
 
 

J Ö N K Ö P I N G  I N T E R N A T I O N A L  B U S I N E S S  S C H O O L  
JÖNKÖPING UNIVERSITY 

 

The f l ight of f irms 
The decision process behind localization of production abroad 

Bachelor’s Thesis in Business Administration 

Author: Therese Arvidsson  

 Mikael Klasson 

 Lizette Nauclèr  

Tutor: Henrik Agndal 

Jönköping  June 2005 



 

Bachelor’s Thesis in Business Administration 

Title: The flight of firms – The decision process behind localization abroad 

Authors: Therese Arvidsson, Mikael Klasson and Lizette Nauclèr 

Tutor:  Henrik Agndal 

Presented: 2005-06-01 

Subject terms: decision process, localization, foreign production, internationalization 

Abstract 
Background and problem: The industry of today is changing and many firms chose 

to internationalize due to the increased price competi-
tion. It is often cheaper to produce in a low cost country 
and sometimes it can be strategic to produce there in or-
der to gain market shares. 

Purpose: The purpose of this thesis is to study the decision proc-
ess when manufacturing firms choose to locate produc-
tion abroad. 

Theoretical framework: Decisions have different grade of rationality and com-
plexity. To make a decision to establish abroad is a com-
plicated decision, which often involves many people, re-
quires time and information in order to avoid uncer-
tainty. The people involved in the process need to be 
able to both gather and use the information in order to 
do as good decision as possible. Many factors affect the 
decision concerning foreign establishment, the most oc-
curring are low costs, better market structure and the 
growth potential in the area of interest. 

Empirical findings: ABA Group, Balton AB, ITAB Shop Concept and 
Stilexo Industry AB are the four firms in which the deci-
sion process is investigated. They have all experienced 
increasing competition in the more globalized market, 
which has forced them to establish abroad in order to 
survive. 

Analysis and final          
discussion: 

For all firms investigated, the decision to establish 
abroad was influenced by availability of information and 
time, the people involved and their ability to use the in-
formation. All these factors are affected by uncertainties, 
from which the firms not completely can protect them-
selves. To do as good decision as possible the firms need 
to be careful and consider all factors that influence the 
outcome. 
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1 Introduction 
This chapter presents a background and a problem discussion about the topic to study. The authors will 
also state the purpose and show a disposition of how the thesis is structured.  

1.1 Background 
Competition has grown stronger in the international market and as a result, many firms 
have chosen to expand their market over international borders. The driving force behind 
the internationalization is to take advantage of the labor market and to increase the produc-
tivity (Europeiska ekonomiska och sociala kommitten, 2004). One important factor for the 
increased international competition is the decreased trade barriers in the European Union, 
EU. One goal for the EU is that goods, labor force and money should be easier transferred 
over boarders within the union. This brings price transparency; firms can find the lowest 
cost of production and material, and spot opportunities to be cost effective and more 
competitive. By opening up to the European market, firms can reach technical advantages 
and economies of scale, but the openness also gives greater competition, both from the 
firms in Europe, but also from Swedish firms that also choose to internationalize (EU, 
2004).  

Firms can choose to internationalize with different strategies, depending on both internal 
and external factors (Rao, 2000). For example, a firm can make an acquisition of an already 
existing firm or establish a new factory in a foreign country; both these processes are com-
plicated and require a lot of financial resources and knowledge (Hollensen, 2004). How-
ever, the investment can generate great profits such as lower labor costs, closeness to the 
market and economies of scale in the long-term. (Braunerhjelm & Ekholm, 1998). The 
benefits can also be non-profitable such as knowledge (Rao, 2000). Firms see opportunities 
to secure their future in the globalization, which has led to a movement of manufacturing 
firms to regions where they are able to stay competitive. Firms that remain national will 
face a hard competition in the international market (Åström, Sellgren, Carlsson, Åberg, 
Karlsson, 2004). Husqvarna AB is one example of a firm that made the decision to finalize 
the process of internationalization by moving the production abroad. Today they got pro-
duction plants in Europe, North and South America. (I. Lindblom, personal communica-
tion, 2005-01-28). Ericsson has chosen to move parts of the production to low cost coun-
tries, but the more advanced production is still located in Sweden (Privata Affärer, 2000).  

To let foreign firms produce instead of Swedish is the most common way to become inter-
national. The manual jobs that require less education, like assembly line, are most often lo-
calized abroad. While the more advanced processes and development still are located in 
Sweden (Krantz, 2004). Lindström (2004) mentions that more firms also choose to import 
products from low cost countries instead of producing themselves, he also claims that the 
consumer is the big winner in this situation due to lower prices in the market. The fact that 
firms become international is not a new phenomenon; firms have moved enterprises 
abroad for many years, but relatively more firms now than before that relocate their pro-
duction abroad. Industrialized countries face a higher competition due to the remained low 
wages and increased education level in under-developed countries (Krantz, 2004). The 
movement abroad mostly concerns the departments of manufacturing, sales and marketing 
while firms seek to keep the innovation, research and development department in Sweden 
(Lööf, 2005). Sweden has competitive advantage in high level of education, stable labor 

 1



 

market and high productivity, which can be well used when developing more complex 
manufacturing and product development. According to Ericsson (2005) that should be 
Sweden’s niche when competing in the world market, what we need to focus on in order to 
stay competitive. 

All industries have a life cycle; the life cycle for manual manufacturing in Sweden is de-
creasing because of increased competition from under-developed countries. The govern-
ment has tried to oppose against this development by giving support for firms that does 
not wish to move the production abroad, but it has shown to be difficult to resist the de-
velopment. Replacing industries need to be developed in order to remain competitive and 
productive in the home country (SVT, 2005). History shows that all firms live and die and 
the life cycle may be more visible in one trade than another may. The textile industry is one 
example of where the conditions changed during the 1960s, the firms within had to localize 
in more cost effective countries, above all in China. Firms had to accept this and follow the 
development to survive or close down. Countries that used to have high textile production 
have now developed in new areas (NCTO, 2003). New technology leads to new products 
and new possibilities, which can compensate the holes in the market from the fleeing firms.  

To make the decision to located abroad often involve many people and require time and 
information. A decision situation can have different levels of complexity; localization and 
relocalization of production characterizes high complexity and require many people to be 
involved. This is usually made by the top of the organization. In this situation, the decision 
maker faces hindrances as uncertainties, and human factors. The process requires many re-
sources since mistakes and unexpected factors are inevitable. Decision makers have a great 
responsibility of the firm’s future as well as survival and it is important to have as much in-
formation as possible to found the decision on (Hayter, 1997). In southern Sweden 20% of 
the firms, discuss a movement of production abroad in their five-year plan. This decision is 
the long-term for the firm and many aspects need to be considered (Ericsson, 2005). L. 
Nordin, Chief Executive Officer of ABA Group mentioned (personal communication 
2005-04-25) that it is important to be careful at every step of this decision and it is never as 
easy as one can think. 

1.2 Problem discussion 
To make the decision whether to move production to a foreign country or not, is an always 
ongoing discussion in firms and mass media gives it a lot of attention. Mass media often 
give the society a picture of that the firms are fleeing from the home country and that job 
opportunities are disappearing, however, that is not always the case. Firms have to stay 
competitive and if other firms lower their prices, they have to follow, often done by mov-
ing the production to lower the production costs. Eastern Europe and parts of Asia is the 
most usual parts of the world to move to, one reason is that it is cheaper, but also because 
it is growing markets with many opportunities for the future. When the firm has great 
competitive advantage they will probably increase their turnover and can use the money for 
investments and new product development. The research and development department is 
often kept in the country of origin and the development points in the direction that this 
will continue. Development of new products, offer value-added services and administrative 
work are the divisions that the firm can evolve and expand in the home country and still be 
an attractive and good employer as the society wants. 

There are many questions around the decision whether to move or not and where to locate 
the production. Many problems need to be discussed, considered and solved in order to 
perform a successful result. Uncertainties need to be conquered and a firm should investi-
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gate important issues before taking actions, this is done in order to reduce problems in en-
forcement of the movement and to avoid failure. A movement that is not well considered 
might cost more than the firm plans to gain, there are firms that has been forced to move 
the production back to Sweden due to lack of information and not carefully discussions 
about eventual problems (SVT, 2005). 

This study concerns Swedish manufacturing firms that have moved their production 
abroad. The authors will examine how the firm reaches the conclusion to move production 
and what motives that drive the decision process. The authors will also study why the deci-
sion was made and what factors that was decisive. 

1.3 Purpose 
The purpose of this thesis is to study the decision process when manufacturing firms 
choose to locate production abroad.  

1.4 Definitions 
Decision process - By decision process, the authors mean how the decision was carried 
out, who was involved, how information was gathered, which uncertainties existed and 
which localization factors affected the decision. 
 
Foreign production/Production abroad - Foreign production and production abroad 
are two terms that will be interchangeably used throughout the thesis and refer to produc-
tion located in other countries but Sweden. 
 
Manufacturing firm - A manufacturing firm is a firm that converts raw materials and 
components into consumer and/or industrial goods.  
 
Rational decision – A decision that best fulfill the economic goals. 
 

1.5 Disposition 
Chapter 1 – Introduction. A background and problem discussion is presented which lead 
to the purpose of the thesis. 

Chapter 2 – Frame of references. Chapter two will give a theoretical basis of how deci-
sions can be made and which factors that influence the choice of localization of produc-
tion. With this as a base, research questions are stated, which give the reader a ground to 
the following chapters. 

Chapter 3 – Methodology. Different methods are presented which the authors will use 
through this study. The authors will explain how and why they have selected to use these 
and discuss the reliability and validity of the thesis. 

Chapter 4 – Empirical findings. This chapter is based on interviews with four firms. The 
information will be divided based on the research questions in order to make a clear struc-
ture. 

Chapter 5 – Analysis. The research questions are discussed and are based on the theoreti-
cal framework and the empirical findings to connect the two areas.  
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Chapter 6 – Final discussion. The answer of the research questions is given and a model 
is presented to explain further the conclusions. Suggestions to further research are also 
stated.  

Chapter 7 – Evaluation of the thesis. The last chapter includes a discussion about the 
validity of the result of the thesis. 
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2 Frame of references 
In the frame of references, theories about decision-making and factors behind localization are presented. The 
authors will also make a connection between the different areas with a theory that specifically support indus-
trial location decisions. The frame of references will lead to the research questions, which is presented in the 
end.  

2.1 Making decisions 
All firms confront decisions every day, all actions taken are supported by a decision and all 
actions taken give consequences for upcoming decisions (Jacobsen & Thorsvik, 2002). A 
chain of decisions and actions drives the firm’s enterprise forward, shown in figure 2.1. 
 

 
 Figure 2.1 Decision chain-model (Jacobsen & Thorsvik, p. 367, 2002) 

Most decisions in a firm are smaller, made by individual employees; these decisions give lit-
tle consequences for the firm as a whole but are important for the daily enterprise. All em-
ployees, no matter position, usually make decisions individually to problems that occur 
more frequently in the daily enterprise; the power is decentralized to employees lower 
down in the hierarchy. Decisions, that have greater impact on the organization in the future 
perspective, involve more employees and are of great significance to the organization itself 
as well as its stakeholders. When making these decisions power is most commonly central-
ized, those with authority can participate in the whole process. The decision is made by a 
group of people at the top of the organization; the majority of the organization has not 
been taking part of the process at all (Jacobsen & Thorsvik, 2002). These processes reflect 
the firm’s allocation and the exercise of power in organizations, the management and shape 
of the organization (Salaman, 2002). These greater decisions require longer time to make, 
often weeks and months to carry out because the process is more complex. Decisions can 
be more or less strategic; less strategic decisions requires little resources and the decision 
maker act on routines while more strategic decisions have a higher complexity and requires 
more time and personnel to carry out (Hickson, Butler, Cray, Mallory, & Wilson, 1986).  
 

2.1.1 Rational decision making 
The model of decision-making is thought to be a systematic process, which is both logical 
and linear, a chain of choice, decision and acting. The economic man-theory is one of the 
most central theories about decision-making and has been dominant to governments and 
businesses throughout the western world over the last 20 years (Salaman, 2002). It assumes 
that the man is rational and can maximize the good. The individual can clearly see and rank 
all alternatives with its consequences and see the value of the outcome in all possible situa-
tions and by that chose the alternatives with best consequences and highest value (Jacobsen 
& Thorsvik, 2002).  The theory describes the decision process in four stages: 

1. The man has clear understanding of its situation and clear preferences. The indi-
vidual has clear goals and is able to see how to achieve them. 

2. The individual can understand all alternatives that will lead the firm to its goals. 
3. The individual can rank all alternatives with its consequences and outcome.  
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4. The man can chose the alternative that gives the firm the best opportunity to 
achieve its goals.  

 
This theory shows a behavior that maximizes a firm’s possibilities and requires three condi-
tions; that all alternatives are known, that all consequences are known, and that the decision 
maker has clear preferences. This theory does not show the reality, it is rather an idealistic 
situation. It has been criticized a lot because a situation where the preferences and informa-
tion are clear is unrealistic; also a person’s ability to evaluate and rank alternatives and con-
sequences is very low (Jacobsen & Thorsvik, 2002). However, managers operate within a 
bounded rationality, which means that even if they intend to be rational it is unrealistic to 
expect them to fulfill a wholly rational behavior due to limited information and time (Sala-
man, 2002). The economic man-theory is also criticized because of the need of clear goals 
since a firm rarely has comprehensible preferences. All departments of a firm have slightly 
or very different goals and prioritize the firm’s goals differently in order to benefit their 
own department’s preferences. For example, the production department wants to create a 
larger storage to avoid disturbance in the production while the economic department want 
to minimize the storage to raise the speed of the capital turnover (Edlund & Högberg, 
1986). 

2.1.2 Behavioral decision making 
In reality, the individual is not rational but post rational. This means that the individual act 
when the consequences are clear, and create the firm’s preferences and goals in order to 
justify already taken actions (Jacobsen & Thorsvik, 2002). This way of steering a firm is the 
opposite to most strategies of decision-making; the norm is first to determine goals, then 
seeking means to achieve the goals. A post rational strategy is “The science of Muddling 
Through” created by Charles Lindblom in the 1950s. Decisions proceed by a series of small 
steps rather than implementing the complete solution in one large step (Salaman, 2002). 
With this strategy, the firm makes only smaller deviations from earlier way of acting, every 
time the firm seeks to improve the enterprise by making the same procedures as before, 
but a little bit better. This strategy seeks to minimize obvious errors rather than realize new 
possibilities (Edlund & Högberg, 1986).   

A theory that matches a decision making individual better is the administrative man-theory, 
the human being is allowed to make mistakes and does not have to chose the best alterna-
tive and consider all factors. Instead of maximizing, as the economic man-theory explains, 
the administrative man-theory shows how to satisfy (Jacobsen & Thorsvik, 2002). 
 

1. One try to analyze the situation and determine goals, these goals tend to be unclear 
and shifting.  

2. Next step is to find some alternative solutions for problems to overcome in order 
to achieve the firm’s goals. One should also consider consequences from the found 
solutions. 

3. The decision maker values the solutions with its consequences according to his 
ability.   

4. The firm chooses the first satisfied solution that gives a positive result in relation to 
the goals.  

 
The intuitive-model, figure 2.2, is another behavioral decision making strategy. This strat-
egy has neither beginning nor end, and all parts of the decision process are integrated with 
each other and are carried out parallel. Goals, problem and means are constantly redefined 
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through out this process (Edlund & Högberg, 1986). This model is appropriate to use for 
decisions that are more complex since problems cannot be predicted in those situations, 
but occur sporadically during both the decision and the enforcement. The goals are usually 
rearranged and negotiated, alternatives and consequences need to be considered and recon-
sidered several times throughout the whole process. 

 
 

Figure 2.2 The Intuitive model (Edlund & Högberg, p. 20, 1986) 

Personalities 

The individual’s personality plays an important role when making decisions. Therefore 
“The typology of the personality” has been developed, a model that describes impacts on a 
person’s way of making decisions, figure 2.3. This model describes ways to gather and 
evaluate information, impression of the mind and intuition are two ways of gathering in-
formation while feeling and thought evaluate the collected data. Intuition: the decision 
maker is willing to take risks and trusts the instincts while seeking for changes. The deci-
sion maker speculates, draws vague conclusions, and has focus on the future. Impression of 
the mind is the opposite of intuition and characterizes clear order, risks are avoided and the 
decision maker seeks concrete information. The decision maker seeks to be precise, realis-
tic and puts trust in details and facts. Objective and rational thinking characterize thought, 
the information is analyzed and the decision maker differ the information between right 
and wrong. Feeling give the process a subjective judgment of data where the actor diverge 
data from good and bad. The information collected is measured but the individual’s moral 
opinions (Edlund & Högberg, 1986). 
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Figure 2.3 The typology of the personality (Edlund & Högberg, p. 19, 1986) 

 
The behavioral decision-making can be placed in square three since the model is character-
ized by feeling and intuition, while the rational decision-making can be placed in square one 
that is characterized by thought and the impression of the mind. 
 
Uncertainties 

Decisions bring uncertainties and a firm can have different kinds of decision strategies 
when conquering these uncertainties. Warner (2002) has made a four square model of two 
types of uncertainties that give a guide for what kind of strategy to choose.  The model de-
scribes uncertainties concerning a firm’s preference for the outcome performance, and 
preferences for means to achieve the firm’s goal.   
 

1. A firm with clear goals and means to reach the goals should use a computational 
decision strategy. This strategy is suited for bureaucratic organization and its ideol-
ogy of a closed firm where everything can be counted and the firm trusts all data 
and information. The firm acts rational, which is as mentioned before difficult to 
complete. Computation decision strategies can only be used in easier decisions with 
small consequences. 

2. Collegiate organizations have clear goals but the firm disagrees about the means to 
achieve the goals. The strategy best fitted for this kind of firm is judgment strategy. 
This kind of firm does not completely trust data and information. Discussions and 
opinions lead the firm to solutions; the outcome of this strategy is that the firm 
takes small steps, one at a time. “The science of Muddling Through” falls within 
the judgment strategy since only small steps and no greater risks are taken. 

3. Political organizations have unclear goals but clear means to take the firm further 
and decisions should be characterized by negotiations, trade-offs and dealing.  

4. The last strategy is the inspiration strategy and is best suited for charismatic organi-
zations where both goals and means are unclear. This firm requires a charismatic 
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leader that can lead and guide the firm forward and relocate the employees’ focus 
from conflicts to new goals. Individuals in the organization make most decisions 
and the firm as a whole makes little decisions, this leads to mistakes and the prob-
lem for the firm is to fix mistakes in order to be able to move on. The firm is 
known by high insecurity and to avoid mistakes the firm trusts procedures and rou-
tines (Warner, 2002).  

 
These four strategies can be described in figure 2.4 made by Thompson (1967) in Warner 
(2002). 

  
Figure 2.4 Decision strategies (Warner, p. 1348, 2002) 

Strategic decisions 

As mentioned above, the way of dealing with a problem differs from personality to person-
ality, but it also depends on type of problem, since problems can have different levels of 
complexity. Edlund and Högberg (1986) divided problems into programmed and non-
programmed problems while Hickson et al (1986) divides problems into strategic levels. 
Programmed problems or less strategic problems are based on routine solutions, like filing 
up the storage. This kind of problem appears frequently and firms usually solve this by at-
omizing a routine that is carried out regularly in order to avoid problem (Edlund & Hög-
berg, 1986). Non-programmed or strategic problems are rare, non-routine and relative un-
usual; these are seen as decisions that will have great impact on the shape of the firm and 
its future. There are no clear answers of how to carry out this kind of decision therefore the 
solution will be specific to the firm and its situation. Examples of the most strategic deci-
sions are localization, reorganization and product topic. The process of strategic decision is 
more drawn out since complexity of information and solution alternatives are taken into 
account and well considered (Hickson et. al, 1986). This problem requires communication 
and cooperation between the departments of the firm. The complete firm needs to partici-
pate and analyze the problem every employee should also contribute to the solution for a 
successful decision making (Edlund & Högberg, 1986).  
 
Managers face the challenge of guiding their organization through an uncertain and chang-
ing environment. One important strategic decision is whether to persist to the current 
strategy or to change the course. For example, persistence to a previous strategy that has 
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been proven successful in the past may cause poor performance outcome when there are 
major changes in the organization’s environment. Similarly, changing strategies could cause 
poor performances if the changes in the environment are short lived or misinterpreted by 
the management. Managers act on interpretations on experiences and these experiences are 
likely to have been influenced by pressures inside the organization. Further external 
changes and environmental uncertainty may make it difficult for managers to interpret their 
performance accurately and to predict the effects of environmental changes on an organi-
zation. However, certain organizational and environmental factors may increase the organi-
zation’s ability to learn and thereby work against these persistent forces (Salaman, 2002). 
Managers are also challenged to have several managing roles, depending on where in the 
decision process a firm is; the organization requires different kinds of leadership. For ex-
ample in the beginning the problem solving needs an entrepreneurial leader in order to 
search for a profitable solution, but at a later stage of the process, the firm will need an 
administrative leader in order to implement the solution (Warner, 2002).  
 

2.1.3 Localization decision theory 
Decisions concerning localization are, as mentioned before, strategic with a high complex-
ity and a strong political nature. These strategic decisions are one of the most consequential 
decisions a firm can carry out, gives a great organizational change, and have long lasting ef-
fects on the firm. Questions of localization attract many participants to the decision proc-
ess who want to influence the outcome of the discussion. All internal departments of the 
organization want to make their voices and opinions heard. Shareholders, customers, and 
often government are also seeking to participate in the process (Hickson et. al, 1986) 

In behavioral theory, satisfiers who seek to make decisions that at least meet the ambition 
level make decisions. These decisions are based on collected and evaluated information that 
often is limited. A firm’s locational choice is a part of a complex long-term investment de-
cision and the location preferences are reflected by the decision maker and the information 
that is available (Hayter, 1997). 

 
 

Figure 2.5 The behavioral matrix (Hayter, p. 142, 1997) 
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The complex range of factors that affect the location decision process can be shown in a 
model made by Pred (1967) in (Hayter, 1997) called “The behavioral Matrix”, figure 2.6. 
An interaction between factors that influence the ability of information and factors that in-
fluence the ability to use the information. The information available is geographically struc-
tured since the behavioral environment estimates it. The behavioral environment is the to-
tal sum of information sent and received by firms in a specific region or in a specific sphere 
of activities. The competence and the characteristics of the decision makers affect the 
firm’s ability to use information. The firms with the highest level of information and the 
best ability to use it in the best way are those who probably will make the best location de-
cision. A good location falls within the margins of profitability. It is expected that firms 
with high value of information and abilities will locate close to the optimum and those with 
low value of information will place near the margin of profitability or beyond it; firms be-
yond the profitability margin will fail. Yet, firms can have good or bad luck and make un-
expected choices. Strategic decisions face uncertainty, which sometimes forces the firms to 
make unexpected choices.  

The choice of location is a part of the investment decision process, which also includes 
other factors as technology, plant size, marketing, and engineering and construction. The 
locational factors need to be integrated in the whole process to make the best decision pos-
sible. The decision-making can be divided into two approaches; the first is based on the 
identification of the different processes and the second concerns geographical factors as se-
lection of country, region, community, sites and buildings (Hayter, 1997). A rational deci-
sion is, as mentioned earlier, impossible for a person to accomplish due to inadequate and 
insufficient information, a person not is able to collect and value all information needed. A 
localization decision that concerns a foreign establishment becomes even more difficult to 
make rationally. The information required is communicated in different languages and a 
person’s ability to handle information is affected by culture. Culture and language factors 
give uncertainties to a localization decision. This is part of the complexity when locating a 
firm and makes a rational decision impossible; therefore, localization decisions are charac-
terized by behavioral decision-making.  

2.2 Factors affecting localization decision 
During the last 20 years, instability in product markets has increased due to the internation-
alization. Competition forces the firm to put great emphasis on quality and differentiation 
of the products, encourages greater reliance on external rather than internal economies of 
scale, such as networks, and clusters (Scott, 1988). External economies of scale occurs 
when the size of the industry, not the size of the firm, affect the cost per unit. Internal 
economies of scale occurs when the cost per unit depend on the size of the firm, not the 
industry (Krugman & Obstfeld, 2003). In the industrial location, process firms have to op-
timize the relationship between firms’ customers and suppliers. Different organizations and 
different types of processes are clustered together into a certain place, generating external 
economies of scale (Scott, 1988).  

One of the most important factors today in the location decision is factor prices and factor 
mobility. To be able to move the firms if they face trade barriers are of high importance if 
the firm will survive and stay competitive. The firm can avoid high costs of trade if they 
open up in a new trade area. The fact that countries in the international market differs in 
factor price for skilled labor, make industries move the manufacturing part of the firm 
from domestic markets to less developed countries in order to produce at lower costs. By 
avoiding high trade costs and produce at a lower price abroad, a firm can raise its profits. 
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This is what has happened in Europe where firms in Western Europe have invested heavily 
and build or bought new production plants in Eastern Europe (Sødal, 1996). The produc-
tion cost is often related with labor costs, which is one of the reasons why firms are mov-
ing abroad. The labor costs in Sweden 2002, according to European statistics, Eurostat, 
were next highest in Europe with 28.7 Euro per hour. The labor costs in many Eastern 
Europe countries, was almost a tenth of the Swedish labor level, in some only an eighth 
(Wallen & Fölster, 2005). 

Trade costs are another important factor and can be divided in real trade costs as tariffs 
and non-tariff trade barriers. The firm can only affect trade costs in forms of barriers, tar-
iffs and transport costs if they change location to one with better conditions. Political deci-
sions may be a hindrance for the development of firms if they are not made on a market 
basis. For example, the government is deciding about infrastructure, if it is not well devel-
oped, firms will be affected and the market will not be developed. Non-tariff trade barriers 
are more complex since it concerns barriers as different language and culture, but can be 
reduced with gaining more information of things that are seen as a problem (Sødal, 1996). 
The most common factors that influence the decision of location of a firm can be intro-
duced in figure 2.4. 

 

Figure 2.6 Visualization of the localization factors 

A large market is in many cases needed to be successive. That is one reason for the estab-
lishment of the large internal market in EU. With common interests, the countries have 
cooperated to reduce trade barriers and increase competition in hope to get higher welfare 
and higher total production. A large market lowers in general the costs, but in the short 
run, the size is not important when thinking about costs. Even the structure of the market 
has to be considered in location decisions. There have been preferences for domestic 
products for a long time, which may force firms to locate in a country where they have 
market potential and in the same way become a part of that country. This trend is now 
changing since we got a more global market. The consumers can with ease order products 
via Internet from China to Sweden and the movements of firms to countries with lower 
costs makes the products cheaper for the consumer. People demand different things in dif-
ferent regions, which also affect the market structure and location of firms (Sødal, 1996).  
The globalization has a great impact on firm’s localization decision. There are 24% foreign 
owned firms in the private sector in Sweden compared with 10% for ten years ago. The 
foreign owned firms often have clear structures with their subcontractors, which has lead 
to that the geographical distance to suppliers is not longer as important as the relation and 
mutual trust (Wallen & Fölster, 2005). If the customer to a firm moves their production, 
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the suppliers often follow to still be close to the customer and be able to offer the same 
services (Bellman, 2005). 

Many skilled workers, many production stages and small dependence on resources that is 
abundant geographically characterize high technology. These characters may lead to ag-
glomeration, the willingness to move near other similar firms to gain the advantages with 
this closeness. Firms may also move to a place where the most skilled workers are situated 
since the workers are a very important part of the hi-tech production (Sødal, 1996). The 
firms that are overrepresented in the movement from Sweden today is high-technological 
firms, the firms that do not have the same technological level has already undergone this 
change in the 1970s (Bellman, 2005). Firms often intend to locate in a region that has 
grown much lately or have potential to grow large. A growing region with an increasing 
number of inhabitants requires more supporting organizations in the society, for example, 
education, hospitals and social functions, which is a great opportunity for firms as they got 
reductions in future trade barriers. Growth is also a part of new technology development, 
and new technology results in new products, better production and new possibilities, which 
make a market or region, grow (Sødal, 1996).  

Uncertainty can be shown in many ways, for example in trade costs, technology develop-
ment, policy and demand. The grade of uncertainty is of great importance in location deci-
sions and the uncertainty can only be reduced with knowledge. Still there is an opportunity-
cost between investing directly and wait for more information. New possibilities can be lost 
or a bad decision can be avoided. Information, historical happenings and expectations are 
fundamental factors to deal with uncertainty (Sødal, 1996). 

The last factor that affects the location is policy. Policy affects all the factors mentioned 
above in one way or another. One example is that the government can chose to support a 
specific region or the nation by low land or property taxes, different kinds of subsidiaries 
or other initiatives that reduces the firm’s fixed costs. Support to firms can also be in forms 
of research and better education that lead to better skilled workers. Laws, regulations and 
support from the government are of great significance in location decisions (Sødal, 1996). 
The labor-market policy in Eastern Europe in relation to Sweden is relatively flexible and 
has lower taxes of profits, which also strengthen the reasons to move the production 
(Wallen & Fölster, 2005). To move the production abroad is also a way to keep and secure 
the jobs left in the home country since the sales and profit often improves (Åström et al, 
2005). 

In the constant seeking of new ways to increase the firm’s profit, firms look for the combi-
nation of low costs, high productivity and relevant competence. They get a good range of 
these qualifications by locate in regions which have and probably will expand in the future. 
By foreign establishment firms also get the opportunity to develop other activities in the 
home country and in the end offer products to a competitive price. The problematic for 
the firms is that they are forced to lower their costs since they cannot put the costs in a 
higher price for the customer (Bellman, 2005). Establishment abroad has been a necessary 
measure to survive in the home country since the competition is very high. Customers are 
more frequently asking for cheaper products and can be willing to compensate this with 
quality. Experiences of firms that have moved their production abroad show that the bene-
fits are good, but it has also disadvantages. Difficulties with control of the new plant or 
subsidiary, cultural clashes, unforeseen costs for education about the production and longer 
delivery time, are some. In many cases, the problems have been solved during time and the 
relationship has developed good (Åström, et al, 2005). 
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2.2.1 The localization of industries  
The German economist, Alfred Weber, developed a theory where individual firms locate 
where their costs are lowest, so called the least-cost theory. The decisive factor of location 
is the transportation costs of input to production and transports of the finished product. 
Secondly, industries try to locate where the savings of labor costs are highest. This theory 
was later developed to the neoclassical location theory where more causing factors had 
been taken into consideration and how economies of scale interact with these (Sødal, 1996; 
Yang, 2004). The neoclassical approach does not have the same significance now since the 
market is more globalized and capitalized; knowledge and raw materials are easier moved 
from one place to another. 

The cause of why a firm is located where it is, differs from case to case and many people 
assume the general view that the firm is situated there because it was the place it started at. 
The real causes, according to the neoclassical approach can be divided into two groups, 
first the locational factors, which are the economic causes. Economic activity lead to getting 
an advantage that for example is cost saving; the production is cheaper at this place than 
another. The second group is locational units, objects that the economic causes act upon as 
the competition of quality. The locational factors can further be divided again into several 
subgroups. The most common is general, special and regional factors. General factors con-
cern all industries and include rent, labor and transportation costs. Special factors as the 
dependence of fresh water and the degree of humidity if it affects the manufacturing proc-
ess are special for each industry. Differences in labor cost in a country or between coun-
tries or different transportation costs are classified as regional factors. Technical, natural 
cultural and social factors are further causes that an industry chooses to locate on (Weber, 
1929).  

Industries also locate near other industries to share the cost for resources as infrastructure 
and to reduce the transportation costs. With agglomeration the society, adapt to the devel-
opment with a specialized workforce better infrastructure and education systems. The in-
dustries can also help each other with knowledge and technological resources (Siira, 2003). 
Agglomerations can be divided into two groups: unrelated operations and related opera-
tions. Cities fall under the first category, where the firms locate in order to benefit from in-
dustrial diversity. The second type of agglomeration describes the operations and activities 
of firms that somehow are linked to each other, for example purchasing channels, research 
and development and expertise. The most common way to define agglomerations is a 
group of firms within the same branch, located in the same place. Agglomerations of re-
lated type can be divided into two further groups: firms, competitors of the same nature 
(horizontal link), subcontractors, and other participants in the value chain (vertical link). 
The need for a firm’s geographic proximity differs according to the firm’s market orienta-
tion, in other words whether the firm is research, knowledge, capital or labor intensive. In 
the case of manufacturing firms, they tend to focus more on the latter (Jonsson & Olander, 
2001). 

2.3 Summary of theory 
All firms face new challenges continuously, which mean that decisions are to be made on a 
regular basis. Most decisions do not concern the firm’s overall strategy; however, the deci-
sion to move the production abroad will have a great impact on the firm, both in the short 
and long term. A firm’s decision to move its production to a foreign country is not based 
and influenced on only one factor but many.  
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In order to make fully rational decisions, the firm must have clear preferences and be in-
formed of all alternatives and its consequences. However, this situation is merely idealistic 
and impossible to attain. Future uncertainties and scarcity of time and information flow 
within and outside the firm therefore forces managers to act within a ‘bounded rationality’, 
which means that even if these managers intend to act rationally they are unsuccessful in 
doing so. Personalities and roles are also of significance when analyzing the decision mak-
ing process since managers or other employees may interpret situations differently. These 
may contribute to an open, healthy debate between functions and positions within the firm 
but it could also create deep conflicts impeding the whole process. Economists and geog-
raphers have long tried to explain the phenomenon of industry location decision making. 
Early economists claimed that firms located to places where costs, such as labor and trans-
portation costs were low, and where they were able to enjoy the benefits of economies of 
scale. In later years, these theories have lost some of its significance due to globalization of 
markets. Larger markets, reduction of trade barriers and accommodation of labor, raw ma-
terial, information and capital mobility have given the firms further locational choices. In-
dustry of agglomeration means that firms tend to cluster together in the same areas in order 
to build an industrial society where the firms are able to use and share each other’s compe-
tence and infrastructure. Localization of production plants is a highly complicated process 
and needs to be evaluated in detail before the final steps; however, making the right choice 
would yield great advantages to the individual firm in the long perspective.  

2.4 Research questions 
Decisions can be more or less complex and consequential. Rational decisions are less com-
plex and mean that the alternative that best reach the firms goal is chosen. Complex and 
consequential decisions involves many participants and requires many resources if the en-
forcement is going to give the firm a successful result. Uncertainties and personalities are 
factors that have great and sometimes unexpected impacts on the decision; uncertainties 
and personalities are reason why the firm needs to take time for this decision. Due to inter-
nal and external factors, the firm also needs to consider well the consequences of the en-
forcement and other alternatives. A firm faces a lot of information when discussing a local-
ization decision. The level of relevance of the information gained and the ability to use the 
information are decisive to how the firm succeeds with reaching the goals of the localiza-
tion decision. All factors that influence the decision and its enforcement need to be dis-
cussed and considered throughout the whole process in order to perform a successful re-
sult.  

1. Which factors hinder the firm to make an economical rational decision? 

2. Which factors complicate the localization decision process? 

To have the ability to expand and increase profits is usually firm’s primary goals. When 
firms localize, many factors are of great importance of the decision and the possibility to 
fulfill the goals. Low total costs through low taxes and labor costs, human resources and 
the size and structure of the market is the main factors that are considered. The firm always 
needs to be competitive and try to offer the best solution for their customers in order to 
survive in the end.  

3. How do the different localization factors affect the decision? 
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3 Methodology 
This chapter will present the methodology of qualitative research. The authors will describe methods about 
how to do case studies, interviews, analyses and evaluations of the findings in order to accomplish the study. 

This study concerns the decision process when a firm chooses to locate production in a 
foreign country. The firms that will be examined are Swedish manufacturing firms with 
production plants abroad. Size, amount of labor and turnover will not be considered in the 
choice of firms. Internet sites that contain all industrial firms in the county of Jönköping 
will be used to find the firms needed to examine in order to carry out this study. From the 
search results, firm’s home pages are visited to find more information about whether they 
have foreign production or not. The authors have also contacted responsible for the busi-
ness world in municipalities in Jönköping region and asked for information about which 
firms that move production abroad. Merriam (1988) describe this way of selecting cases as 
non-probability selection, which means that all firms available for this study does not have 
equal probability of being chosen. 
 
When performing an empirical study, the researcher can either choose a qualitative or 
quantitative method to complete the study. It is important to distinguish qualitative from 
quantitative research methods; the quantitative approach solves and describes problems by 
numbers while the qualitative approach solves the problem by describing the behavior of 
people or groups in different situations, table 3.1 shows some of the characteristics of both 
methods.  
 

 
 

Table 3.1 Claimed features of qualitative and quantitative methods (Halfpenny, 1979:799 in Silverman, p. 2, 
2000)  

3.1 Qualitative method 
When conducting a qualitative study the researcher seeks to understand people's experi-
ences and the meaning of it from the people’s perspective, not the researcher. Data need to 
be collected and analyzed, which means that the researcher can use and change data imme-
diately and is responsive for the outcome. Qualitative studies are richly descriptive, for ex-
ample, words, pictures, direct citations and participants’ own words are used to describe 
and support the findings of the study. A qualitative research is very flexible about the de-
sign of the study since the conditions can change during the progress (Merriam, 1998). The 
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qualitative research method is criticized because it cannot be generalized, meaning that the 
result cannot show a behavior in everyday situation (Silverman, 2000). This study is per-
formed with a qualitative method since the authors want to gain a deeper understanding of 
why and how the firms make this decision and how the decision was enforced. In this 
study, the authors will choose firms that have gone through this process. The result of this 
study will explain the internationalization process of the studied firms. The study will not 
give a clear answer of how to do it right, but guidelines for firms that are about to make the 
same decision. 

There are five different types of qualitative research; one of them is basic or generic, which 
the authors will use. When using basic or generic method, the data is collected through in-
terviews and observations. The result of the work is an analysis and conclusion of the em-
pirical finding from the frame of reference’s point of view (Merriam, 1998). The combina-
tion of basic or generic method and case study would be the most suitable for this study. 
The cases will be examined and the data will be collected through interviews. The authors 
will complete the study with an analysis based on the empirical findings and the theoretical 
findings. 

3.1.1 Case study 
Case studies in qualitative research seek to focus on a certain situation, making it important 
how people involved interpret a problem. The result of the study is descriptive, which 
means that it contains a description of the studied situation and use different techniques to 
make associations and analyze situations. The case study also aims to improve the readers 
understanding, widen the reader’s experiences and give a new view on why things have be-
come the way they are. The type of knowledge one gain from case studies differs from sci-
entific studies. The knowledge gained from case studies is concrete, direct and is similar to 
ones experiences. The knowledge is also more developed since the researcher interprets the 
information and makes statements. Scientific studies are more theoretical, abstract and 
formal (Merriam, 1988; Yin, 2003). The authors seek to examine the case of the localization 
decision process in the firms and give a description of each situation. They also seek to give 
the reader a new perspective and an improved understanding of the area from the studied 
cases.  

3.1.2 Interviews 
Qualitative interviews are characterized of a low degree of standardization and the answer 
is never the same. In order to prevent the risk of subjectivity the researcher could choose 
to interview more than one person and thereby be able to evaluate the accuracy by compar-
ing the answers. The researcher is also able to ask for clarification and lead the interview in 
the right direction, giving the possibility to understand every specific situation, which is 
crucial when analyzing and concluding the collected data (Merriam, 1988; Yin, 2003). The 
findings from interviews and observations constitute the data that the analysis and conclu-
sion of the study will be based on. In order to complete an interview successfully, the peo-
ple interviewed will have the chance to study the questions before the meeting. At each 
firm, more than one employee will be interviewed in order to make the result of the study 
as objective and reliable as possible. The authors seek to conduct the interviews like a dis-
cussion, where the questions are posed in different order from interview to interview in or-
der to be able to give different resulting questions. 
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3.1.3 Analysis of data 
Analysis of data in qualitative researches can vary, from simple enumeration and illustrative 
use, to complex analysis requiring expertise and extensive time. The researcher must try 
summarizing, finding patterns, discovering relationships and testing relationships in order 
to write a useful analysis on the research material. There are three different analytical 
strategies on how to evaluate empirical data. The first strategy refers to theoretical proposi-
tions; results from previous studies, related to the research questions, are compared to the 
collected empirical data and then analyzed based on those propositions. The second strat-
egy is to develop a case description, which is recommended when previous researches and 
theoretical framework within the same field are limited. The last strategy is pattern match-
ing, which is a type of logic that compares empirical pattern with the expected one. If the 
research is explanatory, the patterns are to be related to the dependent or independent vari-
ables, whilst if descriptive the predicted pattern must be explained before collecting data 
(Tellis, 1997). Due to the extensive previous research within the field of decision-making 
and industrial location choice, the first analysis strategy is most suitable for this thesis. The 
authors will relate previous studies in the theoretical framework with the empirical findings 
collected from the case studies and the interviews. Research questions will be stated out of 
the theoretical framework; the empirical findings will be analyzed according to these ques-
tions and a conclusion and answer for the questions will be presented at the end of the the-
sis.  

3.1.4 Evaluation of results 
Some qualitative researchers do not acknowledge the traditional framework of validity (in-
ternal, external, reliability and objectivity), which is commonly used in when evaluating 
quantitative studies. They discard the theory that there is a reality beyond the one perceived 
and therefore, the degree of truth or falseness of a research is not of relevance. In order to 
be applicable to qualitative studies, Denzin and Lincoln (2000) proposed four alternative 
criteria for judging the quality of a qualitative research: credibility, transferability, depend-
ability and confirmability. 

Credibility states that the result of the research is only credible from the perspective of the 
participant. The purpose of a qualitative research is to understand it with the participant’s 
eyes since the participant is the only one who is able to judge the credibility of the results. 
Transferability refers to which the results of the study can be generalized or transferred to 
other contexts. The qualitative researcher enhances transferability by describing the context 
of the research and the assumptions that were fundamental to the research.  The person 
who transfers the results to a different context is responsible for measuring the relevance 
of the transfer. The traditional view of the reliability is, as mentioned, based on the theory 
of repeatability, in other words, achieving the same results when conducting the same re-
search twice. The idea of dependability is emphasizing the need for the researcher to ex-
plain changes in the context within the field of the research is conducted and how these 
changes have influenced the research. In qualitative studies, there is a belief that researchers 
bring a unique perspective to the study. Confirmability therefore refers to the extent to 
which others can confirm results. In order to increase the level of confirmability the re-
searcher can for example use documentation of procedures of the data for checking and 
rechecking the data throughout the study or conduct a data audit that examines the data 
collection after the study in order to detect potential distortion or bias (Trochim, 2002; 
Denzin & Lincoln, 2000). Evaluation of the result in this thesis is presented in chapter 
seven. 

 18

http://www.socialresearchmethods.net/kb/qualval.htm


 

3.2 Criticism 
Before the interviews, the authors will send a draft of questions to the firms to further de-
fine the purpose of the thesis and give the respondents time to prepare and organize the 
answers before the meeting. Sending the questions in advance will give the respondents the 
opportunity to produce romanticized answers and time for cooperation between the man-
agers who will be interviewed to be interviewed. The authors will try to emphasize that they 
want to conduct an open discussion during the interview by using “open ended” questions 
rather than more direct questions. The authors also believe that by allowing the respon-
dents to speak more freely about the subject will give opportunity to widen the focus on 
the study. By using a recording device throughout the interview, it is ensured that no in-
formation will be left out and the risk for misinterpretations when later analyzing the mate-
rial is minimized. The authors will have the opportunity to interview two or more manag-
ers, which increase the trustworthiness of the result and strengthen the empirics. In order 
to increase the validity further, the authors have discussed about whether to interview em-
ployees lower down in the hierarchy of the firms, however, due to the limit of time, this 
will not be possible, and thereof the authors may miss to present the cases from a non-
managerial perspective.   

The authors had some problems with finding firms that wanted and had time to take part 
in the interview; therefore, they had to be content with the four firms that accepted the in-
terview. Selecting firms from a larger sample achieved by for example databases, would 
have enabled to more critically screen and evaluate firms and select firms more similar 
structures and processes. However, the authors are satisfied with the firms that will be in-
terviewed and believe that these firms are suitable for this specific research.  .  
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4 Empirical findings 
Here the authors introduce the answers of their interviews with the four firms ABA Group, Balton AB, 
ITAB Shop Concept and Stilexo Industry AB. Information about how the firms have made the decision to 
establish abroad and which factors that influenced them to that will be presented. 

The empirical findings are based on interviews with people that have insight of the deci-
sion-making process to establish or move production abroad. The answers of the inter-
views with the four firms are divided in two parts according to the authors’ research ques-
tions:  

Part one: 

1. Which factors hinder the firm to make an economical rational decision? 

2. Which factors complicate the localization decision process? 

Part two: 

3. How do the different localization factors affect the decision? 

Part one in each firm presentation deal with the decision making process when establishing 
production abroad while the second part concerns the different factors affecting the deci-
sion.  

4.1 ABA Group 
The following information is based on an interview with L. Nordin, Chief Executive Officer at ABA 
Group. 

ABA was founded 1869 by Edwin Bergström and produced safety lamps and hose connec-
tors. ABA is a firm with a long history and has great experience from production relocaliza-
tion. Their first production relocalization was made in 1991, when ABA and AWAB 
merged into ABA Group. At this point ABA moved their production from Wattholma in 
Uppsala municipality to Anderstorp where AWAB always have had its manufacturing. The 
ABA Group has developed during the years, with history in fire engines and equilateral 
screw couplings, they now produces hose and pipe clamps and connectors useful to nu-
merous applications (ABA 100 years). ABA Group’s vision is to be the world leader in 
their sector through high competence and quality and added value to their products and 
services. ABA Group has today strategic alliances and joint ventures over the whole world, 
and sales in more than 75 countries. They have about 830 employees where 220 are engi-
neers and their annual sales are about 102 million Euros (ABA Group profile).  

ABA Group is active in three different business areas. One area is sealing and clamping 
products, which produce hose and pipe clamps. The area is divided in automotive and dis-
tribution, and industry. The latter consist of six main firms: the Swedish ABA and AWAB, 
the German Gemi, the English Terry, the Italian Serratub and the French Franc. The dif-
ferent firms produce their country’s standard of hose clamps. The automotive systems 
make hose and pipe connectors under the brand name Twist. In the last area, TeknikPart-
ner deliver automotive design and engineering services to the automotive industry. The 
ABA-group has developed a concept - ABA SafeSeal Technology - in order to provide 
leakage free cooling and air system to the automotive industry. Parts of the manufacturing 
are done in Sweden, Belgium, Holland, UK, Poland, USA, Germany and Czech Republic., 
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automotive systems and automotive design and engineering (ABA Group, 2003; ABA 
Group profile; L. Nordin, personal communication, 2005-05-25). 

4.1.1 How ABA Group made the decision to establish abroad 
Those involved in the decision are the executives, they develop visions for ABA Group 
and the subsidiaries and within the vision all decision concerning production movement are 
made. Not until the decisions are made and the firms need to discuss which movements 
practically can be carried out more employees take part of the discussion and can make im-
pact on the outcome. ABA Group’s business concept is “Customer Value Through Innovation” 
they seek to develop the advanced technical production and the development department. 
They are focused on their customers, demand, market trend and the sales department de-
termines where the firm is heading. One of the executive’s goals is to rationalize the firm’s 
production and make it more efficient and to lower the costs; production relocation is 
therefore continuously discussed. Currently they are developing “Vision 2010”, which is a 
five-year plan of what and where the firm will produce. The executives make prospects of 
the market trends and demands and make a plan of the future production. Next step is at 
the economy department where the plan is calculated on whether it is profitable to locate 
production abroad or if the price should be raised in the current production localization. 
This result in a vision for the ABA Group and five separate year plans for each factor, this 
is made in order to prepare for future production movement as soon as possible. 

The first relocation, from Wattholma to Anderstorp was complex and dramatic, for both 
the firm and the society but the executives learned a lot from that movement. It was dra-
matic for the society since ABA where the biggest firm had a long history in the factory 
and many employees lost their job. ABA hired a consultant to carry out the process, but 
since the consultant was no part of the firm and therefore not familiar with the firm’s cul-
ture the process became more complex. Nowadays ABA Group never hires consultants to 
enforce the movement, but can hire consultant for surveys and investigation. They have 
also learned through the years to divide the responsibilities and work as teams where eve-
rybody in the process takes part from discussion, decision, closing one production, move 
the production and setting up the production, as the Chief Executive Officer mentions:  

“The concept of teamwork is extremely important to success, but cannot be achieved 
without clear distribution of responsibilities”. 

Another problem they have met is the bureaucracy in Poland, ten years ago, it took them a 
long time to do anything in that country due to all the formal papers, in example to get 
things trough the customs. After that, ABA Group has not had many problems when mak-
ing the decisions nor when relocating the production. 

The executives have learned that before moving the production a firm needs to be careful 
in the investigation stage. For ABA Group it takes at least a year from when they first starts 
discuss whether to move or not until they make the decision to do it, and it is worth taking 
the time and being careful. To facilitate the process ABA Group has had the union in-
volved at an early stage, therefore dismissing have been easier. It is important to document 
everything before it is put down and transported to the new production plant and the 
transfer of knowledge is as important as the transfer of machines. The personnel who will 
be the new producer need to learn how the machines works and be present when closing 
the manufacturing plant, the personnel who used to produce at the old plant will also be 
needed when setting up the machines at the new plant. When moving from Wattholma to 
Anderstorp, they did nothing more than cutting the engine, moving the machines, and 

 21



 

thought that everything would work in Anderstorp, which was not true. There is more than 
just the production to consider in the decision stage; ABA Group has learned that it is 
never as easy to move as it looks like. It cost a lot to move the production and takes a long 
time, therefore a firm needs to know why they are about to move. The Chief Executive Of-
ficer of ABA Groups mention that the production cost is almost the same, since the fixed 
cost are almost the same as in Sweden, the big difference is as well known in the work 
force cost. Since a firm never can escape the fixed costs the total costs does not differ as 
much as one can think. 

The culture is characterized by that ABA Group seek to do as much by themselves as pos-
sible, by other words, not hire any consultants if possible. The culture is also impacted by 
the fact that this firm has its home in many countries, so ABA Group has many different 
nationalities, languages and cultures. There are eleven languages within the firm and the of-
ficial language is English. They seek to make everybody in all countries and at all depart-
ments feel as an important part of the firm. ABA Group’s hierarchy is flat and many 
changing suggestions come from the bottom of the organization. From the beginning, 
ABA Group has taken a lot of time to conquer cultural differences when acquiring a firm. 
The Chief Executive Officer believes that the cultural differences would have been more 
problematic if they were not careful at this point. Another impact on the culture is their 
business concept, since they always try to have the highest quality and the sales department 
and market demand drive the firm’s decision. 

4.1.2 Localization factors that affected the decision  
Since 1991 ABA Group have gained factories through acquisition, and have relocated their 
production to low cost countries. The acquisitions have been made to secure and expand 
their market shares and because it is more cost effective. The firms ABA Group has ac-
quired have been their competitors so by that, ABA Group has not only grown in market 
shares; they have also decreased the competition in the market. Through the years, ABA 
Group and its executives have always sought to rationalize and be as effective as possible. 
For example, they have tried to find firms with very similar products as their own so they 
can close production of one product and have larger production volumes of the other. 
They have always sought to produce at larger scales, since smaller scales are less profitable. 

The rationalizing of production cost has lead the ABA Group to place the manual produc-
tion in Eastern Europe, like Poland and Czech Republic, and automated production and 
advanced technical products does not require as much personnel since it is mostly made by 
machines and will be placed in Western Europe. When there is demand for large produc-
tion volumes ABA Group chooses to automate the production and when the production 
volumes are smaller they let low cost countries produce the product manually in order to 
lower the work force cost. The most important point when relocating the production to a 
lower cost country is to find a way to fill in the hole in the high cost country. He also men-
tions that it is important to find something new to do when the production is moved from 
a factory. The factory in Anderstorp has lost a lot of manual production but the Chief Ex-
ecutive Officer of the ABA Group states: 

“In these days, relocating and changing the course of production are logical develop-
ments, not only for ABA Group but for the whole industry”. 

ABA Group has placed a product development department and a production plant for 
more complex technical products and automated production in Anderstorp instead. A firm 
need to specialize its product, the technique and the products has gotten more advanced 
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the last decades, therefore a firm will have difficulties in competing with many kinds of dif-
ferent products, as AWAB had before the merge with ABA. Different countries require 
different kinds of standards; therefore, it is needed to spread the production to more coun-
tries in order to produce different standards. That is also the reason why ABA Group still 
have production in Sweden, Germany and other higher cost countries, the market demand 
its country’s standard. 

When ABA Group decided to establish internationally the motive was first to gain more 
customers, for a long time they had tried to adapt the Swedish produced products to the 
German standard but it was no success since the difference was still too big. Therefore, if 
they wanted to expand and secure ABA Group’s future, it was needed to find a way to en-
ter the international market. The decision whether to move the production to lower cost 
countries or not was only in order to find an economic way to produce. When the execu-
tives discuss about the more advanced production they have no plans to move them 
abroad since the competence is needed in Sweden. Another reason for keeping parts of the 
productions in Sweden is that it is necessary in order to retain the development depart-
ment. The development department has to be near the production; the researcher needs 
the closeness to suppliers, use of material and ready products in order to perform success-
fully in development. 

4.2 Balton AB 
The following information is based on interviews with B. Oscarsson, vice Chief Executive Officer and K. 
Larsson, financial manager at Balton AB. 

Balton AB was founded 1982 by Ulla and Peter Stjernberg in Anderstorp, Sweden. They 
produce and design shelving systems that shall be both functional and attractive for both 
private and public use principally to kitchens and bathrooms. They also subcontract work 
with steel wire products to the furniture and furnishing industry. Balton is one of Sweden’s 
biggest exporters and producer of furniture and their biggest market, 85 %, is mainly in 
southern Germany, Austria, Switzerland and north Italy and direct to all types of custom-
ers. They are the biggest actor in their market and have almost no competitors that make 
furniture in the same material and look. However, it has been too costly to produce, the 
price has been raised and the customers fail (Balton AB homepage; Balton AB, 2003; B. 
Oscarsson, personal communication 2005-04-15). 

Balton AB’s turnover is about 14.3 millions Euros. The firm has recently moved their pro-
duction in Anderstorp to Frankfurt in Germany to a firm that originally produced oven 
bars. The production movement will not affect the manual production in the second Swed-
ish factory in Sjötofta, which operate as an individual unit with different alignment. When 
the production movement is, totally finished Balton AB has twelve employees in Ander-
storp and about twenty in Sjötofta. Balton AB is a group in where the wholly owned sub-
sidiary Balton System AB with their subsidiaries is included (Balton AB homepage; B. 
Oscarsson, personal communication 2005-04-15; Balton AB, 2003). 

4.2.1 How Balton AB made the decision to establish abroad 
Balton AB established abroad because they had to sell the machinery, which was united 
with high fixed costs. The decision to move the production abroad was carried out by the 
executives in Balton AB together with the firm management in the German firm. They did 
not involve any consulting firms or other interested parties since they were regarded as not 
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having enough knowledge to be involved in the situation in the same way as the executives. 
Balton AB did however discuss the question with the employees at the whole office and all 
workers have had the chance to state their opinions. The culture in Balton is known by en-
trepreneurship and informality. The employees shall feel that they are involved in the firm 
and they have a common spirit. They have a flat organization with a culture that is known 
by an informal language and a spirit of entrepreneurship. The directors have acted as lead-
ers and have tried to engage the employees with own responsibility. Balton AB has also 
been very generous with the wellbeing of the employees and has offered different kind of 
benefits. This openness has been an important factor when making the decision to move 
abroad. The workers have not been run over and they have always been informed of the 
upcoming events and plans for the firm. B. Oscarsson mentions:  

“The recipe for achieving solidarity within an organization is involvement”. 

Due to this there has never been a strong opposition against the decision, all have been 
well aware of the economic situation with unprofitability and knew that something had to 
be done, a statement that both the vice director and the financial manager affirmed. Due to 
job security regulations, the employees could not be dismissed until six months after the 
movement, which have complicated the process even more. However, the community re-
acted negative on the decision since many production movements followed by closures 
have affected the district. To do an as good decision as possible Balton AB searched in-
formation about production movement by talking to other firms in similar positions with 
earlier experiences. Yet Balton AB was a little unique case since they moved to Germany 
and not to a low cost country. They also calculated and did cost estimations to be able to 
see how the situation probably should turn out. 

The objectives for Balton AB are to market their products and offer lower prices than be-
fore the agreement. These lower prices open up the possibilities to try to increase their 
market and sell in France, Great Britain and the United States. Eventual problems in the 
future for the cooperation may be the language barriers and the culture difference. There is 
a higher degree of formality and clearer hierarchical structure in Germany than in Sweden. 
Laws and regulations in Sweden as for example, job securities has made the process take 
longer time and slow down the closure, besides there have not been any problems this far. 
The movement has been implemented recently and the firm has no earlier experiences to 
base the decision on, problems have to be solved in the best way when they arise. 

4.2.2 Localization factors that affected the decision  
Balton AB have had a long period of increasing profit and success during several years and 
invested heavily in new expensive and modern machines, which were specialized for pro-
ducing flat steel wire products in the factory in Anderstorp. In 2000, the profits started to 
decrease and have continued to do so even today. Since the production was not profitable, 
the executives had to solve the problem and find new solutions. Many of the machines 
were specialized and combined with high fixed costs, which complicated the seeking for a 
solution. Balton AB’s product had become too expensive and could not compete with 
lower prices. The high production costs and the low profit were the underlying factors for 
a big change. Not until 2004, a solution was found; a German firm that produced bars to 
ovens, fridges and freezers showed their interest for buying the machinery and negotiations 
for an agreement started. Earlier proposals of moving to Poland were rejected due to de-
creasing market and demand. Balton AB had difficulties in finding cooperation partner 
since there were very few actors that could use the machinery and wanted it. In conjunction 
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with the cooperation with the German firm, they came closer to their customers and got a 
central localization of their market. Balton AB has recently sold the machinery and moved 
to Germany. The German firm produces both Balton AB’s and their own products. The 
agreement is designed that Balton AB buys fixed volume of products each year in ten years 
from the German firm. To keep the price down for buying from Germany, other parts and 
products are bought from the Baltic States and China; they also still have some of the pro-
duction in Sjötofta. 

4.3 ITAB Shop Concept AB 
The following information is based on interviews with U. Rostedt, vice Chief Executive Officer and M. 
Olsson, Chief Financial Officer at ITAB Shop Concept AB. 

ITAB Industry AB was founded in 1937, at that time they produced neon pipes. They have 
acquired firms within the same market in Europe and have developed by that a competitive 
firm in the international market. In 1998, ITAB Industry AB went public and was at that 
time operating in three areas; shop equipment (to fast moving consumer goods trade), elec-
tronics (electronics assembly, in-house products and traffic systems) and plastics (injection 
molding and other plastic fabrication). Since 1998, the firm has had a steady growth, both 
organic and financial. The turnover was in 1998 13.9 million Euro and in 2003 155.5 mil-
lion Euro (ITAB Industry AB; ITAB Shop Concept; ITAB Shop Concept, 2004). 

ITAB Industry AB has since the beginning of 1990s focused on shop equipment and shop 
concept, mainly together with ABO Metall and Legra from Norway. In 1998, all corpora-
tions in Sweden, Norway, Finland and Denmark were merged to ITAB Shop Concept 
Group. The Group was at that time market leader in Norway, Sweden and Denmark within 
cash box counters and entrance systems. They were also the leading actor in Norway within 
shop concepts. In 1999 and 2000, ITAB Shop Concept Group signed long-term contracts 
with many leading chain stores, which strengthened their position on the Nordic market. 
From 2000 and onwards, ITAB Shop Concept Group has adopted an internationalization 
strategy aiming at establish themselves on growing markets, as in the Baltic States, Central 
Europe and the Benelux countries (ITAB Industry AB; ITAB Shop Concept; ITAB Shop 
Concept, 2004). 

4.3.1 How ITAB Shop Concept made the decision to establish abroad 
The reason for ITAB Shop Concept to establish abroad was to rationalize the production 
by lowering the production costs. The decision making process was initiated by the top 
management, who together with the board made the final decision to establish production 
plants in the foreign countries. The first acquisition was performed and completed only 
within a couple of days, since there were other actors on the market that were interested in 
buying the same firm. However, the top management did not believe that the acquisition it-
self was the main issue for making a successful decision and not the scarcity of time or in-
formation. The perceived level of risk taking in this particular case differed between the 
vice Chief Executive Officer and the Chief Financial Officer. The Chief Financial Officer, 
who more or less exclusively focused on the financial aspects of the project, was a little 
more hesitant while the vice Chief Executive Officer and the rest of the top management, 
as strategic planners were more willing to pursue the buy. However, the Chief Financial 
Officer was well aware of the potential of the upsides in the project. Later evaluations have 
shown that the acquisition of the Dutch firm has been very successful. 
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The preparations for the acquiring processes were not many. However, the management is 
now experienced in acquiring businesses and knows that they have to adjust to a new lan-
guage, culture and local customs and regulations in order to alleviate and pursue the proc-
ess as frictionless as possible. Gained experience helps the management to easier foresee 
problems and difficulties in future situations. Since there were no internal conflicts during 
the processes, the management is satisfied with their teamwork and sees no reason to 
change it for future situations. No external consultants, except from domestic and legal ex-
pertise, were involved in the acquiring processes. A firm audit, as well as the learning of lo-
cal customs and regulations, are extensive processes and often require domestic, external 
help in order accumulate necessary information and conditions. Especially in the second 
acquisition in Czech Republic, many administrative issues had to be solved. It took a whole 
year from the project was presented to the day when the final documents were signed and 
approved.   

The average age of the top management of ITAB Shop Concept is rather young, which in 
combination with a flat organization structure is believed to be contributing to a relaxed 
and informal firm culture. M. Olsson says:  

“The younger generation may not be as experienced, but compensates it with lots of 
motivation and a hunger for success”. 

Communication between managers and employees is vital to any decision making process, 
therefore, with such firm culture it is easier to let everyone’s voice to be heard. In addition, 
the fact that the firm has been family owned a long time before is believed to have a posi-
tive impact on the informality within the organization. 

4.3.2 Localization factors that affected the decision  
In 2000, ITAB Shop Concept acquired a Dutch firm that was on the verge of bankruptcy. 
ITAB Shop Concept had had eyes on this firm for a longer period; therefore, the opportu-
nity did not come as a surprise. Since ITAB Shop Concept had one of their most important 
clients located in Holland, this was an opportunity to move closer this client and at the 
same time expand their market. Later in 2003 and 2004, ITAB Shop Concept acquired two 
other firms in the Czech Republic. The management saw the opportunity to increase total 
market shares and locate a production plant at a strategic place in Central Europe close to 
same client that was located in Holland. The first firm that was acquired in Czech Republic 
was a direct competitor trying to expand into ITAB Shop Concept’s home market. U. 
Rostedt points out: 

“We were able to kill two birds with one stone by eliminating a direct competitor and 
take over a network of suppliers in a fast growing market”. 

Since ITAB Shop Concept is manufacturing quite labor-intensive products, it is a natural 
choice to move some of the production to a low-cost country. Both Holland and Czech 
Republic are prioritized markets, which means that ITAB Shop Concept is not yet market 
leader in these markets but is prioritizing to become the market leader in the near future. 
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4.4 Stilexo Industry AB 
The following information is based on interviews with R. Jansson, Chief Executive Officer, U. Österholm, 
production manager and T. Johansson, deputy production manager at Stilexo Industry AB. 

Stilexo Industry AB was founded in Skillingaryd, Sweden 1971 and has today around 160 
workers and a turnover of 25.6 million Euros. The firm was initially pressuring die casting 
of aluminum and is today offering a wide range of other services such as design/CAD 
(computer-aided design), product development, CNC (computer numerical control) proc-
essing, surface treatment and powder coating. Their customers are primarily from the 
European market within telecom, auto, electronics and manufacturing industries. In 2002, 
Stilexo Industry AB was acquired by Alteams Group, a manufacturer of cast light metal 
components with production units in Finland, Sweden, Russia, Estonia and China. Alteams 
Group is one of the biggest light metal foundries in Europe, with a turnover reaching 120 
million Euro and personnel of over 1200 people. Rune Jansson, the Chief Executive Offi-
cer of Stilexo Industry AB, owns together with Våge Svensson 20 % in the Alteams Group 
(Stilexo Industry AB (a); Stilexo Industry AB (b)). 

4.4.1 How Stilexo Industry AB made the decision to establish abroad 
In 1999 one of Stilexo Industry AB’s largest customers asked Stilexo Industry AB if they 
wanted to help the customer to start up a production series in China, the Chief Executive 
Officer understood that this specific production series was lost for Stilexo Industry AB in 
Skillingaryd and he realized that they had nothing to loose by helping the customer. This 
customer is hereby referred, as customer X. The Chief Executive Officer realized that this 
cooperation was the beginning to the internationalization that now is a whole factory in 
Suzhou. The internationalization plans were revealed for the department managers a year 
later and other employees heard about the plans for internationalization when the decision 
was already made. Customer X initiated the process by asking Stilexo Industry AB if they 
wanted to produce for the Chinese market. Customer X was trying to establish a division in 
China and regulations of the Chinese government says that a percentage of goods sold in 
China needs to be locally produced. Customer X asked Stilexo Industry AB also to start up 
a production plant in China. Even though this was not a compelling request, the manage-
ment of Stilexo Industry AB realized the risk of being replaced as a supplier to the client if 
not doing so. Even if the workers were left without any options, the middle managers be-
lieved that their support was essential for the top management. 
 
It was the owners together with the board of Stilexo Industry AB who were involved in the 
decision making process, but the middle managers were asked before the decision was 
made. The middle managers was the ones that were going to visit China and start up the 
production, if they would have been against the internationalization they believe that the 
decision would have been different. T. Johansson state:  

“Without us, Stilexo Industry AB would have lacked the technical competence needed 
to perform the operative activities”. 

No external consultants were involved in this decision. Stilexo Industry AB started up a 
joint venture with Tecknit an American firm they knew from former cooperation. Tecknit 
had previous experience in establishing production plants in a foreign country. The choice 
of firm to make a joint venture with was no questions about and since they knew each 
other from before the communication and cooperation did not give any problems. After 
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the decision was made, there was a concern among the workers whether jobs were to be 
lost or not. After discussions, the workers realized that they had no reason to worry, no 
jobs were planned to be lost, and afterwards they can confirm that no jobs have been lost. 
The Chief Executive Officer also stressed the point that if they want to stay in the business, 
the move was inevitable since Customer X would go to another supplier with the same 
question. Customer X has their research and development factory in Sweden not very far 
from Stilexo Industry AB’s factory in Skillingaryd. The cooperation between Customer X 
and Stilexo Industry AB in China has lead to a stronger cooperation in Sweden too, in 
other words, the factory in Skillingaryd and its employees have received more orders by the 
establishment in China. Customer X enjoying benefits in shorter lead times, faster informa-
tion flow when they have cooperation in both Sweden and China. The Chief Executive Of-
ficer mentions that they have gained, besides Customer X, an increased demand from the 
plant in Skillingaryd. Stilexo Industry AB do not only supply products to Customer X in 
China and the additional customers in China has increased their orders to Stilexo Industry 
AB in Skillingaryd after establishing a contact with Stilexo Industry AB in China. There-
fore, the establishment in China has contributed to sustainable growth of the branch in 
Skillingaryd. 
 
When enforcing the decision they sent machines to the Chinese factory from the factory in 
Skillingaryd. Most of them could be sent without problem but two were caught in the Chi-
nese customs. It took some time for Stilexo Industry AB to get the machines in to the 
country and start up the production. The manager of Tecknit speaks Chinese and Stilexo 
Industry AB trusted that he did what he could to get the machines through the custom and 
gave him total responsibility of the situation and the managers of Stilexo Industry AB did 
not take any control over what happened. They mention that they do not know if they 
would have solved this problem faster by themselves. 
 
The culture in China is different from the Swedish culture; Stilexo Industry AB noticed this 
both within the firm and outside. There has been no question of cooperating with other 
similar firms in China since it is common to copy competitors’ products. It is very rare to 
work together among competitors and one have to keep its products and processes secret 
from the external environment. Within the firm, they meet the cultural differences to, the 
organization structure is very hierarchical and the power is highly centralized, U. Öster-
holm explains:  
 

“For a worker in China there is no such thing as socializing with top managers”. 

This has resulted in that it is less accepted to make mistakes and no one stand up for a 
made mistake. This was in Stilexo Industry AB’s point of view not an advantage for the 
productivity. By admitting a mistake, the consequences might be less and the problem can 
be solved faster. It took a while to make the workers understand that mistakes are inevita-
ble and not a problem for the manager. In order to conquer cultural chocks they had a few 
Chinese here visiting in order to learn how the machines work and how their organization 
is lead. 

4.4.2 Localization factors that affected the decision  
The cooperation with Tecknit facilitated the internationalization since Tecknit had already 
established a production plant in China and possessed machinery that was required for 
some of Stilexo Industry AB’s products. A joint venture with Tecknit would also minimize 
extensive paper work, which was valuable since Stilexo Industry AB lacked experience in 
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foreign operations except from the establishment of Stilexo UK in Wales in 1987. Stilexo 
UK is today separated from Stilexo Industry AB. Stilexo Industry AB together with Tecknit 
searched for a suitable location for their production plant and found an industry park in the 
city Suzhou, an hour form Shanghai. In the area around Shanghai many other foreign firms 
are located and they have been able to build a network of suppliers of raw material and fin-
ishing, there are also good recruitment possibilities and had necessary infrastructure that al-
lowed efficient logistics. It was not because of the primarily low-wage advantages Stilexo 
Industry AB moved to China, even if that was a welcoming consequence. Since their pro-
duction requires many machineries and robots, the number of employees can be limited, 
and therefore, cost of labor was not an aspect that was first priority when searching for lo-
cal advantages. The total cost of an imported product is high comparing to buying locally 
produced products. For Stilexo Industry AB the cost difference is not very large, the eco-
nomical profit goes to Customer X, but it has given them other profits, like greater market 
share and an increased demand. 
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5 Analysis 
In this chapter, the authors will analyze their research questions based on the frame of references compared 
to the empirical findings. 

5.1 Which factors hinder the firm to make an economical ra-
tional decision? 
Decision-making processes are often complex and require high skills and competence from 
the decision makers. The ideal situation for a decision making process is full availability of 
time and information, and that the ability to handle them is maximized at the same time. 
However, such situation does not exist, the decision makers are therefore operating with 
bounded rationality (Salaman, 2002).  

Uncertainty, scarcity of time and information are all factors that have negative impact on 
the firm’s strive for rational decisions. ITAB Shop Concept AB’s decision to buy the Dutch 
firm was admitted by the management to have been a little bit of a gamble, even though 
they had had eyes on the firm for some time. However, the management valued the poten-
tial of the deal more than the risks and therefore compromised the rationality. There was a 
great deal of uncertainty involved in their acquisition processes in Czech Republic as well, 
where administrative problems caused doubts whether the contracts were ever to be 
signed. Stilexo Industry AB, Balton AB and ABA Group all rejected the alternative to hire 
consultants that could offer expertise in these kinds of processes. Stilexo Industry AB re-
lied on its cooperation partner Tecknit due to their experience, which seemed to be the 
right choice beforehand. From Stilexo Industry AB’s perspective, this may have increased 
uncertainty since very little cooperation had taken place before. Balton AB believed that its 
management team had more knowledge in this particular area than other consulting firms 
would have. However, Balton AB experienced uncertainty when trying to sell machinery 
and equipment it more or less had to get rid of, since not many firms were able to make 
use of such technology. With such circumstances, it is difficult to get good bargain posi-
tions in negotiations since desperation may take overhand. 

Warner’s (2002) foursquare model tries to give a guide to overcome and accurately inter-
pret uncertainties with different strategies. Two variables are used, goals and means, and 
explains that depending on the level of clarity of the two, these variables determine what 
strategy to adopt. The firm is only able to act rationally when both goals and means of the 
firm are clear. All four firms had clear goals but unclear means to achieve them. Balton AB 
was well aware that they had to get rid of expensive machinery assets in order to cut fixed 
costs, at the same time they wanted to internationalize and penetrate foreign markets, espe-
cially European markets. Still, how and when to do it, were initially unanswered questions. 
ABA Group and ITAB Shop Concept wanted to rationalize their production, make it more 
efficient by lowering their manufacturing costs, but were both unclear about the means, ex-
cept from establishing production plants in foreign countries. Stilexo Industry AB had 
similar goals, even if one of its most important customers who initiated the process, but 
had beforehand little knowledge of how to carry out the process.  

Only the top management was involved in the decision making process within all four 
firms. However, Balton AB seemed to be more concerned of letting people within the firm 
know that changes were to come. Balton AB had a very strong firm culture with tight rela-
tions between all people within the firm, from the management down to the simple work-
ers. This may have increased the willingness of the top management to share their thoughts 
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and plans. Jacobsen and Thorsvik (2002) state that decisions that are complex and have 
greater impact on the organization in a future perspective are often made by a small group 
of people higher up in the hierarchy. One risk with excluding more managers or employees 
in the decision making process is that people make judgments outside their field of work, 
and thereby reducing the level of rationality. Involving too many people may also disturb 
the rationality of decisions, since it could bring disorder to the whole process. Further, 
firms that have gone public are not allowed to leak out information about coming deals un-
til it is official.   

In the case of ITAB Shop Concept, there were different levels of enthusiasm within the 
management when acquiring the firm in Holland. Decision makers, managers whose task is 
too strategically guide the firm to a market leading position may look differently on situa-
tions than a manager whose only task is to control the financial situation of the firm. Refer-
ring to Edlund & Höberg's (1986) model showing typology of the personality, the strategic 
planner in ITAB Shop Concept AB was more intuitive when collecting information and 
trusted his feeling when evaluating that information, whilst, the Chief Financial Officer was 
more hesitant and seemed to be reasoning more logically and rationally when evaluating the 
accumulated material. However, during the second and the third acquisitions with the 
Czech firms, where more time and information were available, there seemed to be cohesive 
views between both managers.   

Instead of focusing on rationality there may be reason to take on a different angle and 
make attention to what happens during the decision making process. Salaman (2002) claims 
that a decision is preceded by a series of small steps that a final decision has evolved from 
many adjustments along the way. The administrative man-theory shows that it is not as 
much about maximizing, as it is to justify, in other words, it is considering limitations 
(Jacobsen & Thorsvik, 2002). All firms interviewed have expressed that these kinds of 
processes continuously require adjustments from all parties involved, that an initial plan 
seldom turns out to be exactly according to expectations because new conditions and terms 
are constantly thrown into the game.  

5.2 Which factors complicate the localization decision proc-
ess? 
The behavioral matrix, figure 2.5, explains that the ability of the information gathered and 
the ability to use the information affect the result of the internationalization; the difference 
can be success or failure. Therefore, the figure shows how important it is to put effort in 
gathering the right information and well consider it (Hayter, 1997). All four firms mention 
that the scarcity of information complicated the enforcement of the decision. Balton AB 
searched information from other enterprises that had internationalized and studied those 
cases in order not to make unnecessary mistakes. Balton AB knew that they were a special 
case since they are not moving to a low cost country and it was difficult to find relevant in-
formation from other cases and had no experience within the firm from earlier internation-
alization. The information they based the decision on was calculations they had made in 
order to see a prospect of the financial result. The factor that complicated the search of in-
formation was the language differences, not all employees at Balton AB could speak Ger-
man and therefore the negotiation with the German firm was centralized to the ones who 
did. Stilexo Industry AB internationalized for the first time when starting up production in 
China. Since they had no experience from this before they trusted Tecknit completely with 
whom they made joint venture. Their machines were caught in the customs; they did not 
seek any information about the legal regulations since Tecknit was in control of that part of 
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the movement. If they had taken control over this problem by themselves, they maybe 
would have negotiated more and searched more information about the laws and regulations 
in China before transported them. This would have helped them to avoid that the ma-
chines were caught in the customs, or at least got the machines into China faster. 
 
Both ABA Group and ITAB Shop Concept have earlier experience from localization of 
production abroad, and they mention that it is extremely important to take time in this 
situation with both the decision and the enforcement. Due to their experience, they have 
learned through the years what to look at in this decision and they have been more and 
more able to make the decision on routine with little complications. Yet, they still stress the 
importance of being careful and taking time for it. The first time ITAB Shop Concept ac-
quired a firm they did not take time for the decision due to that the trustee needed an an-
swer the same day as ITAB Shop Concept got the question. Even though ITAB Shop 
Concept did not have time to neither gather much information nor use the information for 
the first acquisition it became a great success. They believe that the reason for the success 
with the internationalization was due to they were aware of that they would have to adapt 
to the culture, language and legal regulation in order to avoid failure. Today ITAB Shop 
Concept relies on earlier experiences and as ABA Group, they have learned what to con-
sider well in the decision process. ITAB Shop Concept is satisfied with the results so far 
and has no plans on changing their way of internationalization. They mention that only one 
day to make this decision is a great risk and the scarcity of time and information can com-
plicate the process, ITAB Shop Concept as well as ABA Group mentions that carefulness 
with the gathering of information is important. ITAB Shop Concept have calculated on old 
acquisitions before making new ones, they have hired consultants, not for the enforcement 
but for knowledge of other countries legal regulations.   
 
Hickson et al. (1987) says that localization decisions are the most consequential decision a 
firm can do. It will give a great change for the firm; unexpected consequences of this deci-
sion can postpone an expected success or even turn it into a failure. One thing that has 
drawn out and complicated the enforcement for Balton AB is the Swedish regulations con-
cerning employment; they have not been able to dismiss their employees at the same time 
as the machines are moved. ABA Group mentions the participation of the union in their 
board has helped them in this problem. They work with long-term planning and the union 
knows in an early stage how many employees that will have to leave the firm. The Chief 
Executive Officer of ABA Group also mentions that not only information concerning the 
regulation in the country of origin is needed, but also regulations in the country where the 
production is located, all to avoid complications. ABA Group had at the beginning prob-
lems with the bureaucracy in Poland and Stilexo AB had problems with the customs in 
Sweden. This problems might have been easier overcome if the firm did search more in-
formation of the country’s laws and regulation in before enforce the decision. ITAB Shop 
Concept hired consultants for specific knowledge in regulations when acquiring a firm in 
the Czech Republic, this helped them a lot to make the acquisition less complicated.  
 
Uncertainties are difficult to protect oneself from, but need to have kept in mind in local-
ization since they can force the firm to make unexpected choices and complicate the deci-
sion process (Hayter, 1997). The uncertainties that Balton AB had were the organization 
differences in Germany where the formality is high and the structure is very hierarchical. 
These factors are hindrances for an easy cooperation since the family business Balton AB’s 
organizational structure is the opposite. Stilexo Industry AB also mentioned this hindrance 
in their enterprise in China due to cultural differences of Chinese and Swedish employees. 
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Inviting Chinese employees before the establishment in China was Stilexo AB’s preparation 
for this kind of problem, the Chinese employees learned about the Swedish management 
and the Swedish managers learned about the Chinese culture. Stilexo Industry AB is also a 
family firm from the beginning and has a flat hierarchy with informal relations within the 
firm. All firms interviewed mention that the cultural differences were great and all firms ex-
cept Stilexo AB did not prepare much for those kinds of problems, and they do not intend 
to so in the future. Stilexo AB mention that despite the preparation the cultural differences 
still appeared as a problem after the establishment. The Chief Executive Officer of ABA 
Group says that it is never as easy as one can think to move production abroad. For exam-
ple, cultural problems always appear but it is as mentioned difficult to prepare for. It is im-
portant to have these problems in mind when enforcing the decision but it is impossible to 
protect completely one from uncertainties, those problems will be dealt with when they 
appear. 
 
The people involved in both the decision process and the enforcement affect the outcome; 
the involvement is an important issue in this situation (Hickson, 1987). Two firms hired a 
consultant in order to gather information and with this avoid complications and uncertain-
ties. ABA Group hired a consultant for the enforcement at the first movement; the en-
forcement was problematic for many reasons. The Chief Executive Officer believes that 
the movement would not been as problematic if they did the enforcement by themselves. 
Therefore, since then they have made all movements by themselves. They hire consultants 
in order to gain knowledge and gather information but the enforcement is always done by 
ABA Group. ITAB Shop Concept also mentions this point, even if they have not had bad 
experiences from consultants but do as ABA Group hire consultants for knowledge and in-
formation while the enforcement is done ITAB Shop Concept itself. At all the four firms 
the decision was made by the executives and the workers were not included in the decision 
making, even though the employees at Balton AB knew what was being discussed. The lo-
calization decision created uncertainty among the workers at Stilexo AB since they could 
not affect the outcome. At the beginning, the workers were worried about their jobs and 
would have opposed against this decision if they had the chance. Afterwards one can see 
that the worry was not justified since no employees have been dismissed due to this deci-
sion. Therefore at all the firms workers lower down in the hierarchy are not included in the 
decision since they do not posses all knowledge for choosing for a strategic solution. The 
decision would have been more complex if all employees in the firm participated in the de-
cision. 

5.3 How do the different localization factors affect the deci-
sion? 
According to Weber (1929) firm chose the best localization based on locational factors and 
locational units. It means that a firm locate at the place where the costs are lowest calcu-
lated from each unit that affect the economy. He also state that firms agglomerate, locate 
near other industries to gain the advantages they get from for example the adaptation of 
society with specialized workforce and good infrastructure. Sødal (1996) also mentions that 
the price is an important factor in what he calls factor prices and factor mobility. This the-
ory corresponds with the case of Stilexo Industry AB who moved to China to an area that 
was expanding heavily, partly according to the agglomeration. More and more firms estab-
lish subsidiaries or move the production there each year. ABA Group and ITAB Shop 
Concept have agglomerated when they localized near suppliers and customers, which al-
ready got production in to the country they moved. Both firms have located parts of the 
firm at a place where the costs are lowest, principally due to the low work force costs. The 
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cost of workforce in the countries where these firms have located is only about a tenth of 
the Swedish level of cost (Wallen & Fölster, 2005). Balton AB had to lower their costs, but 
they did not move their production to a place where the costs were the lowest due to their 
special situation with great need of selling their machinery. Stilexo Industry AB did neither 
move due to the locational factors but they gained many advantages followed by the joint 
venture. 
 

Sødal (1996) have listed an amount of different factors that affect the firms’ localization 
choice, which can be seen in figure 2.5. Two factors that have affected both ITAB Shop 
Concept, Stilexo Industry AB and ABA Group is growth and market size. They have cho-
sen a market, which has and is believed to expand much in the future.  The low cost coun-
tries entice more and more firms to locate there which make this to a great opportunity for 
investment, which all firms saw. The countries in Eastern Europe are also members of EU, 
which have given the firms a large internal market where to operate. Stilexo Industry AB 
have used the structure of the market and become a part of the country since China had 
demands of local production if they should be able to sell there. Balton AB has not made 
their decision based on these factors. It is not only in low cost countries these advantages 
can be found. ABA Group and ITAB Shop Concept have established in other European 
countries due to the possibilities they got in these markets. One factor that all firms have 
gained from is the increase in market shares they all got. By moving to a new area, they 
have developed their activities, been able to offer new solutions to a new area, come closer 
to their customers. 
 
Another factor of localization choice is the policy, which affect all the factors indirectly. To 
have support from the government in terms of laws and regulations are significant (Sødal, 
1996). Eastern Europe has good prerequisites for firms to grow and invest in according to 
their policy, which make many firms to move or establish parts of their firm in this area 
(Wallen & Fölster, 2005). ITAB Shop Concept and ABA Group have both experienced 
these advantages with their production plants in Czech Republic respective Poland. They 
have low taxes of profits and have flexible labor-market policy. Balton AB and Stilexo In-
dustry AB have had some troubles with the policies, but it did not affect their decision to 
locate there. Balton AB had not time to reflect about Germany’s policy so much since the 
firm there was the only available to sell to and Balton AB needed to do something fast.  
 
The technology is a factor that affected Balton AB’s decision of localization. The German 
firm was the only firm that had usage of their machinery and had the right technology. All 
firms interviewed have high technology production with many production stages. ABA 
Group has located their least technological production in a low cost country since it is pro-
duction with manual machines they can save money in terms of work force costs. Stilexo 
Industry AB has not used the technology available in the country or done as ABA Group 
did. They sent machines from Sweden down to China and established new machinery so 
they could start a similar production plant as in Skillingaryd. ITAB Shop Concept did not 
use the technology factor in their decision.  
 
Trade costs in forms of trade barriers have always been an important factor to have in 
mind when making localization decisions. It can be barriers like tariffs, language or culture 
(Sødal, 1996). With basis on the information in part, one of the empirics, different culture 
and language have not been of importance for any of the firms when they made their deci-
sion. On the other hand, have these factors have lead to problems afterwards in the begin-
ning in rough communication and unsympathetic for each other’s culture. Still all four 
firms have worked with their problems, which has led to a good cooperation and better 
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communication. Cultural differences should not be a hindrance for localization. ITAB 
Shop Concept and ABA Group did also locate abroad in order to avoid high trade costs 
and to be able to produce at a lower price. Instead of trading with the country, they estab-
lished a production plant there. Balton AB and Stilexo Industry AB was not affected by the 
financial trade costs. 
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6 Final discussion 
As a final part of the thesis, the authors will answer their research questions in order to complete their pur-
pose and come up with a conclusion. A model will be presented that shows the variables a firm need to re-
flect on and suggestions for further research will be listed.   

6.1 Factors that hinder firms to make an economical rational 
decision 
It is possible to see a relationship between the amount of time, information and uncertainty 
and the level of rationality of decisions within the firms interviewed. In these types of deci-
sion-making processes, it is impossible to formulate clear means due to uncertain future ex-
ternal circumstances such as the state of market and unforeseen events. Involving few peo-
ple in the decision making process, with no or little external help is a commonly used strat-
egy among the firms. Evaluating how many that should be involved in each case is an im-
possible task, since the level of rationality cannot be measured. However, in three of the 
four cases, there were deep problems in adjusting and adapting to foreign regulations and 
laws. 

6.2 Factors that complicate the decision process 
Factors that make the localization decision more complex and problematic are scarcity of 
information, both from the country where the production will be moved and from the 
country of origin. Information from the foreign country concerning laws, regulations and 
culture can make an enforcement take longer time than planned. The country of origin can 
have laws that complicate the closing of a factory, Sweden has strict regulations concerning 
job security that can make the process more time consuming. This scarcity of information 
tends to decrease as the experience of internationalization grows. Another problem appears 
if a consultant is hired in order to enforce the decision. The consultant does not know the 
firm culture and is not completely involved with the goals and aims of the firm, therefore, 
it is difficult for the consultant to make the enforcement and avoid internal problems. 

6.3 Factors affecting the localization decision 
All firms are affected by the locational choice based on their specific conditions in each 
case. The most common factor that influences the decision makers is the opportunity to 
lower production costs and increase market shares. All factors affect the firms in one way 
or another but they are not decisive. Advantages are weighed against disadvantages and a 
decision is made according to the firm’s needs and wants. For some firms, moving is the 
only choice and the different factors may not be considered that closely as they should do. 
Firms that have longer time to make a decision can evaluate different localization choices 
from the list of the affecting factors and get information concerning the situation in each 
place. The factors have different degree of influence in each firm, but all are heavily af-
fected by the locational factors, factor price and factor mobility. 
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6.4 A decision process model 
A firm that is about to make the decision to establish abroad should consider the different 
factors presented in model 6.1. These three variables are concluded as the most important 
to reflect on in complex decisions.  

 
 

Figure 6.1 The decision process for establishment abroad 

Availability of information and time can affect the result of the decision process. The outcome 
of the decision depends on, how much information is gathered and how long time it takes 
from the first thought to the final decision. The firm should take time for both collecting 
data, and enforcing the decision. Information regarding the different localization factors, 
culture, countries and laws tends to be of certain importance. Ability to use the information re-
fers to the capacity to analyze the gathered information and to make use of the most im-
portant data for the situation. A firm needs to be careful about the information gathered 
and be able to sift out unnecessary facts. The decision is also affected by the people involved, 
the executives need to consider who should be involved in the process; if any consultants 
should be hired or if employees at all hierarchical levels shall be participant. The result will 
be different depending on which people that are involved. People in different hierarchical 
levels in the firm got different preferences, which may lead to a more complicated discus-
sion and not the best decision from the firm’s perspective. Consultants can help the firm in 
the form of knowledge, but should not be participant in the enforcement of the decision as 
it often lead to the problems as shown in the empirics.  

 

 

These three factors work together in order to perform a wanted result. However, the fac-
tors are affected by uncertainties, which also affect the result. Uncertainties can never be 
eliminated, but through taking time and well consider the factors, uncertainties can be de-
creased.  

6.5 Further research 
The authors believe that more factors affect a localization decision process, due to lack of 
time and resources it was not possible to study and investigate more than what are con-
cluded in this study. Therefore, some ideas are presented for further study within the same 
area that might give a clearer view of how a localization decision can be made more suc-
cessful and what factors that have impact on the result.  

• How can the organization structure affect a localization decision, is it a big differ-
ence depending on if the firm has a flat hierarchy or not?  
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• Compare the decision-making in other areas with a localization decision. What is 
the difference between other decisions and localization decisions? How a decision 
is normally carried out and who is involved?  

• Investigate the whole process by interviewing more than just the managers, for ex-
ample outsiders and other involved. Would the result be different due to the an-
swers from people that could not affect the decision?  

• A comparison can be made between firms that have decided to localize abroad and 
firms that have decided to produce in the country of origin. What made the firms 
take the decision to stay, respective to move abroad? In what way are the firm and 
its employees affected by localization abroad? 

• Deeper investigations can be made concerning the individual participants role in 
the decision process. The investigation can be made in a personal point of view, 
not form the firm’s point of view as the authors have done for this thesis. 
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7 Evaluation of the thesis 
This chapter contains a discussion about the credibility, dependability, transferability and confirmability of 
the thesis. The authors do also discuss how our line of actions has affected the result.  

The participants are the only one who can judge the credibility of the thesis according to 
Denzin and Lincoln (2002). The authors have tried to familiarize with the decision process 
in each firm by interviewing more than one employee in order to get a credible result. 
However, the participants have not formed an opinion about the credibility still when this 
thesis is presented due to shortage of time. Denzin and Lincoln (2002) do also present 
transferability as a judgment tool of the reliability of the research. It refers to whether the 
result is applicable to other cases and not just the studied. The authors have tried to achieve 
a relatively high degree of transferability by designing a model with the most important fac-
tors to reflect on when making a localization decision. The factors in model 6.1 was recur-
ring for each of the four firms and the authors believe that these factors are applicable to 
both other firms making a localization decision but also other strategic and more complex 
decisions. The four firms gave similar answers concerning how the decision was made and 
which factors that affected them. Due to this, the authors believe that the result has de-
pendability and can be similar in another research. Changes in the findings concerning 
other studies in the same field are not considered in this thesis. The last tool for result 
evaluation is confirmability, a tool that is used to find eventual errors in theoretical frame-
work and empirics. To strengthen the confirmability the authors have checked and re-
checked the data throughout the study and the participants in the interviews have con-
firmed the data written about their firms. 
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