
Today the business climate is focused on achievement rather than ascription. The power 
distance in South Africa is high. The manager is the manager and the word from the supe-
rior individual is of profound signification. Generally the employees do not question, nor 
oppose the manager.  

Due to that numerous operators in South Africa are uneducated the uncertainty avoidance 
needs to be high. It is not routine to give employees in manufacturing assignments where 
the liberty of own initiatives is needed. The respondents agreed that this will most likely 
change with the upcoming generations who have a higher degree of education. In South 
Africa money and status are the two most vital ingredients of appreciated incentives. The 
culture is subsequently highly masculine.  

5.5 RESEARCH QUESTIONS REVISITED 

In this thesis we aimed to explore entering strategies of Swedish-related manufacturing 
companies that have entered South Africa. To answer this purpose we created four re-
search questions in order to guide the reader. We interviewed nine respondents in South 
Africa during the summer of 2007. This empirical gathering was then compared to the 
frame of reference in order to create an analysis. As far as the authors of this thesis know, 
there have been no previous studies on Swedish-related manufacturing companies in South 
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Africa; hence our aspiration is that the contribution in this field of study is of interest for 
the reader.  

• Why are major Swedish firms operating globally willing to risk billions of dollars 
when investing in countries that are proportionately considered as high risk areas 
such as South Africa?  

 
Swedish-related manufacturing companies chose to invest in South Africa primarily due to 
market penetration reasons. The choice of manufacturing is made merely due to tax legisla-
tions like trade barriers and import quotas or logistical costs that would occur if importing 
the products to South Africa. An exception of this is the raw material business where the 
nation enjoys a competitive advantage which makes it favourable for firms operating in this 
industry. There are no additional reasons for manufacturing in South Africa at present. The 
nation does in theory have benefits like inexpensive labour and high unemployment rate 
but in practice these are not advantageous due to low productivity and efficiency as well as 
complicatedness in finding competent employees to each and every level in the firm. For 
the lower positions the companies are able to educate the employees but this is a cost that 
needs to be remembered before establishing a manufacturing site. Seen from the market 
perspective, South Africa is increasing in purchasing power and this is the primary force for 
companies to invest. However, our study shows that export is the most favourable strategy 
of reaching the market if it is possible to avoid the tax legislation.  

• What are the strengths, weaknesses, opportunities and threats when investing in 
South Africa and what difficulties do the Swedish manufacturing companies have 
to face when entering an emerging market such as South Africa? 

 
Example of strengths regarding investments in South Africa are the abundant supply of 
raw material, well functioning infrastructure, stable political, legal and economical system 
and an constantly increasing market for goods. These are all important factors which makes 
South Africa different from its neighbouring countries. South Africa might still have a bit 
to go compared to many Western nations but they are developed compared to rest of Af-
rica. The weaknesses of investing in South Africa can however be strong labour unions, 
high HIV-prevalence, high criminality, low productivity, and lack of skilful labour. Even 
though the political environment is stable at the moment several people show concern for 
the upcoming political elections. The outcome of the elections can be a threat to the com-
panies willing to invest in South Africa. Another threat is that the academic elite emigrate 
due to a variety of reasons for instance low wages in South Africa or improved working 
conditions in foreign countries. Economically this “Brain Drain” might become a severe 
difficulty for foreign investors. When evaluating the opportunities, the nation has a large 
prospective in acting like a springboard country towards the Sub-Saharan region. As long 
as the market is growing, foreign companies will be prepared to invest capital in manufac-
turing as long as the trade barriers exist. If however these barriers would vanish, the com-
panies would most likely shift to a more sales oriented operation. We argue that the South 
African government understand the situation and therefore applies heavy legislations on 
strategic industries. The incentive with zero percent tax for the car industry might work in 
the short run to attract business to the country. We believe that this will however change 
when the nation will reinforce the tax payments and the firms have to compete with other 
companies in other nations on the same conditions. 

• How and why is a certain entering strategy chosen and which organizational struc-
ture is used when the subsidiary is established? 
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When examining the entering strategy in the research, acquisitions were the most frequent 
selection. This was primarily due to that the corporations got a previously existing market 
share in South Africa where brand loyalty is of great importance. Start-ups were also exer-
cised but these were essentially created in order to avoid profound taxation on imported 
goods. The organizational structures used differed among the respondents. The disparities 
tend to depend on corporate strategies set by the parent company and used worldwide. 
This was also the case with the international staffing approach. Most subsidiaries used a 
multinational organizational structure with an ethnocentric approach. The polycentric staff-
ing approach was also used but not to the same extent.  

• How do possible cultural differences/similarities between Swedes and South Afri-
cans affect the business operations in the host nation?  

 
There exist cultural differences between Swedes and South Africans. However, these dis-
similarities did not have any significant impact on the day-to-day work environment. Ex-
amples of cultural differences were the high power distance, uncertainty avoidance, time 
and masculinity. One interesting occurrence is when the parent company chose to hire peo-
ple from the home country to manage the host country subsidiary. This is where the cul-
tural problem may happen. From our study we can observe that Swedish management style 
is more encouraging and participating than the South African management style. This was 
highly appreciated among South African employees who felt empowered by being part of 
the decision-making. However, it is hard to give employees more responsibility when the 
former culture has not used this practice. Even though we consider that it would be much 
more difficult for a South African manager to manage in Sweden than for a Swede manag-
ing in South Africa. 
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6 CONCLUSIONS 

 
“FOLLOW THE COURSE OPPOSITE TO CUSTOM AND YOU WILL ALMOST ALWAYS DO WELL.” 

JEAN JACQUES ROUSSEAU (1712 – 1778) 
 

Why do Swedish-related manufacturing companies invest in South Africa and not else-
where? Our study indicates that the reason is primarily to exploit the emergent African 
market and use the nation as a springboard to additional African nations. Why these firms 
decide to start manufacturing as an alternative of import is solely due to tax legislations. It 
is fundamentally excessively expensive to import goods into the nation. This is a well 
thought-out strategy by the South African government; they comprehend that there are not 
any other competing nations within the Sub-Saharan region which can propose the same 
conditions for business as they can do. By increasing the import legislations, the companies 
will have to establish manufacturing or assembling facilities within the country which will 
engender increased employment as well as amplified tax payments for South Africa. When 
the citizens get a higher disposable income, the gross domestic product will rise. Increased 
foreign direct investment will therefore have a beneficial impact on the macroeconomic 
environment. Since there are no legislations of exporting from South Africa to the Sub-
Saharan region, the government can indemnify that the investors can take pleasure in both 
the benefits of manufacturing within their nation with a fairly good infrastructure, legal and 
democratic political system, as well as gaining market shares from the entire Sub-Saharan 
region. Even if other nations within the Sub-Saharan region are improving in terms of in-
frastructure the gap in development compared with South Africa is still immense. We 
therefore believe that South Africa will be the African country where the majority of all 
foreign investments will be conducted in a foreseeable future. However, one have to bear 
in mind that South Africa is an emerging market where possible political turbulence might 
radically change the climate for foreign companies. We are certain that if a future govern-
ment would eliminate the import tariffs, mostly all foreign manufacturing companies would 
relocate to another continent and/or close down.   
 
When Swedish-related manufacturing companies enter South Africa our study indicated 
that the most frequent method was to acquire an already existing firm. The second most 
common entering strategy was an internally build plant. Since we conducted our research 
on big corporations with the financial support from headquarters, acquisitions and inter-
nally build plant was a natural way of entering a new market. By maintaining the control of 
the operations, the companies can without difficulty decide upon necessary changes. We 
consider this important in emerging markets such as South Africa. Say for instance that a 
political turbulence would occur, with a jointly owned firm it would be much harder to 
withdraw or cut down the size of the manufacturing. By owning the firm by 100 percent, 
the company has the freedom to change, manage and restructure the firm as they wish. As 
mentioned above, the import legislations in South Africa did not favour export for the for-
eign companies; otherwise this would most likely have been the most frequent entering 
strategy into South Africa. This would be due to low efficiency, productivity and quality in 
manufacturing compared to other nations. 

We argue that the organizational structure used in Swedish-related manufacturing compa-
nies does not have anything to do with South Africa as a host nation. The structures used 
by our respondents where also used by other subsidiaries all over the world within the 
same corporation. One has to bear in mind that the subsidiaries in our study only consist of 
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a small share of the total corporation it would seem somewhat strange to change a global 
strategy for a small firm in one specific nation such as South Africa. One might argue that 
one structure fits better in one nation, this is most likely true, but seen from the headquar-
ter perspective it might be difficult to manage the subsidiaries all over the globe in different 
manners. We consider that the optimal organizational structure would be the transnational 
structure, this no matter what host nation. It is however hard to achieve and implement in 
all subsidiaries in an entire corporation. 

6.1 SUGGESTIONS FOR FURTHER RESEARCH 

 

“WE ARE NOT ALL CAPABLE OF EVERYTHING.” 

VIRGIL (70-19 BC.)  

 

We have performed our research on Swedish-related manufacturing companies in South 
Africa. It would be interesting to conduct supplementary research on corporations with 
parent companies related to other countries than Sweden and evaluate if this study would 
reach the same conclusions.  

It would also be appealing to conduct a comparable study on other continents than Africa. 
Asia is a location that attracts numerous numbers of foreign investors and we deem that it 
would be fascinating to evaluate the factors that make this continent attractive.  

It would additionally be of interest to study other industries for example tourism in order 
find out if the conclusions reached are specific to industries in South Africa. During our 
study we came in contact with Black Economic Empowerment (BEE), a governmental leg-
islation. It would be fascinating to research the impact this legislation have on foreign com-
panies in South Africa.  
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APPENDIX A: INTERVIEW SOUTH AFRICAN MANUFACTURING 

COMPANY 

INTERVIEW DISCUSSION QUESTIONS 

INTRODUCTION 

• What is your position in the firm? 
 

• If we say “Swedish-related production companies”, what is the opinion that first 
comes into your mind? 

 
SWEDEN VS. SOUTH AFRICA 

• According to you, are there any differences and similarities between Swedes and 
South Africans that might conflict in the business world? Examples of differences 
can be: 

o Time 
o Following rules set by the management 
o Power distance  
o Uncertainty Avoidance 
o Femininity vs. Masculinity 
o Individualism vs. collectivism  
o Universalism vs. particularism 
o Neutral vs. emotional 
o Specific vs. diffuse 
o Achievement vs. ascription 
 

• Please give examples – What have you experienced and what happened? What were 
the consequences? 

 

• Have these differences/similarities caused any problems? 
 

• Please give examples. 
 

• How do you communicate with headquarters? How often and who demands what? 
 

• Is the management Swedish or native? What positions are Swedish and what are 
native? 

 

• How does nationality of the board members look like? Does it have to be Swedes 
in the board?  

 

• How are you affected in your work by the board? 
 
BUSINESS AND FINANCE 
 

• What was the entry mode for your firm when you first entered South Africa? 
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• Is the present manufacturing site an internally built plant?  
 

• Was it acquired or merged with another firm? 
 

• Why do you think this strategy was used? 
 

• According to you, what is the main reason for investing in manufacturing plants in 
South Africa? 

 

• Is the climate in South Africa favourable for manufacturing according to you? Ex-
amples of climate factors can be: 

o Political 
o Economical 
o Social 
o Technological 
o Environmental 
o Legal 

 

• Why, why not? Please give examples. 
 

• What are the greatest barriers to manufacturing in South Africa according to you?  
 

• How difficult is it to find competent domestic personnel in South Africa? (E.g. En-
gineers, design engineers, welders and such?) Why? Why not?  

 

• Please give examples from your experience. 
 

• How many of your customers are within South Africa, Sub-Saharan region and rest 
of the world in percentage?  

 

• How are your results compared to other production plants within the group? 
 

• How is the efficiency of the production compared to other units in your corpora-
tion? 

 

• Do you have all departments here?  
 

• Are some of your products developed abroad?  
 

• How does the forecast for manufacturing companies in South Africa look like ac-
cording to you? Opportunities and threats?   

 

• If your present operations in South Africa wasn’t established and you were the per-
son responsible for establishing a factory in Africa, which country would you then 
chose?  

 

• Why?  
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APPENDIX B: INTERVIEW WITH THE SWEDISH TRADE COUNCIL & 

SANIP IN SOUTH AFRICA  

INTERVIEW DISCUSSION QUESTIONS 

INTRODUCTION 

• What is your position in the firm? 
 

• What is your background? 
 

SOUTH AFRICA 

• What benefits does South Africa have for production establishment? 
 

• Please give examples. 
 

• How are these benefits compared to the surrounding countries? 
 

• Please give examples. 
 

• What type of evaluation material (Pest, Swot) do you hand out to your customers who 
are considering establishment in South Africa? 

 

• How does the future look like for Swedish-related manufacturing companies in South 
Africa? 

 

• What are the usual obstacles that Swedish manufacturing companies encounter when 
establishing the business? 

 

• Please give examples. 
 

• Is it many Swedish companies that choose to leave the country? 
 

• What is the reason for this?  
 

• What nationality does the management in the South African subsidiary usually have?  
 

• How difficult is it to find competent domestic personnel in South Africa? (E.g. Engi-
neers, design engineers, welders and such?)  

 

• Why? Why not?  
 

• According to you, are there any differences and similarities between Swedes and South 
Africans that might conflict in the business world? 

• Please give examples. What have you experienced and what happened?   
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• What is the most common entering mode for Swedish-related manufacturing compa-
nies in South Africa? 

 

• Where in Sub-Sahara are most Swedish manufacturing companies located? 
 

• Please place them in order and explain why it is like this? 
 

• If you would start a production in Southern Africa, which country would you then 
chose?  

 

• Why?   
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APPENDIX C: INITIAL COVER LETTER TO RESPONDENTS  

 
Dear Sir/Madame, 

We are two Swedish master students at Jonkoping International Business School. Summer 
of 2007 we will write our master thesis in South Africa. The title of the thesis is "South Af-
rica - A Sub-Saharan manufacturing paradise?" and it will analyze Swedish-related manufac-
turing companies operating in South Africa. The thesis will explore why and how Swedish-
related manufacturing companies are entering South Africa. Both pros and cons will be 
analyzed. 

The empirical part of the thesis will be done through interviews with several Swedish-
related manufacturing companies on-site. The benefit for you would be to read the thesis 
and see if the business climate in South Africa is the same for all industries evaluated and if 
other Swedish-related corporations have the same problems or benefits.  

The question we have for you is if there is anyone we could interview regarding mentioned 
topic in South Africa during our visit in June, July or August 2007? It would also be very 
interesting to visit your manufacturing site during our visit if possible.    

We would truly appreciate your help. Thank you for your time and cooperation. 

 

Best regards, 

Markus Laine & Erik Nordén 

 

Jonkoping International Business School 

 

Markus Laine 

Ingp06lama@ihh.hj.se 

+46 73 694 XX XX  

+46 36 126 XXX 

Erik Nordén 

Ingp06noer@ihh.hj.se 

+46 73 383 XX XX 

 


