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Abstract 

In this thesis the authors have analyzed what risks Swedish business-to-business (B2B) 

small- and medium sized enterprises (SMEs) perceive when internationalizing to 

Indonesia, as well as what factors impacting their perception of risk. By distinguishing 

the risks and the impacting factors, the aim of the research has been to increase the 

awareness of these risks and provide an understanding of the means necessary for 

decreasing them. The authors have implemented a qualitative study method with an 

abductive research approach to gain a deeper insight to the subject. Qualitative 

interviews have been conducted with three relevant case firms and one council in order 

to gain a wider perspective. To fulfill the purpose of the study and to gain deeper 

understanding, the study has been based on two questions: (1) What are the risks 

Swedish B2B SMEs perceive when internationalizing to Indonesia? And (2) What 

factors impact the Swedish B2B SMEs' perception of risk in Indonesia? 

The literature review includes theories and findings of previous research related to 

international business and how it can be impacted depending of several factors such as 

risk, distance, commitment, knowledge and relations. The findings of the study show 

that the most prominent risks perceived are the financial risks of default and insecure 

payments, corruption and vulnerability to the network. The risk perception is 

determined by an interrelation between the factors of commitment, knowledge and 

relations. Furthermore, by examine these underlying factors’ impact on risk perception, 

the study contributes to a wider understanding necessary for a successful practical 

business implementation in a foreign country. 
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1 Introduction 

 

The introduction part of the thesis will introduce the subject and provide a background 

to the research. Further, the introduction will lead to a deeper look into the subject 

through a problem discussion. In the end of the introduction part, the research 

questions are presented as well as the purpose and limitations of the study.  

 

1.1 Background 

Globalization is the myriad flow of information, goods and people, as well as the 

connectivity that binds the local with the global and the east, west, north and south 

together (Steger, 2013).  

Today, in the 21th century, the world seems smaller than ever before (Ursah & Baines, 

2009). Abu-Lunghod (1999) discusses globalization as an ongoing process where large 

parts of the world become more and more linked together through movement of 

resources and people. Streeten (2001) further explains that the ongoing growth process 

of globalization and technology mutually reinforces each other. With help from the 

latest technology, international communication has become common and the flow of 

information has a faster pace than in the past. The Swedish agency for economic and 

regional growth (2014), further referred to as SAERG, mentions that the widespread 

globalization has brought an increased internationalization of firms. The agency further 

explains that the Swedish companies have increased their internationalization gradually 

over the last decades. Johanson and Mattsson (1988) explain that the concept of 

internationalization is when a firm establishes itself in a foreign market where it further 

develops its position towards the local counterparts. SAERG (2014) claims that 

multinational companies (MNCs) are the leaders of this international development due 

to their extended knowledge and resources, even though Swedish small and medium 

sized enterprises (SMEs) are on the same path. SAERG (2015) defines SMEs as 

companies employing less than 250 people and have a yearly turnover that does not 

exceed 50 million euro. Through Economy Facts (2015), the Swedish Statistic Central 

Bureau presents that 99,9 % of the Swedish private owned companies are considered a 

SME. Further, SAERG (2015) pose statistics showing that 27% of the Swedish SMEs 

are internationalized as well as that the most common way to do business across borders 

is through exports.  
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Internationalization is not done without obstacles and risks. SAERG (2014) mentions 

that the factors that impact risks the most are the lack of knowledge and resources but 

they point out that it is highly dependent on the maturity of the firm as well as its size 

and the industry it is active in. Cavusgil, Knight and Riesenberger (2008) claim that 

there is a need for companies to consider certain factors when internationalizing, such as 

cultural risks. Furthermore, SAERG (2014) explains that in order for more SMEs to be 

able to internationalize and utilize the potential that emerging markets bring, it is 

important to remove the barriers that are hindering the process.  

Emerging markets are according to Cavusgil, Ghauri and Akcal (2013), countries that 

are in the process of transforming from developing markets to developed markets due to 

their rapid economic growth. Wright (2014) and Scalera and Žáková Talpová (2014) 

points out Indonesia as one of the countries with high growth potential, forming the 

MINT-countries. Portal National Republic Indonesia (2015) continues by explaining 

that Indonesia is located beween the Asian and Australian continents and that the 

country consists of 17,508 islands which makes it the worlds largest archipelagog. The 

government website further informs that the country had 222 million inhabitants in 

2006 which made it the 4th most populated country in the world at the time. The 

Institute of International Affairs (2014) and World Bank (2013) contribute with more 

updated information from 2013 claiming that the country, at that point, had about 250 

million inhabitants still making it the 4th most populated nation. The Economist (2015) 

as well as The World Bank (2013) gives statistics showing the Gross Domestic Product 

(GDP) growth for Indonesia has been declining for the last couple of years, being fixed 

at 5,8% in 2013, as well as that the country is sensitive to economic downturns. 

Furthermore, Cavusgil, et al. (2013) refer to Indonesia as one of the world’s largest 

democracies, and The Economist (2015) states that the president since 2014, Joko 

Widodo, is striving toward a bright future for both the country and investors.  

The state of foreign affairs (2015) explain that Indonesia is an important partner to 

Sweden due to the countrys size, strategic location and regional strength. The countries 

have a mutual interest to cooperate within several areas and many Swedish companies 

are already established in Indonesia. The Swedish trade & invest council also called 

Business Sweden (2015) has evaluated the number of Swedish companies establied in 

Indoneisa to be around 70, where big companies such as Ikea, Volvo and Atlas Copco 

are represented.  
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1.2 Problem discussion 

"Those corporations that reach for new opportunities in distant and unfamiliar 

countries have to deal with additional and different kinds of risks, which can vary 

considerably from country to country. Identifying and managing potential hazards is a 

main strategic objective of firms operating across national boundaries" 

(Hain, 2011, p. 819). 

Due to rapid globalization, more and more companies are going abroad to exploit 

market advantages far away from the home market with the aim of maximizing their 

profit. However, this is not done totally without risk (Hain, 2011). Figueira-de-Lemos, 

Johanson and Vahlne (2011) states risk to be a consequence of uncertainty. They further 

separate risk from uncertainty by claiming risk to be based on explicit knowledge and 

uncertainty to be based on implicit knowledge, defining risk as a controlled and 

calculated uncertainty (Figueira-de-Lemos, et al., 2011). Most often risk is assumed to 

be something negative as a threat of success, a downside risk, but it can also mean 

something positive like an opportunity for benefit, an upside risk (Hain, 2011). In this 

thesis, risks are referred to as downside risks. What is considered a risk is to a great 

extent an individual opinion and the perception therefore differs from manager to 

manager (Baird & Thomas, 1985). Nevertheless, several scientists have developed 

instruments to measure risk and uncertainty perception. One is Miller (1993), that used 

international data sampling to identify important factors in both country and industry 

environments that caused uncertainty in the manager’s perception. His question was if 

country uncertainties, industry uncertainties or a combination of the two determined the 

uncertainties a manager perceive. The answer has a practical effect on the decisions 

made by the manager regarding product and international market diversification. The 

findings show that manger’s perception of political, government policy and 

macroeconomic uncertainties differ between countries but not between industries 

(Miller, 1993). 

The conclusion of Miller's (1993) study is revealing that each country has different 

preferences of business practice, but Miller (1993) was not the first to examine country 

differences. Hofstede (1983) has conducted a study of  six dimensions of cross-cultural 

differences but even if the study does not cover all countries and regions, it provides a 

fundamental platform of the differences around the world. Starting from the connection 

between uncertainty perception and cultural differences between countries, research 
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with contradicting results have been conducted by comparing home and host country 

attributes and what risks these differences entails (Gökmen, 2014; Hain, 2011; Child, 

Rodrigues and Fyrnas, 2009; Kubíčková and Toulová (2013). Hain (2011) emphasizes 

the cultural risk to be perceived as more important than the political, financial and 

economic risks. Kubíčková and Toulová (2013) conclude general business 

environments and legal issues to be the main concerns. On the other hand, Gökmen 

(2014) concludes a paradigm shift of risk perception in international business from 

being focused on goods, services and economic assets to be more diversified to cultural, 

political, commercial and knowledge aspects, and thereby stresses the significant 

importance of risk management in companies. Furthermore, uncertainties can arise from 

both the company’s internal as well as the external environment and may concern 

political, financial, commercial and/ or economical aspects (Gökmen, 2014), but can 

also be of social, cultural, legal and technical reasons and are then called psychic 

distance (Evans & Mavondo, 2002), which we will discuss further later in this chapter. 

According to Hofstede’s dimensions, the differences between Indonesia and Sweden are 

significant. Swedish people are more individualistic oriented while the Indonesian 

people are considered to have higher tendency of cynicism and pessimism. Furthermore, 

Indonesian companies have a higher firm hierarchy than Swedish companies (Hofstede 

Centre, 2015). Moreover, the environmental conditions for business vary between the 

countries. Business Sweden (2015) expresses their concern about the lack of 

infrastructure in Indonesia by emphasizing a tremendous need of rearmament regarding 

both roads, railways, harbors and airports. In addition, the Indonesian government 

(2015) reveals that Indonesia is struggling to improve the educational system, health 

care as well as poverty and corruption (Portal National Republic Indonesia, 2015). 

Corruption is one of these four concerns that Swedish companies encounter as the most 

problematic according to Business Sweden (2015). Likewise, regulative reforms are on 

the horizon regarding setting minimum wages in Indonesia, which currently are causing 

uncertainties that are holding up foreign investments, according to the Forbes writer 

Shao (2015). Managing these risks are primary concerns for firms doing international 

business. Risk management is defined as the neutralization of uncertainties or the source 

of a possible ambiguity a business could confront (Gökmen, 2014) and it is impacted by 

experiential knowledge (Johanson & Vahlne, 1977), knowledge through the network 

and relations (Johanson & Vahlne, 2009) as well as commitment (Figueira-de-Lemos, et 
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al., 2011). By using effective risk management, threats and uncertainties can be 

managed in a proactive, coordinated, cost-effective and prioritized way (Hain, 2011). 

A model of an incremental internationalization path was created by Johanson and 

Vahlne (1977), in order to decrease and manage the uncertainties and risks. According 

to the model, the firm will gradually increase their commitment to the market when 

more knowledge is gained. Johanson and Vahlne (2009) later revised their model by 

adding the asset of networks, emphasizing that knowledge and experience can be 

gathered through your network relations (Johanson & Vahlne, 2009). The firm will then 

miss essential experiential knowledge, not possible to gain through your network 

(Johanson & Vahlne, 1977), resulting in increased uncertainties and risks due to lack of 

understanding about local routines, sensitivity and knowledge about socio-cultural 

values and the host country environment. E.g. problems in understanding the way of 

negotiations in the host country, which can seriously affect the business performance in 

a negative way (Hain, 2011). 

Investments in high culture context countries, such as Indonesia, can be unsuccessful if 

the business is jeopardized by cultural differences due to a low understanding of the 

foreign business processes (Hain, 2011). These obstacles are referred to as psychic 

distance (Beckerman, 1956) and can be summarized as the perceived distance to a 

foreign market regarding cultural distance and business distance (Azar & Drogendijk, 

2014; O'Grady & Lane, 1996). The degree of psychic distance is not only dependent on 

the external environment factors but also the mind's processing in terms of perception 

(Evans & Mavondo, 2002). Psychic distance is a complex, multidimensional and 

perceptual phenomenon, mostly seen as an obstacle when doing business in a foreign 

country (Figueiredo, da Rocha, da Silva, Ferreira & Carneiro, 2008).  

Since export was representing 45 % of the Swedish GDP in 2014 (The Swedish trade & 

invest council, 2015), whereof SMEs are representing a share of more than one fourth 

(SAERG, 2014), the international business conducted by SMEs is important to Sweden. 

From this discussion, the authors of this thesis conclude internationalization as a process 

of developing business opportunities outside the firm's domestic market and we know 

since previous research, discussed earlier in this chapter, that companies who are 

looking for international opportunities are facing uncertainties and risks. The discourse 

of the research has been going from perceiving hard values, such as goods, services and 



FLINTVALL AND JOHANSSON ÅHL   1. INTRODUCTION 

 

6 

 

economic assets as the main risks, to more soft values of cultural, political, commercial 

and knowledge aspects of risk (Gökmen, 2014). Research has also examined what 

obstacles companies face when internationalizing to other countries around the world 

(Gökmen, 2014; Hain, 2011; Figueira-de-Lemos et al., 2011). However, to us known, 

little research has been carried out from a Swedish SME's perspective, that is 

internationalizing to Indonesia, regarding the manager's perception of what risks it may 

bring and what the companies can expect by internationalizing. The gap carries the 

potential of providing a better understanding of what obstacles there are and prepare 

future managers to make better strategic decisions in order to maximize the success.  

1.3 Research question 

To be able to understand the risk situation that Swedish SMEs perceive when doing 

business in the Indonesian market, we have formed two research questions. 

Earlier research has shown that an internationalization process involves additional and 

different kinds of risks (Hain, 2011). Furthermore, Sweden is considered a highly 

internationalized country regarding SMEs, and we want to contribute to a facilitation of 

this trend by investigating the risks involved in Swedish SMEs internationalization to 

Indonesia by analyzing the question:  

 

In order to receive a deeper understanding of what underlying factors affecting the level 

of perceived risks, following question is asked and analyzed: 

 

  

What are the risks Swedish B2B SMEs perceive when internationalizing to Indonesia? 

What factors impact the Swedish B2B SMEs' perception of risk in Indonesia? 
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1.4 Purpose 

The purpose of this thesis is to analyze and provide a deeper understanding of what 

risks Swedish small and medium sized, business to business companies perceive in their 

internationalization to Indonesia and when developing their business on site. The 

questions will enable an investigation of the risks perceived by the companies and what 

factors that impact their perception of risk. The intention is to fill the research gap of 

what risks Swedish B2B SMEs perceive when internationalizing to Indonesia in order 

to create a basis for future strategic decisions. 

1.5 Delimitation 

In order to provide a deeper analysis and depending on the many different variables 

regarding business performance, we will only investigate business-to-business 

companies and not the companies that operate in a business to consumer context. This 

to maintain reliability of the study, but also because of the different processes used in 

the B2B market and B2C market. We will regard companies doing business with other 

companies as B2B, while companies that are selling their products to the local 

population will be regarded as B2C. Furthermore, since the business environment of the 

service sector is more complex in terms of internationalization we have decided to 

exclude that certain sector in the study.  
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2 Literature review 

 

This chapter will review the literature present in the theoretical framework of the thesis. 

The chapter begins with relevant risk literature, continuing with different views on 

distance as well as a discussion on entry modes. Furthermore, the Uppsala 

internationalization model is presented, linking into a discussion of the network model 

and lastly the chapter presents emerging markets and Indonesia, to finally end with a 

presentation of the conceptual framework for the thesis.  

 

2.1 Risk 

The process of handling the risk concept appropriately has been problematic and the 

target for research since many decades according to Baird and Thomas (1985). 

Managing risk is one of the primary objectives of firms doing international business 

(Ghoshal, 1987) in order to influence firm performance. Due to the nature of strategy, it 

is complex and embedded in most long-range decisions (Baird & Thomas, 1985). 

Risk is typically defined as "a condition in which the consequences of a decision and 

the probabilities associated with the consequences are known entities" (Baird & 

Thomas, 1985, p. 231). Baird and Thomas (1985) continues by explaining that the terms 

of "risk" and "uncertainty" are related to each other and have been overlapping one 

another in their definitions. Figueira-de-Lemos, et al. (2011) refers to Knight (1921) by 

explaining the two concepts as two sides of the same coin and separate the two by 

claiming risk is based on explicit knowledge, while uncertainty is based on implicit 

knowledge (Figueira-de-Lemos, et al., 2011). When making strategic decisions, the 

planner seldom, if even ever, know all the possible outcomes of a decision or the 

probabilities of their occurrence, this is the state of uncertainty. Uncertainty occurs 

when problem structure, consequences and probabilities are not fully known, as in 

contrast to the given definition of risk (Baird & Thomas, 1985). Furthermore, Miller 

(1992) continues to explain the differences and similarities as following. The concept of 

risk is most often combined with the source of the risk, a component, e.g. political risk 

and economic risk. This combination links the unpredictability of firm performance to a 

specific uncertain environmental component. The term of uncertainty is referred to as, 

the unpredictability of environmental or organizational variables that impact the 

corporate performance or the inadequacy of information about these variables. 
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Uncertainties arise from external disturbances, unforeseeable behavioral choices or a 

combination of these two. A variable that on the other hand reduces the predictability of 

the firm performance is; increased risk (Miller, 1992). 

Baird and Thomas (1985) present an incremental approach of concerns when dealing 

with strategic risks, consisting of three phases: (1) risk identification; (2) risk 

estimation; and (3) risk evaluation. Risk identification is to identify and define the 

uncertainty and assess the extent of it, which is related to the individual manager's 

perception. The estimation phase involves increasing the measurability regarding the 

nature of the problem, and the risk evaluation concerns the strategic actions of how to 

deal with the risk and to assess the quality of those actions in relation to how much risk 

the firm is willing to accept (Baird & Thomas, 1985).  

2.1.1 Risk perception 

Risk perception is stated to be of an individual kind (Baird & Thomas, 1985) and differ 

from manager to manager. It is argued that the managers’ interpretation of the 

environment is more important than the environment itself (Hilmersson & Sandberg, 

2011). Contradicting research results can be shown in the two findings by Kubíčková 

and Toulová (2013) and Hain (2011). The first mentioned show the most significant 

risks of internationalization, perceived by Czech SMEs, to be concluded as; (1) changes 

in general business environment in foreign markets, (2) changes in legislative 

regulations in foreign market, (3) product-related risks and (4) changes and incomplete 

fulfillment of contracts. Hain (2011), on the other hand, assesses that German 

companies perceive the most significant risks to be those of a cultural kind and not of 

political, financial nor economic origin. To clarify the different potential risks to assess, 

the authors of this thesis suggest companies to use the approach of Miller's (1992), more 

in depth framework of uncertainties, which will be presented in the following section. 

Miller (1992) emphasizes that different risks and uncertainties cannot be analyzed in 

isolation and still provide an adequate basis for strategic decisions, but have to be seen 

as multidimensional and interrelated to each other. Hence, Miller (1992) created a 

framework for integrated risk management from the perspective of a general manager 

operating a firm that is active on an international scale. The framework does not 

separate risk and uncertainty since Miller (1992, p. 312) uses "the term 'risk' to refer to 

uncertain environmental variables that reduce performance predictability", thus, a table 

of uncertainties is presented. The framework categorizes uncertainties, that are 
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interrelated to each other and relevant to managerial decision-making and strategy 

formulation, into three categories (see      Table 2.1): (1) general environmental; factors 

that are affecting the business context across industries, involving political instability, 

government policy instability, macroeconomic uncertainties, social uncertainties, and 

natural uncertainties. (2) Industry uncertainties; dynamics and complexity that are to be 

affected by the actors within the industry, divided into sub-groups of input market 

uncertainties, product market uncertainties and competitive uncertainties. Finally, (3) 

firm-specific variables: focusing on the internal assets of the firm and consisting of 

operating-, liability-, R&D-, credit- and behavioral uncertainties. Miller (1992) does 

emphasize that the categorization is not to be taken for granted in all industries all over 

the world but are due to the manager's perception of industry and environmental 

uncertainties which can vary from firm to firm depending on individual perceptions, 

firm characteristics as well as the firm's strategic and financial decisions (Miller, 1992). 

     Table 2.1 Uncertainty categorization framework.  

     Source: Miller (1992) 

Together with the framework, Miller (1992) stresses two approaches, financial risk 

management and strategic management, as potential firm responses to the uncertainties 

presented in the table above. The financial management approach reduces the firm’s 

exposure to risks without changing the firm's strategy by e.g. purchasing insurance or 

buy and sell financial instruments. For the strategic management response, Miller 

(1992) lists actions that are possible to consider, categorized as avoidance, control, 

cooperation, imitation and flexibility (Miller, 1992). 

Firm-specific 

uncertainties 

Industry uncertainties General environmental 

uncertainties 

Operating uncertainties 

Liability uncertainties Product market 

uncertainties 

Government policy 

uncertainties 

R&D uncertainties Competitive uncertainties Macroeconomic 

uncertainties 

Credit uncertainties Responses to 

uncertainties 

Social uncertainties 

Behavioral uncertainties  Financial risk 

management 

 Strategic management 

Natural uncertainties 

Input market 

uncertainties 

Political uncertainties 
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2.2 Distances 

According to recent research (Drogendijk & Martín Martín, 2015; Kraus, Ambos, 

Eggers & Cesinger, 2015), the main drivers of risk are distance dimensions, e.g. 

institutional distance (Kostova, 1997), country distance (Drogendijk & Martín Martín, 

2015), psychic distance, and choice of entry mode (Kraus, et al., 2015). Miller's (1992) 

framework is not considering the factors of institutional distance, psychic distance nor 

entry mode, which indicates a need of adjustment to the best practice of today in the 

firms' internationalization process. For this reason, we will review research on 

institutional distance, psychic distance and entry modes. 

2.2.1 Institutional distance 

Institutional distance is explaining differences between countries from a regulative, 

cognitive and normative perspective, affecting actions and behaviors in the market 

(Hilmersson & Sandberg, 2011). A country's institutional profile is conceptualized in 

accordance to these three perspectives (Kostova, 1999; Hilmersson & Sandberg, 2011; 

Drogendijk & Martín Martín, 2015). Regulative, is reflecting laws and rules in the 

national environment and is restricted to certain behaviors. Cognitive, reveal structural 

and social knowledge of the people in a given country, affecting individual perceptions 

and behaviors. Lastly, normative, cater social norms, values, beliefs and assumptions of 

the human nature which are socially shared among the people of the country (Kostova, 

1997). The perceptions, actions and behaviors of an institution are repeated over time, 

which means that they create a pattern, unique for each institution. The pattern is 

consistent and therefore valid for future situations (Hilmersson & Sandberg, 2011). The 

countries' institutional structures are defined as the country distance by Drogendijk and 

Martín Martín (2015). 

The country distance is a more in-depth multidimensional conceptualization of country 

characteristics as an institutional profile (see Figure 2.1) (Drogendijk & Martín Martín, 

2015). Country distance is investigating important characteristics of the home country 

context that are affecting the level of uncertainty, and in that way the risk of doing 

international business. Figure 2.1 presents three basic dimensions of distance: (1) socio-

economic development distance, holding variables of educational, political and 

economic development distances. These affect the flow of information to and from the 

market and can in case of positive value, decrease the level of uncertainty in business 

agreements and transactions. Furthermore, all variables affect the three institutional 
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domains, which when equal can ease the organizations fit to a new business 

environment according to Drogendijk and Martín Martín (2015). (2) Cultural and 

historical distance, which indicates language distance as well as distance between 

religions and colonial ties. Language barriers can, on a practical level, hamper the 

communication while religious differences can lead to misunderstandings, 

misinterpretations and disagreements that are disrupting the interaction. There may also 

be differences in the roles of men and women in the society and business. The 

existence, or absence, of colonial ties can influence the cultural links and may reduce 

the psychic distance. Finally (3) physical distance which cater both the geographical 

distance and the time distance of different time zones. All together, these three 

dimensions make up the country distance that can be compared to other countries. 

According to the findings by Drogendijk and Martín Martín (2015), the importance of 

each dimension varies between the countries, making every country unique in its 

institutional structure (Drogendijk & Martín Martín, 2015). 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

2.2.2 Psychic distance 

The concept of psychic distance has been varied in its definition (Figueiredo, et al., 

2008) since it was introduced by Beckerman (1956). In this thesis, we define the 

concept as; the distance between the home market and a foreign market, resulting from 

the perception and understanding of both cultural and business differences. The concept 

contains perspectives as language, business practices, political and legal systems, 

economic environment, industry structure, national culture (Evans & Mavondo, 2002) 

and the difficulties regarding learning about the market (O'Grady & Lane, 1996). As 

emphasized earlier, countries consist of different geographic, demographic, economic, 

and institutional attributes. Managers have different perception of the attributes and 

Figure 2.1 Country distance (COD): conceptualization and outcomes.  

Source: Drogendjik & Martín Martín (2015) 
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Figure 2.2 The Conceptual Domain of the Psychic Distance Construct.   

Source: Figueiredo, et al. (2008) 

therefore have to make decisions on imperfect information and consider the position of 

the host country or firm in relation to the home country. Psychic distance influences the 

perception of risk (Kraus, et al., 2015) and is apparent on both a national, organizational 

as well as on an individual level (Figueiredo, et al., 2008). The more differences and the 

longer distance between two markets the more difficult it is to collect, analyze and 

correctly interpret information about the distant market which means increased 

uncertainties and difficulties of doing business in that market (Håkansson & Ambos, 

2010). 

Kraus et al. (2015) conclude in their research that primary drivers of risk, such as 

cultural, geographic, economic and political distances, significantly increase the level of 

perceived risk by increased distance in relation to the home market. Meaning that e.g. a 

high risk is associated with internationalization from a developed economy into an 

emerging economy, which is supported by Cavusgil, et al. (2013). Moreover, the 

findings about the role of psychic distance, by Kraus et al. (2015), is supporting the 

concept of the Uppsala internationalization model in terms of bridged distance because 

increased knowledge decreases the risk (Johanson & Vahlne, 1977) which will be 

discussed more thoroughly later in this thesis. 

Through an extensive literature review of psychic distance, Figueiredo, et al. (2008) 

have made a suggestion of how to map of the concept of psychic distance (See Figure 

2.2). According to these authors the four dimensions of psychic distance are: (1) the 

physical; (2) the cultural; (3) the macro-environmental; and (4) the business dimension. 

The conceptualization clearly points out the multidimensionality of psychic distance 

(Figueiredo, et al., 2008). 
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2.2.2.1 Psychic distance paradox 

Contradicting both the concept of psychic distance and the Uppsala internationalization 

model is the psychic distance paradox. When operating in psychically close markets the 

actor miss subtle, but important, aspects of cultural and business differences in the host 

market, which can have a negative impact on the organizational performance (O'Grady 

& Lane, 1996). Result from research by Evans and Mavondo (2002), shows a 

significant positive difference in financial performance and strategic effectiveness on a 

distant market but not on a close market, explaining this phenomenon as an effect of 

precautions taken by the firm. As a response to a higher perceived risk, by doing 

business in a distant market, the firm will undertake more extensive research and 

planning, which will improve the strategic decision making and as a result increase the 

organizational performance (Evans & Mavondo, 2002). 

2.3 Entry strategies and modes 

The role of entry mode decisions is of significant importance in firms' international 

expansion regarding both financial and non-financial performance. Entry mode choice 

is a managerial decision (Brouthers, 2013) and have a direct connection to the risk 

management since each entry mode have its specific level of risk in relation to the level 

of control and resource commitment (Kraus, et al., 2015; Cavusgil, et al., 2013; 

Hollensen, 2014). Inseparability prevails between resource commitment and foreign 

entry mode choice that determines the level of risk to which a firm is exposed to in the 

international setting. The more commitment, the greater risk of big losses if the 

international engagement fails (Laufs & Schwens, 2014). Managers have to take into 

consideration the dissimilarities between the home and host markets on different levels 

such as: a global perspective with international multilateral agreements and 

relationships in focus; a macro level consisting of bilateral agreements between 

countries; and a micro level with firm-specific preferences. In addition, the objective of 

internationalization affects the choice of entry mode. Commonly three strategies are 

used: (1) market-seeking motives, where the firm are looking on expanding their market 

in order to achieve economies of scale and scope. By (2) efficiency-seeking motives the 

firm wants to maximize benefits and lower costs by allocating the whole or parts of the 

firm's value chain to more efficient or cost-effective locations; and (3) resource-seeking 

motives, when natural resources and raw-materials are the reason of internationalizing 

(Cavusgil, et al., 2013). 
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In order to make the best choice of entry mode in relation to desired firm performance, 

Brouthers (2002) suggest companies to run an extended analysis of the transaction 

costs. Besides costs of finding, negotiating and monitoring the performance of a new 

foreign business partner, an extended analysis should, according to Brouthers (2002), 

contain markets-specific cultural context and institutional context. The cultural context 

analysis should stress economic, legal, political, cultural and investment risk aspects, 

while the institutional context contains value enhancement potential of international 

entry to the market. Since all these factors are affecting the revenue potential and risks 

associated with a specific market entry, they affect the choice of entry mode and the 

way of operating on a market. Findings show that firms perceiving low transaction costs 

tend to use trade-based entry modes, hence, when the transaction costs rise, more 

hierarchical entry modes e.g. wholly owned subsidiaries are preferred (Brouthers, 

2002). 

2.3.1 Internationalization mode according to commitment 

When considering entering a new market the decision of entry mode is, according to 

Ripollés, Blesa and Monferrer (2012), influenced by several factors: host country 

variables; home country variables; company variables; and venture variables. The host 

market characteristics are, according to recent discourse of research, the most important 

containing cultural distance, institutional distance, uncertainty and risk factors of the 

foreign market. Furthermore, foreign market knowledge gained through an international 

market orientation is, in addition to experiential knowledge, important in order to 

understand the level of resource commitment to establish in the international market. 

Driscoll and Paliwoda (1997) amplifies that commitment is primarily influenced by 

knowhow and secondarily by socio-cultural distance between home and host market. 

Resource commitment refers to financial, physical and human resources. Increased 

commitment to the market also increases the firm's exposure to risk (Driscoll & 

Paliwoda, 1997).  Table 2.2, by Owusu and Habiyakare (2011) shows how different 

entry modes have different levels of commitment. Export is considered to have the 

lowest requirements of resource input since only products are sent to the distant market 

and it involves little financial dedication (Owusu & Habiyakare, 2011) which also 

means a high level of flexibility (Driscoll & Paliwoda, 1997). However, export provides 

no or little control of the international business according to Hollensen (2014). The 

export business is often conducted through an intermediary such as an agent (Cavusgil, 



FLINTVALL AND JOHANSSON ÅHL   2. LITERATURE REVIEW 

 

16 

 

et al., 2013). Contractual modes necessitate limited resources since business is bounded 

to contracts. On the high end of the scale, strategic alliances and joint ventures have the 

advantage of sharing the financial contribution to the foreign country (Owusu & 

Habiyakare, 2011). A full committed internationalization mode, such as a fully owned 

subsidiary require investments such as purchasing, leasing or constructing facilities, 

transfer of people and equipment as well as developing a network of suppliers and 

customers. High level of commitment also entails low flexibility due to high exit 

barriers (Driscoll & Paliwoda, 1997) but also high level of control (Hollensen, 2014). 

As in accordance to the Uppsala Internationalization Model, the internationalization 

modes are to be seen as a chain of international business progress with increasing 

market commitment over time (Johanson & Wiedersheim - Paul, 1975; Johanson & 

Vahlne, 1977), further discussed in the chapter of Uppsala Internationalization Model 

below. 

 

2.4 Uppsala internationalization model 

2.4.1 Background  

Internationalizing can be seen as complex process where it is crucial to have knowledge 

regarding risk-reducing variables to facilitate the procedure (Johanson & Vahlne, 1977). 

The Uppsala Internationalization Model was proposed by Johanson and Vahlne in 1977 

and has its theoretical base in the behavioral theory of the firm. The fundamental study 

is based on observations within the field of internationalization where the authors 

claimed that Swedish firms gradually increase their international involvement through 

small steps to reduce uncertainty. To start with, by conducting export through agents 

and further establishing a sales subsidiary in the country and as a last step the firm 

establishes production in the host country (Johanson & Vahlne, 1977). Johanson and 

Vahlne (1990) further researched the subject in relation to a framework regarding, 

ownership, location and internationalization advantages, also known as the eclectic 

 Table 2.2 Internationalization modes.  

 Source: Owusu and Habiyakare (2011) 
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paradigm, together with the network model. Through this study, it became evident that 

the concept of networking was of great importance in the internationalization process 

(Johanson & Vahlne, 1990). The networking concept was in 2009 added to the model 

by the original authors, in light of the dramatic changes that had occurred since the 

original model was founded in 1977. The updated version was called the revised model 

and indicates that existing business relationships have a substantial impact on the 

internationalization process to a particular market (Johanson & Vahlne, 2009).  

Risk management in the internationalization process of a firm was later analyzed by 

Figueira-de-Lemos, Johanson and Vahlne (2011). The study emphasizes the lack of 

knowledge as a means of increased psychic distance, uncertainty and risk. The 

framework further indicates two variables in the uncertainty concept where one part can 

be reduced, so called “contingent uncertainty” while the “pure uncertainty” is 

unchangeable. Risk on the other hand, is seen as a consequence of uncertainty 

(Figueira-de-Lemos, et al., 2011). Psychic distance, discussed earlier in this thesis, can 

be summed as differences between the home and host countries, such as language, 

culture and business practices (Johanson & Vahlne, 1977).  

2.4.2 The process model 

The process model can be viewed as the dynamic process where one decision leads to 

another (Johanson & Vahlne, 1977). This can be explained with the four steps that was 

identified prior to the model's existence by Johanson and Wiedersheim – Paul (1975), 

called the four stages of the establishment chain; no export, export via agents, 

subsidiaries and establishment of own facilities in the host market (Johanson & 

Wiedersheim - Paul, 1975; Johanson & Vahlne, 1977). This sequence of stages gives an 

indication of that the company’s commitment to the foreign market increases 

simultaneously as it increases its amount of resources in the market (Johanson & 

Vahlne, 1990).  

In the process of internationalizing and committing to a foreign market, the scholars 

have defined lack of knowledge as the most critical variable (Johanson & Vahlne, 1977; 

Figueira-de-Lemos, et al., 2010). Furthermore according to Johanson and Vahlne 

(1977), an internationalization process can be seen as complex and one constraint is the 

difficulty and lack of general and market specific knowledge regarding the business 

environment, which in turn creates uncertainty. General market knowledge is common 

characteristics regarding the market and local customers while market specific 
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knowledge concerns cultural characteristics as well as specific knowledge about the 

business climate, and the individual customers or segments. Johanson and Vahlne 

(1977) further explain in relation to knowledge, that language and culture can be 

determining obstacles for decision making in relation to internationalization. Profound 

knowledge regarding these factors decreases the level of uncertainty regarding the 

market (Johanson & Vahlne, 1977).  

According to Penrose (2009) and Johanson and Vahlne (1977), there are two types of 

knowledge: objective knowledge and experiential knowledge. Objective knowledge can 

be taught while experiential knowledge is learned through personal experiences and can 

be related to specific circumstances, thus hard to acquire (Penrose, 2009; Johanson & 

Vahlne, 1977). Commitment decisions are based on all types of market knowledge 

according to Johanson and Vahlne (1977). The process model altogether focuses on the 

individual firm and its international development through acquisition, integration and 

use of knowledge regarding the international market, while it also analyses the 

successively increasing commitment to that particular market. It is divided into four 

parts that as well are seen as the foundation of the internationalization process: market 

knowledge, commitment decision, market commitment and current activities. In 

definition, market knowledge and market commitment are assumed to affect decisions 

regarding further commitment and the way a firm handles current activities. This in turn 

can be related to that the state of internationalization can affect the perceived 

opportunities and risks that further influence commitment decisions and current 

activities (Johanson & Vahlne, 1977).  

2.4.3 The revised model  

Many changes have occurred regarding business activities since the original model was 

founded in 1977 and thereby Johanson and Vahlne revisited the model in 2009. This 

initiative was conducted to adjust the model for the present business environment and to 

develop it further in light of clear evidence pointing towards that networks have a big 

importance in the internationalization of firms (Johanson & Vahlne, 2009). The revised 

model looks deeper into the importance of risk reduction through the establishment of 

relationships and networks as well as the potential for new opportunities in relation to 

these factors (Johanson & Vahlne, 2009). According to Patel, Fernhaber, McDougall-

Covin and van der Have (2014), networks play a valuable role in the acquisition of 

needed knowledge that in turn leads to a decrease of the risks of internationalizing.  
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   Figure 2.3 Uppsala Revised Model.  

   Source: Johanson and Vahlne (2009) 

In addition, Johanson and Vahlne (2009) have made an emphasis on trust in the new 

model and they explain that trust is a vital part of commitment and can be seen as a 

prerequisite for two parties to commit to each other. They further claim that 

commitment can either strengthen or weaken a relationship depending on how it is 

handled (Johanson & Vahlne, 2009). Figueira-de-Lemos, et al., (2011) explain that 

commitment can have an active effect on risk, increasing or decreasing it. Johanson and 

Vahlne (2009) emphasize that not being a part of a relevant network during the 

internationalization process can create uncertainty. Patel, et al., (2014) further add that 

networks and relationships with foreign parties can offer numerous benefits as well as 

significant costs and risks. In relation to this, Johanson and Vahle (2009) claim that the 

ultimate aim in the internationalization process is to establish a position within foreign 

business networks. Due to this fact, trust and knowledge are key factors in the process 

that advantageously can be acquired through the extension of the firm’s network 

(Johanson & Vahlne, 2009).  

 

 

 

 

 

 

The foundation of the revised model (Figure 2.3) is built on a network view of the 

business environment as well as research showing that networks are interlinked 

relationships that can create new business opportunities. Networks are where 

relationships are built and further, the parties’ concerned can create a foundation for 

trust and commitment to each other. It is also within relationships that learning and 

exchange of knowledge takes place, and these three mentioned concepts can all be seen 

as preconditions of internationalization (Johanson & Vahlne, 2009). Knowledge and 

commitment are still key concepts and the model still has state variables: knowledge 

opportunities and network position as well as change variables: relationship 

commitment decisions and learning; creating; trust building. The variables affect each 
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other, for example, the current state can have an impact on change and knowledge can 

impact trust and commitment both in a positive and negative way. Additionally 

opportunity creation is highlighted throughout the model due to the important part it has 

in both new and established relationships (Johanson & Vahlne, 2009). 

2.5 Network model 

Johanson and Vahlne (2009) define networks as webs where firms are interlinked to 

each other and to other actors. According to Coviello and Munro (1997), the networking 

concept refers to a firm's established relationships with suppliers, customers, 

competitors but also with institutions such as governments and financial institutions 

(Coviello & Munro, 1997). Given the nature of today’s market, SMEs are facing 

massive global competition and it is not possible at this time to enter a market without 

considering the risks and opportunities of global competitors. These facts conclude in 

the result that SMEs have a tendency to internationalize (Zarei, Nasseri & Tajeddin, 

2011). Johanson and Mattsson (1988) explain that the concept of internationalization is 

when a firm establishes itself in foreign networks where it further develops its position 

towards the local counterparts. According to Coviello and Munro (1997), Johanson and 

Vahlne (2009) and Zarei, et al., (2011), a firm's network can provide access to relevant 

keys necessary to reduce risks in the process of market entry, such as extended market 

specific knowledge and experience. Johanson and Vahlne (2009) and Zarei, et al., 

(2011) further explain that a lack of knowledge is one of the biggest obstacles in the 

internationalization process to a new market. Hadley and Wilson (2003) continue by 

claiming the importance of relationships since they are considered a source of 

knowledge. Moreover, they explain that a firm can increase its knowledge through its 

network, as well as that the knowledge of other actors in the network can lead to and 

influence firms’ decisions. Hadley and Wilson (2003) also explain that lack of relations 

with actors within foreign networks can affect the firm’s acquisition of knowledge both 

directly and indirectly.  

Johanson and Mattsson (1988) describe the degree of internationalization through four 

concepts regarding both macro and micro levels of the process named: the early starter, 

the late starter, the lonely international and the international among others. 
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2.5.1 The early starter 

Johanson and Mattsson, (1988) defines the early starter as a firm that is 

internationalized to a low degree both on a market level and a firm level due to its early 

market entry (Johanson & Mattsson, 1988). This in turn suggests that the early starter 

also have weak relations to foreign networks (Johanson & Vahlne, 1977). Johanson and 

Mattsson (1988) add that in the beginning of the internationalization process the firm 

has no previous knowledge of the market and an inadequate relation to the foreign 

networks. Due to this the early starters tend to internationalize according to the process 

of the Uppsala Internationalization model (Johanson & Mattsson, 1988), with exporting 

and licensing that require less resource commitment and is less risky, continuing by 

gradually committing more as they gain sufficient knowledge (Johanson & Vahlne, 

1990).  

2.5.2 The late starter 

Like the early starter, also the late starter is internationalized to a low degree (Johanson 

& Mattsson, 1988). Hadley and Wilson (2003) explain that the firms' network can 

influence the internationalization process and affect the decision of what market the 

firm should enter. Networks can also contribute with knowledge as the late starter will 

enhance its experiential knowledge through participation in a highly internationalized 

network. Johanson and Mattsson (1988) on the other hand, argue the late starter has a 

low market commitment and low level of experience in international markets and few 

relationships with foreign parties, which can be considered risks.  

2.5.3 The lonely international  

The lonely international is acting in a network with no or little international experience. 

Johanson and Mattsson (1988) further explain that the lonely international has a higher 

degree of commitment to the process of internationalization than the late and early 

starter. The lonely international thereby has a higher level of experiential knowledge in 

comparison to the other two. Johanson and Mattsson (1988) continue by explaining the 

network that the lonely international is active in, is less useful to the firm itself due to 

the fact that the firm is more internationalized than the other actors within the network. 

The network thereby does not has any influence on the lonely international's 

internationalization process (Johanson & Mattsson, 1988). Johanson and Vahlne (2009) 

further explain that the lonely international's knowledge acquisition cannot be 

conducted through the network and is thereby acquired through own experience. This 

can be considered a risk if the firm's experiential knowledge is insufficient, according to 
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Johanson and Vahlne (2009) and Zarei, et al. (2011), since a lack of knowledge is 

considered one of the biggest obstacles in the internationalization process.  

2.5.4 The international among others  

The firms considered international among others are internationalized to a high degree, 

according to Johanson and Mattsson (1988) as well as that they also have established 

positions and high commitment to the market (Hadley & Wilson, 2003). Johanson and 

Mattsson (1988) continue by adding that the international among other firms are in a 

highly internationalized macro-position, which can provide them with high experiential 

knowledge through well-integrated network positions (Johanson & Mattsson, 1988). 

According to the Uppsala Internationalization model, experiential knowledge reduces 

firm’s perception of market uncertainty and risk, which in turn, affect commitment to 

international markets (Johanson & Vahlne, 1977). 

2.6 Emerging markets 

The concept “emerging market” was founded by van Agtmael in the early 1980´s, 

according to Sako (2015) and Cavusgil, et al. (2013). Cavusgil, et al. (2013, p5) defines 

emerging markets as “countries that are in the transition phase from developing to 

developed markets due to rapid growth and industrialization”. The scholars further state 

that there are certain characteristics that define an emerging market, like the ambition to 

counteract problems such as poverty, poor infrastructure and overpopulation. Cavusgil, 

et al. (2013) continue to explain that emerging markets have achieved a steady growth 

in gross national product (GNP) per capita. Furthermore, an increased integration in the 

global economy whereas the liberalization of the market, increased political stability as 

well as economic and legal reforms, has led to a more productive business environment 

and increased foreign investment inflow. According to Burgess and Steenkamp (2006), 

turbulence is a characteristic of emerging markets and they further claim turbulence and 

risks to be strongly intertwined. Gnizy, Baker and Grinstein (2014) explain that even 

though emerging markets are improving their overall stability, companies that are 

conducting business in emerging markets are bound to encounter external obstacles, 

such as external risks and uncertainties regarding political reforms and legislations. 

Sako (2015) further claims that the companies who are successful in an emerging 

market are those who are anticipating changes in rules and regulations and successfully 

manage the unstable nature of emerging markets regarding uncertainties and risks. 
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Scalera and Žáková Talpová (2014) argue that lately, four countries have emerged and 

been recognized as emerging markets due their significant GDP growth: Mexico, 

Indonesia, Nigeria and Turkey, also called the MINT countries.  

2.6.1 Indonesia as an emerging market 

Indonesia is home to the world’s fourth largest population of about 250 million 

inhabitants (Cavusgil, et al., 2013) and is as well considered one of the emerging MINT 

countries (Scalera & Žáková Talpová, 2014). Cavusgil, et al. (2013) claims that 

Indonesia offers tremendous opportunities to foreign investors but it does not come 

without difficulties. Even though Indonesia is receptive to investments from foreign 

companies, the country is dominated by poor infrastructure and educational system as 

well as a high degree of corruption and general poverty, which can be considered 

obstacles. Furthermore, things to consider according to Cavusgil, et al. (2013), is the 

political instability and the ever-changing reforms and restrictions regarding certain 

industries. 

Hofstede Centre (2015) explains Indonesia in relation to the concept of six cultural 

dimensions: power distance, individualism, masculinity, uncertainty avoidance, long-

term orientation and indulgence. Indonesia has a high degree of centralization within 

firms, meaning that the management make all the decisions. According to Hofstede 

Centre (2015), family relations are important to Indonesians, giving the country a low 

individualism. In relation to low individualism, the uncertainty avoidance is low, 

meaning that the individuals are keeping their unsatisfied emotions unexpressed for the 

sake of the harmony in the workplace or within the family. Hofstede Centre (2015) 

further mentions that symbols of success are important in relation to the Indonesian 

concept of “gengsi” - outward appearance, which means that you are impressive and 

have an aura of status. Moreover, the Indonesians have a high degree of long-term 

orientation making them adapt easily to different situations and changed conditions. 

Lastly, Hofstede Centre (2015) explains that indulgence is restrained by social norms. 

2.7 Conceptual framework 

In order to provide a clear view of the theoretical foundations used in this thesis, a 

conceptual framework is supplied to summarize and explain the interrelationship 

between the theories in the literature review and the concepts within those theories that 

are relevant for the thesis. Furthermore, the conceptual framework will make it evident 

how each theory and concept relates to risk and thus are relevant for this thesis. 
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Doing business in a foreign country means that the firms encounter a different business 

environment concerning e.g. political, legal and cultural dimensions. These dimensions 

differ from market to market, creating distances, which will be further analyzed in this 

thesis. The distances are containing uncertainties perceived by firms operating in 

international environments and are, according to the theoretical findings, leading to 

choice of entry mode and selection of network relations. As shown in Figure 2.4, the 

distances are institutional and psychic distance. Depending on the choice of how to 

enter a market and further conduct business there, the firm has to dedicate a certain level 

of commitment regarding time and resources in the market and thus a certain level of 

control. Generally, the higher level of commitment the higher level of risk, however the 

entry mode also involves both knowledge and relations as factors that affect the entry 

mode choice. Furthermore, the Uppsala Internationalization Model emphasizes 

knowledge as a key asset in the internationalization process and claim that knowledge 

can be gained through either experience or commitment, however, since updated to the 

revised model, knowledge is foremost explained to be gained through network relations. 

Moreover, knowledge is stated to reduce risk, but on the other hand, a higher perception 

of risk is claimed to increase the desired level of knowledge according to the psychic 

distance paradox, thereof the dashed arrow showing the paradoxical relationship. 

As a key to resources and knowledge, the Network model emphasizes the role of 

trustful relations to be determinant for the level of perceived risk. At the same time, risk 

increases the need of relations in the foreign market, which in turn decrease the 

distances between the home and host market. By analyzing the firm's vulnerability to 

relations, the level of risk can be evaluated. As the central concept of this thesis, the 

perceived risk can occur on different levels of the environment: national-, market- and 

firm specific level. In a conclusion of the factors affecting risk, the authors of this thesis 

will be able to analyze what risks are crucial to Swedish SMEs in Indonesia, which can 

be used as a helpful guideline in the phase of preparation to future firms entering the 

country. 

The light shaded outer circle refers to the theoretical sources used in this thesis. While 

the inner circle is the core concepts that we have extracted from the sources due to their 

relevance for the thesis. With these concepts, we have created our conceptual 

framework (Figure 2.4).  
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  Figure 2.4 Conceptual Framework (Own construction)  
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3 Methodology 

 

The methodology chapter will present the methodological framework that is used as a 

foundation for this research. The choice of an abductive research approach will be 

presented and discussed as well as what data that has been gathered and the techniques 

used. Further, the operationalization as well as the case companies will be introduced, 

followed by the quality and criticism of the study, where validity, reliability and ethical 

considerations are highlighted. 

 

3.1 Research approach 

In scientific research, there are different ways of approaching the object that is in focus 

for the research. The different approaches indicates the starting point of the research, it 

can be either deductive, inductive or abductive (Jacobsen, 2002). Patel and Davidson 

(2011) and Jacobsen (2002) explain that a scientist with a deductive research approach 

is firstly looking for a fundamental ground in the theories from previous research, to 

create a vision and expectation of how the reality is acting, and then trying to prove or 

falsify the theory through own findings in the empirical. The risk engaged with such an 

approach is that, since old theories are studied and the scientist already has preferences 

when investigating the reality, eventual new theories will perhaps not be detected. 

Starting from the other perspective, the inductive research starts through observation or 

research in the reality, almost without preferences, then trying to generalize the result 

and formulate a theory out of the result from the empirical research. This approach is 

also associated with some risks. The research might not be wide enough to make a 

generalization that covers the whole phenomenon, which means that the theory is not 

valid for all situations, times or groups of people (Patel & Davidson, 2011; Jacobsen, 

2002). The third approach can be seen as a combination of the two above. Alvesson and 

Kärreman (2011) explain the abductive method as a mix of the inductive and deductive 

approach since it is dealing with both theory and empirical findings in order to get results. 

Patel and Davidson (2011) explain it further as an alternating approach; the abductive 

approach starts with an observation from an empirical case, whereupon a preliminary 

theory is created. So far an inductive way of researching. The theory is then tested in the 

reality, a deductive way of research, and evolved further in order to have a wide 

fundament that a generalization and a theory can be formulated upon. There are risks 

even with an abductive approach. Patel and Davidson (2011) emphasizes that all 
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researchers have preferences based on previous research and may choose research 

objects and do interpretations based upon their previous knowledge which may affect 

the result of the research and other interpretations may be excluded (Patel & Davidson, 

2011). 

In this thesis, an abductive research approach is used, and the research process was 

started by creating a fundamental theoretical platform of knowledge in the topic, 

whereupon the research questions were based. The authors could then start the empirical 

data collection and compare the theory with the gathered data in order to confirm or 

reject previous research that has been conducted. Patel and Davidson (2011) explain 

that there are advantages of using an abductive research method. Through this method, 

the researcher is not constrained from making changes and review previous research 

relevant to the empirical findings in order to enrich or change the theoretical 

fundamental platform (Patel & Davidson, 2011). Dubois and Gadde (2002) are arguing 

that a standardized conceptualization of the research process is limiting the potential and 

advantages of research, especially in case studies. Through the usage of the abductive, 

non-linear, approach the researcher is able go back and forth among the research 

activities and receive a deeper understanding of the result found in the empirical data 

collection. This approach enriches the interpretation, analysis and conclusion of this 

thesis and allows an in depth understanding of the topic (Dubois & Gadde, 2002), which 

is aligned with the purpose of this thesis. 

3.2 Research method  

According to Patel and Davidson (2011) there are two ways to collect, process and 

analyze data for the empirical contribution of the research. Either a quantitative or a 

qualitative way. The quantitative research method is most often conducted by large 

questionnaire surveys (Jacobsen, 2002) that leads to statistical processing and analyzing 

of the collected data. Patel and Davidson (2011) furthermore emphasizes that the 

research focus in quantitative methods usually are differences or relations between 

phenomenons. The qualitative method, used in this thesis, is mostly carried out by 

qualitative, verbal, interviews as well as an interpreting analysis of the answers where 

the research question most often is focusing on underlying patterns, what the 

phenomenon is about (Patel & Davidson, 2011) and provides an insider's perspective 

(Lapan, et al., 2012). 
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The present authors have chosen a qualitative research method in the shape of 

qualitative interviews in order to create a deeper understanding of the phenomenon in 

focus for the research. Moreover, since the thesis is investigating the firms' perception, 

the authors chose a more verbal method of data collection in this research because, in 

accordance to Jacobsen (2002), it provides a more insightful view and the respondent 

can express their perceptions. The qualitative method is open in terms of the amount of 

the scientist's effect on the data before collection, in contrast to the quantitative method 

where the empirical material is categorized and selected before collected. An open data 

collection method have been used in this thesis, in order to minimize the effects of 

preferences and presumptions from the researchers which otherwise might have affected 

the answers of the research question. Furthermore, Jacobsen (2002) explains that, in the 

qualitative method, it is firstly after the data collection the scientist is structuring, 

categorizing, connecting and trying to identify patterns in the data through analysis. 

This method increases the relevance of the information, which is an important key in the 

qualitative research method. A negative aspect is the level of generalization of the 

research, since the respondents are few, and only talk for themselves, the answers are 

hard to generalize. Furthermore, the complexity and distance is a downside of the 

research method. The scientist have to interpret the answers from the respondent in a 

neutral way without being too involved, and at the same time keep a neutral distance to 

remain open and objective to the answers (Jacobsen, 2002). 

3.3 Research design 

"A research design provides a framework for the collection and analysis of the data." 

(Bryman & Bell, 2011, p. 40). This framework is a design of how to collect data for the 

research and consists of some of the five different designs; experimental, cross-

sectional, longitudinal, case study, and comparative (Bryman & Bell, 2011). The 

different designs are as best applicable to different types of research objectives, which 

are determined by the nature of the research question. When a study is seeking an in-

depth understanding of how a phenomenon works and how to maintain a real-world 

perspective of e.g. organizational and managerial processes and behaviors, Yin (2014) 

suggests a case study design to be the most appropriate. Since this thesis is seeking an 

in-depth understanding of risk perception, the authors have chosen the case study 

design. This because the nature of the design is supporting an exploratory study of few 
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specific cases and allows the researcher to go in depth of few companies instead of 

making a shallow investigation of many companies. 

The decision of what cases, i.e. companies, to investigate should be taken in the relation 

to the research design, in order to know how to collect the data in the best way (Patel & 

Davidson, 2011). This selection process and the criteria will be presented later in this 

chapter. 

3.3.1 Case study design 

"A case study entails a detailed exploration of a specific case, which could be a 

community, organization, or a person" (Bryman & Bell, 2011, p. 41). A case study is 

starting from a holistic point of view, trying to collect as much information as possible 

about the case (Patel & Davidson, 2011). The case study design is distinguished by the 

intensive observation of a specific, clearly bounded, research object and the detailed 

examination of the case. This design is often influenced by the epistemological 

tradition, i.e. what is considered true in the terms of knowledge is a matter of perception 

in relation to other knowledge (Bryman & Bell, 2011).  

A case study can be associated with both theory generalization and theory testing 

(Bryman & Bell, 2011). This is supporting the choice regarding the combination of a 

case study and an abductive approach for this thesis, where the authors can test and 

compare the theories with the empirical findings and if they appear different, the authors 

can go back and review theories that will enhance the understanding of the empirical 

findings (Patel & Davidson, 2011). A case study can furthermore entail either one single 

case or multiple cases. In a multiple-case study, like in this thesis, the study is about to 

approach a comparative study since a comparison and contrasting between the cases are 

in focus (Bryman & Bell, 2011). In this thesis, we are both comparing the case 

companies in the analysis but we are also analyzing the result of the research in relation 

to the reviewed literature. We are using multiple case companies in order to receive a 

more nuanced picture of the researched topic since previous research have told us that 

perception is of an individual kind according to Baird and Thomas (1985). The 

determinant factor of if it is a multiple-case study or a cross-sectional designed study is 

the focus of the research. In this case, the focus is on the unique context of the cases and 

not on the generalization, which makes it a multiple-case study.  
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3.4 Data collection 

3.4.1 Secondary data 

Secondary data is data that is not collected first handedly by the authors of this thesis 

according to Jacobsen (2002). Merriam (2009) emphasizes the importance of ensuring 

the trustworthiness of the collected data. Jacobsen (2002) continues by explaining the 

importance of being critical when considering secondary data since the data is collected 

in connection to another purpose than this research (Jacobsen, 2002). In this thesis, the 

authors use scientific published articles, journal articles, conference data, books and 

information from companies' and other webpages as secondary data in order to identify 

and understand the past and present discourses of research in the field of this thesis. 

Furthermore, the secondary data acts as a fundamental basis as well as support to better 

understand the primary data collected by the present authors. 

3.4.2 Primary data 

Primary data, is in contrast to secondary data, collected first handed with the unique 

purpose for the present research and by the undersigned researchers themselves 

(Jacobsen, 2002; Bryman & Bell, 2013) and are not processed by a third part (Jacobsen, 

2002). Merriam (2009) emphasizes the researchers’ role as the primary tool for the data 

collection. According to Jacobsen (2002) and Silverman (2001) the most common ways 

to collect primary data, within the qualitative research method, is by observations, 

individual interviews and group interviews. For this thesis, individual qualitative 

interviews were conducted with questions tailor made for this thesis only. This together 

with a direct verbal contact enables the respondent to get the message through by tone 

of voice and when possible, by body language and eye contact. Yin (2014) emphasizes 

interviews as an outmost important component of case studies, which matches the 

approach of this thesis. 

3.4.3 Qualitative interviews  

Patel and Davidson (2011) explain that a qualitative interview is a complex concept due 

to the many aspects available from researchers' contribution of data regarding the field 

of interviews. Trost (2010) defines qualitative interviews as situations where a 

researcher asks simple question but get complex and content-rich answers in return. 

Furthermore, Trost (2010) explains that a qualitative study should be conducted if the 

research question indicates that a pattern is to be found and analyzed, which is the case 

of the present research and therefore the present authors find a qualitative interview 

suitable. 
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The empirical data collection for this thesis is built on semistructural interviews, which 

means that the researcher has defined themes that should be touched upon during the 

interview. Patel and Davidson (2011) divide the semistructural interview concept into 

two parts; structure and standardization. The questionnaire used in this thesis, attached 

in Appendix A, has a low degree of structure, i.e. open questions, which, according to 

Patel and Davidson (2011), enables the respondent to give vivid and content rich 

answers with own words. The standardization is low, which means that the questions 

can be answered in any order (Patel & Davidson, 2011), enabling a flow in the 

interview and a natural conversation while still answering the question needed to be 

answered for the thesis. 

One important factor in relation to interviews can be where they take place, according to 

Jacobsen (2002), who explains that the respondent can feel more confident in a place 

that he or she is familiar with, and that in turn can have visible effects on the content 

extracted from the interview, also called the context effect. In order to maximize the 

potential of vivid answers the authors chose to visit two of the respondent's facilities 

and conduct the interviews in the natural environment for the respondents. Due to 

limited resources and geographical distance, the other two respondents were 

interviewed through telephone and Skype calls. The questions for the interviews were 

sent to the interviewees beforehand to ensure preparedness and the ability to extract 

informative answers. To ensure the reliability all interviews were, upon approval from 

the respondent, recorded which made it possible for the authors to go back and listen to 

the interview unlimited number of times to avoid loss of information and to reduce 

misinterpretations. Moreover, the two interviewers carefully noted the interviews to 

further increase reliability. Moreover, the interviews were transcribed to ease the 

comparison between the empirical findings from different interviews and to identify 

common patterns. Furthermore, the questions and interviews was, due to mother tongue, 

conducted in Swedish but have been carefully translated into English. 

3.5 Operationalization 

Trost (2010) claims that one of the most important things to do before writing interview 

questions is to conduct a thorough literature review. He further explains that a well-

conducted literature review tells you what subject other authors already have covered 

and what questions still needs to be answered. Patel and Davidson (2011) complement 

by argue it important for the research question to be closely interlinked with the 
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questions in the interview guide. This is also something that we have taken into 

consideration when formulating the questions used when conducting the interviews 

(found in Appendix A and B). According to Kvale (1996), when doing a semistructured 

interview, it is suitable for the interview guide to contain an outline over the concepts 

that will be covered as well as questions that are related to those concepts. Our research 

questions aim to answer what risks Swedish SMEs perceive when internationalizing to 

Indonesia and what factors impacting the perception. In connection to the research 

questions, we have identified the concepts that this study is built on in our conceptual 

framework and this framework is the foundation of the operationalization table ( 

 

 

Concepts 

Interview 

Questions 

Case 

Companies 

Interview 

Questions 

Business 

Sweden 

 

Reasoning 

 

 

Risk perception 

 

3a, 4a, 5, 

5b, 6, 7, 8, 

9, 10, 12, 

13 

 

 

2, 4, 4a, 5, 

6, 6a, 7, 8 

To be able to answer our research question 

and to understand the different perspectives 

and perceptions of risks, the main part of 

our interview questions covered the concept 

of risk. 

 

 

Institutional &  

Psychic distance 

 

 

 

 

6, 12, 13 

 

 

4, 4a 

To understand how distance can have an 

impact on the perception of risk as well as 

what type of distance the companies 

experience as the most distinctive, we asked 

a couple of questions regarding distance. 

 

 

Commitment 

 

 

 

 

3, 4 

 

 

3 

To develop an understanding of the 

company’s market commitment in relation 

to their usage of different entry modes we 

asked about establishment in the market. We 

also wanted to be able to analyze the 

different entry modes impact on the 

perception of risk.  

 

 

Knowledge 

 

 

 

2, 3, 5, 11 

 

 

9, 2, 6a, 6b 

To be able to understand how the 

company’s internationalization path has 

affected their knowledge, we asked 

questions regarding how, when and where 

they have internationalized. As well as from 

where, how and from whom they have 

gathered the necessary knowledge. 

 

 

Relations 

 

 

3a, 5, 11 

 

 

6b, 9  

 

To be able to answer whether or not 

networks has an effect on the risks that 

companies perceive, we asked questions 

regarding if their networks had been helpful 

in their internationalization process.  
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Table 3.1). 

The table is as described above, built on our main concepts, seen in the far left column. 

Furthermore we have connected the interview questions, seen in the two middle 

columns, that were used in the conducted interviews with our case companies, Norden 

Machinery AB, Seac AB and Elof Hansson AB (Appendix A) as well as the questions 

asked in the interview with Business Sweden Indonesia (Appendix B). Moreover, in the 

far right column, also called reasoning, we have explained the connection between the 

interview questions and the concepts used. This to give a thorough view and 

understanding of how the concepts have been used and what data we wished to gather.  
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3.5.1 Table of operationalization 

 

Table 3.1 - Operationalization scheme (Own construction) 

  

 

Concepts 

Interview 

Questions 

Case 

Companies 

Interview 

Questions 

Business 

Sweden 

 

Reasoning 

 

 

Risk perception 

 

3a, 4a, 5, 

5b, 6, 7, 8, 

9, 10, 12, 

13 

 

 

2, 4, 4a, 5, 

6, 6a, 7, 8 

To be able to answer our research question 

and to understand the different perspectives 

and perceptions of risks, the main part of 

our interview questions covered the concept 

of risk. 

 

 

Institutional &  

Psychic distance 

 

 

 

 

6, 12, 13 

 

 

4, 4a 

To understand how distance can have an 

impact on the perception of risk as well as 

what type of distance the companies 

experience as the most distinctive, we asked 

a couple of questions regarding distance. 

 

 

Commitment 

 

 

 

 

3, 4 

 

 

3 

To develop an understanding of the 

company’s market commitment in relation 

to their usage of different entry modes we 

asked about establishment in the market. We 

also wanted to be able to analyze the 

different entry modes impact on the 

perception of risk.  

 

 

Knowledge 

 

 

 

2, 3, 5, 11 

 

 

9, 2, 6a, 6b 

To be able to understand how the 

company’s internationalization path has 

affected their knowledge, we asked 

questions regarding how, when and where 

they have internationalized. As well as from 

where, how and from whom they have 

gathered the necessary knowledge. 

 

 

Relations 

 

 

3a, 5, 11 

 

 

6b, 9  

 

To be able to answer whether or not 

networks has an effect on the risks that 

companies perceive, we asked questions 

regarding if their networks had been helpful 

in their internationalization process.  
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3.6 Selection of firms 

Dalen (2015) explains that selection based on relevant criteria is a suitable way for the 

student to form the selection of case companies. In this process, it is important to make 

delimitations early on in the process. In the selection process of firms to participate in 

the empirical data collection in this thesis, we made the selection upon three criteria: (1) 

whole or part of their operation are located in Indonesia; (2) the size of the company are 

considered a SME with less than 250 employees; and (3) the firm is operating in a 

business-to-business environment. Dalen (2015) further explains that the choice of 

informants is especially important in qualitative studies, and a starting point is not to 

have too many respondents since both the interviews and the processing are time-

consuming processes. The present authors have based the choice of companies on the 

three criteria presented above, furthermore the contact was established with the selected 

companies through Internet research, and tips from Karin Darlington at Business 

Sweden Växjö and Christer Bäck at Norden Machinery AB who informed us about one 

company each in their networks.  

The case firm interviews provides an in depth perspective with a low degree of 

generalization (Yin, 2011). The empirical findings will reflect both the case company's 

experience, and the respondent's experience, concluding in an overall view of doing 

business in Indonesia. Our respondents are managers or CEOs for companies 

conducting, or, in the process of establishing business in Indonesia. The case companies 

are all Swedish SMEs that to different extent are internationalized since several years 

back and the length of their time in Indonesia varies from non-established to 35 years. 

In order to receive a view from a broader perspective, with more generalized answers to 

the whole Indonesian market, and to strengthen the validity of the research by creating 

data triangulation, an interview with the Swedish trade & invest council - Business 

Sweden Indonesia, was also conducted. Based on the criteria above the following firms 

were selected: 

3.6.1 Norden Machinery AB 

The world market leader of high quality tube filling machines is located in Kalmar. The 

first machine was delivered in 1934, today the company is operating in 60 countries 

across the world with 97% of their production is exported. The company has been 

established in Indonesia since the 1980's and they currently have 150 machines located 

in the country. On the 29th of April, the interview was conducted at the facilities of 
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Norden Machinery AB with Christer Bäck, sales manager for South East Asia, Japan, 

Korea and the Middle East. He has been working for Norden Machinery for five years, 

but has a lot of previous experience from doing business in Indonesia. 

3.6.2 Seac AB 

Since 1992, Seac AB has been producing fish processing machines at their plant on 

Öland and is market leader in the segment of processing small fish. The company have 

since day one been going international, currently established in 40 countries and are 

exporting 99% of their production. Since 4 years, Seac AB has put focus on the 

Indonesian market due to its size and potential. On the 4th of May, the interview was 

conducted with the founder and CEO Ulf Grönqvist. 

3.6.3 Elof Hansson AB 

Established already in 1897, the Gothenburg-based company is present in more than 

100 countries. Elof Hansson AB has more than 30 years of experience from business in 

Indonesia, conducting international business-to-business trade of forest-, industry- and 

consumer products as well as commercial properties. The respondent for the interview, 

Mats Jiremark, is currently the deputy manager of the cellulose department and has been 

working towards Asia for about 30 years. The interview was held by telephone on the 

6th of May. 

3.6.4 The Swedish trade & invest council - Business Sweden Indonesia 

The dual faced organization is working on one hand, on behalf of the Swedish 

government, to ease Indonesian investments in Sweden with Swedish governmental 

support and on the other hand to support Swedish companies conducting business in 

Indonesia by hands on consulting and market analysis. Business Sweden has offices in 

60 countries, the interview respondent, project manager Rickard Levin is located at the 

Jakarta office and has several years of experience of business in Asia. The interview 

was held on Skype, on the 8th of May.  

3.7 Data analysis method 

According to Bryman and Bell (2013) qualitative content analysis is one of the most 

common ways to analyze data and it is also the way the authors of this thesis have 

chosen to analyze the data in this study. Bryman and Bell (2013) further explain that 

this type of analysis is conducted to find underlying correlations in the data that is 

analyzed. According to Ghauri and Grønhaug (2010) and Lapan, Quartaroli and Reimer 
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(2012), analyzing data is done by pulling it apart and study all the small parts 

thoroughly.  

According to Olsson and Sörensen (2011), the qualitative research method is used to 

analyze both verbal data and data in writing. Olsson and Sörensen (2011) continue by 

indicating that the analysis can be shaped into two approaches, latent and manifest, 

where the latent approach is concerning the collected verbal data and the researchers’ 

interpretation of it. The manifest approach on the other hand concerns collected data in 

writing, such as articles and books, together with how the researcher can extract the 

relevant parts in relation to the study. We have chosen to use these types of approaches 

for analyzing the data, beginning with the manifest approach where information are 

collected through books, articles etc. and further extracted the relevant parts as well as 

relating them to each other in order to find similarities and dissimilarities, all to make 

the study reliable. As the literature review was finished, we continued by collecting 

empirical data from the case companies through personal, phone and Skype interviews 

that, to our advantage, were recorded in consent of the interviewees. Lapan, et al. 

(2012), continue by explaining it suitable to deconstruct all the empirical and theoretical 

data at this stage to finally put it together again in a more meaningful way. During this 

process, the researchers have to remain open to findings that might contradict their 

preconceived thoughts regarding the study.  

The collected empirical data was categorized according to the structure in the literature 

review, after which we could compare the interviewees’ responses as well as their 

correspondence with the theoretical framework in the literature review. In this way, we 

analyzed the interviews as a whole to see the overall outcome, followed by a more 

selective analysis conducted to extract the significant parts. By using the latent and 

manifest approach of analysis in relation to triangulation, further explained in the 

chapter of validity, the authors of this thesis consider an accurate and profound analysis 

has been produced with clear ground in the literature review.  

3.8 Quality of research 

3.8.1 Validity 

Validity addresses how the research findings are matched with reality and if the findings 

give a true picture of it (Merriam, 2009; Bryman & Bell, 2013). Merriam (2009) 

continues by clarifying that this is of big concern since data does not speak for itself, 

there is always an interpreter or translator (Merriam, 2009). If the empirical and 
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predicted patterns in a study appear to be similar, the results can help a case study and 

strengthen its internal validity (Yin, 2014).  

There are two types of validity; external (described in the next paragraph) and internal. 

Internal validity, measures the credibility of the research findings, which can be 

analyzed through triangulation (Merriam, 2009). Triangulation can be explained as 

when several resources are combined to strengthen the validity and credibility of the 

research. There are four types of triangulation: data, observer, methodological and 

theory triangulation (Robson, 2011; Patton, 2002). We have gained a wider perspective 

by applying triangulation to our research, which is described by Bryman and Bell 

(2013) as a method used to increase the reliability of the results by viewing the problem 

from different angles. Research on several scholars’ previous work together with the 

interviews conducted with three Swedish SMEs and one council, form our triangulation. 

Business Sweden is owned by the Swedish government and business industry and is 

operating on a national level. Their experience will give an overall view of the 

Indonesian market.  

External validity concerns if the completed qualitative study can be put into 

generalization or be used in relation to other studies, according to Merriam (2009). Yin 

(2011) further explains, that analytical generalization is applicable on a qualitative study 

since it emphasizes that the findings from the study should show whether or not the 

empirical result support or challenge the theory and how. In this thesis, we have chosen 

to examine three companies that are categorized as Swedish SMEs, and within these 

three companies, we have interviewed one manager or owner. This method give the 

interviews a personal angle and not an overall company view, which is something that 

we have had to consider in the results. This qualitative approach has a low degree of 

generalization and has been conducted due to limitations in number of Swedish SMEs 

established in the country as well as limitations in time and resources. 

3.8.2 Reliability 

Reliability concerns “the consistency and repeatability of the research procedures used 

in a case study” (Yin, 2014, p. 240). Further, Patel and Davidson (2011) explain 

reliability as an instrument to measure error value in a study. Merriam (2009) continues 

by emphasizing that reliability is built on the concept that there is one single reality and 

that if a study will yield the same result if repeated, the reliability is considered high. 

Patel and Davidson (2011) explain that to ensure the reliability there is the option to 
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have two or several observers doing an interview, which was the case when interviews 

was conducted for this thesis. If the observers register the same answers from the 

interviewee, the reliability is high. The present authors also recorded the interviews by a 

voice recorder. In that way, the answers are stored and can be listened to repeatedly to 

ensure the reliability (Patel & Davidson, 2011). 

Bryman and Bell (2013) argue that the empiricism that is related to qualitative research 

builds on that the researcher give exact depictions of conversations. The authors and 

respondents of this thesis have all Swedish as their mother tongue, therefore the 

interviews were all conducted in Swedish. Since all questions and responses collected 

were in Swedish, a translation to English was necessary for the thesis. This means that 

meaning, expressions and nuances can have been lost in the translation. The precautions 

we have been taken against this, is to record the interviews on a voice recorder. Yin 

(2014) explains that recording the interview help the accuracy and reliability more than 

if you were to only use notes. Patel and Davidson (2011) further emphasize the 

importance for the interviewer and the interviewee to create a relation during the 

interview. This is done through the showing of interest as well as attitude and emotions 

related to the questions since humans do not only talk with words but also with gestures 

and facial expressions. In this thesis, two personal interviews as well as one phone and 

one Skype interview have been conducted. Preferably, there would only have been 

personal interviews to ensure the reliability of the study, but due to the lack of 

companies in the close area, we had to extend the search for companies to the whole 

country. In addition, a lack of time as well as other resources hindered us from traveling 

to Elof Hansson AB's head office in Gothenburg, Sweden and to Business Sweden's 

Indonesian office in Jakarta. Furthermore, something that also can influence the 

empirical results is our interpretation of the collected data as well as our limited 

knowledge within the subject. 

3.8.3 Ethical considerations  

Silverman (2013, p. 444) defines ethics as “guidelines or principles relating to good 

professional practice”. Yin (2014) further explains that there are many factors involved 

in ethical considerations regarding research. Examples of these are ensuring accuracy, 

striving for credibility and accepting responsibility for one’s own work by being honest 

and avoid deception. In addition, Silverman (2010) provides a number of principles in 

relation to ethical research, which includes: (1) voluntary participation, (2) protection of 
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participants, (3) assessment of potential risks or benefits regarding participants, (4) 

obtaining informed consent and (5) not doing any harm to participants.  

We have taken Yin's (2014) and Silverman's (2010) opinions into consideration while 

conducting the study by ensuring that the outcome of the research is both valid and 

reliable as well as also assuring the interviewees in our case companies that it was 

optional to participate and to be anonymous in the study. Trost (2010) points out 

confidentiality as one of the most important aspects of interviews. He states that the 

interviewee should be able to feel safe regarding the information they are expressing if 

they see the need for it. Fortunately, in our study, none of the participants felt the need 

to be anonymous, and in relation to Silverman's (2010) third principle, they all saw our 

research as beneficial for them to read and use when assessing risks. During this 

process, we have followed the guidelines and formed them to suit our study and the 

participating parties to assure that the finished thesis will be reliable and valid in 

accordance to both the methodological framework and to the participants.  
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4 Empirical findings 

 

In this chapter, we will present the empirical findings of our study. The primary data 

has been collected through interviews with respondents from our case companies and 

each firm will be presented separately to portray a clear view. We will present the 

findings in order with the conceptual framework as the base, starting with the 

respondents’ perception of risk, continuing with institutional and psychic distance, 

commitment, knowledge and at last their view on relations. 

 

4.1 Risk 

4.1.1 Norden Machinery AB 

Christer Bäck explains that solvency, the ability to pay, is the biggest risk that Norden 

Machinery AB encounters when doing business in Indonesia in present times. Small 

local consumers usually want either to pay on delivery or as little as possible upfront to 

ensure that the machines work as promised. “We want to be flexible and we trust our 

customers and support them to the last day, which is our approach”. However, to 

counteract the payment risk, Bäck further explains that Norden Machinery AB uses 

remburs, which is a payment system that delivers secure transactions in internationally 

conducted affairs. 

Bäck has many years of previous experience from Indonesia and adds that when he first 

entered the market in the 1990's, corruption was one of the biggest risks that he and the 

company he worked for at that time encountered. “It has gone towards better times. The 

globalization has become stronger and stronger. Focus has been drawn away from 

what I was disturbed by earlier, the corruption in the country”. He explains that 

corruption was a big risk in many ways before but has declined over time and is not 

verifiably in the present. However, “When you work via an agent, you cannot control 

what happens. We have never been a part of corruption, but we can't know what the 

agent has done”. Bäck furthermore explains that the agent has been local which makes 

it hard to control their every move. "We can sometimes suspect that something [corrupt] 

is going on but we can never prove it". He also connects this to another risk that he 

encounter both nowadays and before which is the difficulty to find agents that are 

trustworthy and educated or knowledgeable within the industry.  
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Bäck further explains that for Norden Machinery AB and in his opinion, Indonesia is a 

low risk market compared to many other countries where the company also is located, 

such as the United Arab Emirate. The Indonesians have adapted well to the global way 

of doing business and they understand the process, which also have decreased the risk 

of doing business there. The Indonesian companies are making big investments to 

ensure growth, and many foreign companies are making investments in the country as 

well, therefore it is hard to define any big risk on a national or market level. 

4.1.2 Seac AB 

On a national level, Ulf Grönqvist sees the political risk in Indonesia to be insignificant 

but is instead pointing at the economic risk due to the rapid economic growth in the 

country. He fears that the economic bubble, about to be created due to rapid growth, 

will burst. This will have effects on a firm level as well as put the Indonesian companies 

in insolvency, which will affect Seac AB. To cover up for this risk the clients have to 

pay 90% upfront and the rest when the machines are delivered, a way for Seac AB to 

cover the manufacturing costs and ensure their payment. 

4.1.3 Elof Hansson AB 

Mats Jiremark reveals that the biggest risks he perceive is physical distance and 

knowledge. He explains that it is difficult to control what is going on at the local office 

in Indonesia since it is far away from Elof Hansson AB's head quarter in Gothenburg 

Sweden regarding both physical and time distance. “The distance means that you cannot 

have a day-to-day control over the business”, which in turn means that it is important to 

have workers you can trust. This is managed through a good reporting system and 

frequent visits. Moreover, Jiremark explains that the risk regarding knowledge is linked 

to the workers within the company and the network. It is important to Elof Hansson AB 

to maintain and protect the entrenched knowledge within the company. The risk occurs 

if the workers decide to join a competing company instead and by that, the knowledge is 

lost and exposed. However, according to Jiremark, these risks are valid for all countries 

they conduct business in and are not specific for Indonesia. Moreover, Jiremark 

mentions the risk of conducting business with small local companies in relation to 

secure payments. Even though Elof Hansson AB's clients are big and in many cases 

international companies, they are counteracting this risk through the usage of the 

payment system remburs. Jiremark continues by claiming “there are no insuperable 

hinders in Indonesia”. According to his experience Indonesia is a pleasant country to do 

business in compared to other countries. He emphasizes the more time you spend in a 
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place, the more knowledge you gain and the less risks you will perceive since you learn 

how to maneuver the risks. 

4.1.4 The Swedish trade & invest council - Business Sweden Indonesia 

Rickard Levin stresses that "the corruption is very commonly occurring within the 

country", but clearly states Business Sweden's repudiation of corruption. He also 

explains that all Swedish companies in Indonesia have a zero level tolerance against 

corruption and they have a code of conduct that they follow to counteract corruption. He 

further mentions that controlling corruption is related to great difficulties. Since 

business in many companies is conducted on several levels and often by many 

intermediaries, it is fully possible for corruption to occur, but without Swedish 

companies' knowing or being able to confirm it. Furthermore, Levin explains how 

legislative risks are the most evident for companies when starting up business in 

Indonesia. Conditions regarding taxes and number of foreign people allowed to work in 

firms registered in Indonesia can change frequently due to that Indonesia is a young 

economy that is constantly emerging. Levin also identifies the risks of insecure or 

problematic payments between companies, non-completion of signed contracts and 

problems with the customs at airports and harbors. A lot of goods get stuck in the 

customs and, given the nature of the country's corruption problem, it can take a lot of 

time to get goods moving. 

4.2 Institutional and Psychic distances 

4.2.1 Norden Machinery AB 

Bäck explains the Swedish culture and business process to be closer to the Indonesian 

culture and business processes than e.g. the American. “They understand the business 

process”. However, two barriers that are evident between the two countries are the 

language skills and educational knowledge. Bäck points out that these differences are 

not very apparent in their relations with companies, but they would probably have been 

seen as bigger barriers if they were working on a business-to-consumer basis. 

Nevertheless, Indonesia has a different culture and “it is important to meet and greet 

people accordingly to create and maintain strong relationships”. Bäck also reveals that 

it is easy to get overwhelmed when visiting Indonesia due to cultural differences as well 

as the lack of efficient roads and infrastructure. These are things that Bäck has got used 

to during his long experience from the country and he explains that the cultural risks are 

easier to overcome than hard value risks such as payment security and solvency, since 

they are “difficult to affect and result in bigger consequences”. Bäck further claims that 
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Indonesia has adapted well to the global business practices and that they are easy to do 

business with. 

4.2.2 Seac AB 

Grönqvist does not experience the geographical distance as an obstacle but is instead 

explaining his concerns about how the Indonesian companies are owned and controlled. 

Chinese, or second-generation Chinese, business men are most often the owners of the 

companies. ”In 9/10 cases the sons are in the position to take over and the dad is 

against big investments”. Usually they are family firms with a dominant, hierarchic and 

quite controversial Chinese business culture that Grönqvist finds hard to do business 

with. He emphasizes the importance of creating a connection to the right person in the 

hierarchy, most often the top manager, who can be hard to reach and establish a relation 

to. “It is a whole new generation that is taking over that dares to invest”. Due to 

leadership succession within the firms, Grönqvist experience the new generation to be 

more willing to invest money in Seac AB's machines while the older generation is more 

restrictive, something to be considered a risk of lost business according to Grönqvist.  

4.2.3 Elof Hansson AB 

Jiremark explains that he has a hard time seeing any big differences between Sweden 

and Indonesia since they do not conduct any business in Sweden. He reveals that there 

are differences between Sweden and Indonesia, but not any major and adding, "there 

are differences between Sweden and Denmark as well. It is all about adaption". 

Furthermore he emphasizes "You have to adapt to the market that you are doing 

business in, you cannot just go there and tell them what to do and how".  

4.2.4 The Swedish trade & invest council - Business Sweden Indonesia 

Levin points at the distance of Indonesia as a market far away, and compared to e.g. 

China, not many Swedish SMEs have done or are doing business there. The result is a 

lack of information and experience regarding the market in relation to how to conduct 

business in the country. Levin stresses the knowledge and expectation about Indonesia's 

institutional characteristics and the distance compared to Sweden as an issue. He 

explains that "the market potential is looking very promising from a distant macro-

perspective" but it is not always reflecting the truth. A big population and a rapid 

economic growth may look very attractive to Swedish companies but Indonesia is 

suffering from very bad infrastructure, educational system and health care, and while in 

the market business, processes are slow. It requires a lot of patience, which leads to a 
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delay of estimated results and a disappointment from the firms' strategic management 

located in Sweden. Levin continues by explaining the cultural differences to be a minor 

issue in Indonesia but mentions the religious preferences to be necessary to consider. 

Levin gives an example that Muslim men may not want to shake hands with women, 

while at the same time emphasizing these differences as non-specific for Indonesia. 

4.3 Commitment 

4.3.1 Norden Machinery AB 

Bäck explains that Germany and the United States were the first countries that Norden 

Machinery AB entered, but these are not the most profitable countries now. Instead, 

South America and Asia are the areas that are the most prosperous in the present. Bäck 

further explains that Norden Machinery AB always enter new markets through agents. 

They recognize that the market knowledge and network that a local agent has is 

“invaluable” when entering a new market, but also in the continuing presence there. It is 

important to have an alert agent to handle the local relations, but they also need to be 

motivated and wanting to work with Norden Machinery AB's products and think of 

customer relations in long term. One thing that is good with an agent in the startup of a 

new market, is that you only have an expense when you sell something through them.  

4.3.2 Seac AB 

In the case of Seac AB, Grönqvist describes the Swedish market to be too small in order 

to operate a successful business within the fish processing industry. He claims the 

market potential, within Seac AB's prime segment, in Indonesia to be the main driver of 

establishing business in the country. Grönqvist claims that “Indonesia is one of the 

biggest countries within canned food. And foremost within sardines and anchovies that 

we are working with” and further adds the potential of market growth in Indonesia, as 

well as in the Far East region, making it a strategic decision to be present in the 

Indonesian market. Seac AB is using a local agent as the way of entering and doing 

business in the Indonesian market. Knowledge, network and commitment are the key 

characteristics needed in a good agent according to Grönqvist, “The most important part 

is relations and connections”, whilst he stresses the importance of having the right 

person for the job. Seac AB has changed agent four times in the Far East region in order 

to find the one with the right commitment to the company and to the job. Grönqvist 

states the commitment to be considered a risk in the relation to the agent. The 

company's sales share of the agent's total income is crucial since it determines the 

dependency of the agent to the company. If Seac AB's share of the agent's income is too 
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small there will be no business done, which was the case of the Seac AB's previous 

agents in the Far East region. 

4.3.3 Elof Hansson AB 

Jiremark explains that Elof Hansson AB has been established in Indonesia since the late 

1970's. They entered the market due to the big wood and paper industry and established 

themselves through an agent. “For us it was an important market and we wanted to be 

more heavily represented there”. After being present for some time they opened their 

own office, and is now running a subsidiary, but not without difficulties. “There was 

some trouble with the regulations regarding foreign companies owning offices there”, 

which resulted in a time consuming delay. Today, Indonesia is an important market to 

the company and they have tried both having local and Swedish people running the 

office. Now they are back to local staff since it for starters is expensive to have people 

working internationally, but also because the competence of the local people has risen. 

That together with their language and culture knowledge makes them invaluable. 

4.3.4 The Swedish trade & invest council - Business Sweden Indonesia 

Levin explains the most common ways for Swedish companies to be established in the 

Indonesian market, even though he points out that it can differ depending on how you 

think of the concept of establishment. According to Business Sweden, you are 

"established on the market if you have a distributor in Indonesia". The first and most 

common way of internationalization mode is to have a local distributor or agent, the 

second most common is to have a representative office where you only can be present 

and build relations but not conduct any business. Thirdly is to open a PT equal to a 

Swedish AB, which means that you are operating as an Indonesian business.  

4.4 Knowledge 

4.4.1 Norden Machinery AB 

Bäck claims knowledge to be a big part of doing business within a foreign country. 

When he first entered the Indonesian market in the 1990's he was young and 

inexperienced regarding international affairs. This concluded in that the communication 

between him and the consumers was hard to conduct and interpret and he did not 

comprehend the more time-consuming way of doing business there, where a yes not 

always meant yes. However, “with more experience, I gained more knowledge”, and at 
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this point, he cannot see any obstacles regarding market knowledge. Nevertheless, he 

further claims that there is more to learn and that his and Norden Machinery AB's 

network can be of great help in many cases. 

4.4.2 Seac AB 

Seac AB was established in several countries before entering Indonesia, such as the 

southern states of Europe, the Baltic States and Peru in South America. Starting in close 

distant regions such as the Baltic states then progressing to more geographically distant 

markets due to market potential and expansion of the company and they are now 

focusing on the Asian countries due to the market growth potential. Seac AB is 

currently not completely established in the Indonesian market but is on the way of 

establishing. Grönqvist claims it takes 5-6 years in order to be fully established on a 

market, due to establishment of relations. They are putting a lot of faith in the agent 

who is conducting the business in the region and contributes with his local knowledge. 

4.4.3 Elof Hansson AB 

Jiremark explains that knowledge is strongly connected to risk in his opinion. “The 

more knowledge you have the smaller is the risk”. Even though Elof Hansson AB does 

not encounter any major risks in Indonesia he can understand that people or companies 

that have not conducted international affairs before can see difficulties in entering the 

country. However, he again points out “it is often connected to that they don’t have any 

knowledge”. Knowledge is something that he further explains can be gained through 

networks. It is also important that the people working for Elof Hansson are constantly 

developing their knowledge and that they keep up with local occurrences through e.g. 

newspapers or reports.  

4.4.4  The Swedish trade & invest council - Business Sweden Indonesia 

Levin emphasizes the importance of the companies' knowledge of how to work with 

suppliers and distributors. Some companies that are based on a far distance from the 

host market can have unreasonable demands and visions on a manager level. This in 

turn puts big pressure on the country manager and the employees located in the host 

country. In order to prevent this it is important to do a thorough market evaluation, 

"because in many cases the market is not as big and prosperous as the management 

expects beforehand". Levin further claims it to be unnecessary to have all knowledge in-

house since it is possible to buy or hire a lot of knowledge in form of human resources, 

especially regarding the country's culture and way of doing business there. 
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Levin mentions that Business Sweden Indonesia tries to spread their knowledge of the 

Indonesian market through business forums and through relations to the companies. 

Nevertheless, he continues by saying that Business Sweden Indonesia probably could 

improve their spreading of information and knowledge, but it is a question of resources. 

He finishes by revealing that "the Swedish companies that are active in the market are 

usually well informed" due to their large size and possession of resources.  

4.5 Relations 

4.5.1 Norden Machinery AB 

According to Bäck, the business network is a big part of doing business in foreign 

countries. He further explains, "when we [Norden Machinery AB] are searching for 

local agents our network is very useful”. European companies already present in the 

market can point out agents that are valuing quality and can represent Norden 

Machinery AB in a good way. Bäck also emphasizes the importance to meet and greet 

people in the right way according to the culture, since relations are built on interaction 

between two people, and a business deal can either blossom or fail due to the 

relationship between the parties. The rapid market growth often constitutes an 

aggravating circumstance due to a high turnover of people in different positions within 

the client companies. Furthermore, it is also important that the people communicating 

are on the same level, local, regional or global, and so to say “speak the same 

language”. Bäck explains this by prevailing that the organization, Norden Machinery 

AB, is built in three levels, local, regional and global and so are usually the client 

companies. When the local people from Norden Machinery AB talks to the local people 

in the client company there is usually no problems. However, the difficulties occur 

when for example regional or globally positioned people are in a situation where they 

need to communicate with the local representative.  

4.5.2 Seac AB 

Grönqvist claims the most important asset in relation to successful international 

business is the network and relations, in several aspects, “It is all about the network”, 

“The network is the most important part. That is what we build relations and 

connections from”. Firstly in the initial phase of expanding to distant countries, where 

Seac AB received economical support from the regional council of Småland, Sweden, 

to be able to enter and promote themselves in distant markets. Also in the research and 

development phase of new machines, external economic support is highly valuable. 

Secondly, during the process of establishing business in the market, to get in touch with 
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clients and distributors, the network is invaluable. Thirdly, according to Grönqvist, it is 

considered a key to success to have trustful relations to clients and distributors, 

personally or via an agent. In geographically distant markets, Seac AB is foremost using 

agents that they rely heavily on. The company is exploiting the agent's existing network 

or letting the agent create the local network in the host country. Moreover, Grönqvist 

highlights the time aspect of building trustful relations, by estimating the time to 5-6 

years in order to build a mutual relationship. 

4.5.3 Elof Hansson AB 

As earlier explained Jiremark claims that you need to gain market knowledge to 

overcome obstacles. He further explains that a good way to do so, is to work together 

with locally established representatives due to their market knowledge. Jiremark 

continues to explain that Elof Hansson AB and the cellulose department that he is 

representing are mainly conducting business with big companies that are used to the 

international ways of doing business. This makes the relationships easier to establish 

and maintain since they, so to say, speak the same language. Neither Jiremark nor Elof 

Hansson AB had any earlier experience from the Indonesian market before entering it, 

but they had connections and relations with companies in their network who did. “We 

worked together with people that had local awareness and knowledge regarding the 

industry we worked in”. Their knowledge grew with support from the network as well 

with experience over time. Jiremark emphasizes that it is important to have relations 

with people who have extensive knowledge as well as good connections within the 

industry you work in. 

4.5.4 The Swedish trade & invest council - Business Sweden Indonesia 

Levin stresses the importance, for the Swedish companies, to find a local partner, e.g. a 

distributor or an agent, in order to be able to conduct business smoothly in the country. 

It is equally important to make "a careful and thorough research to find a good match" 

as well as to build trust and not rush the relationship and trust between the company and 

the other party. A relationship can fail even if a careful research has been conducted, but 

the risk of it occurring is lower. Levin points out the importance of the business partner, 

and a mutual trust, in order to be successful in the Indonesian market. The relationship 

situation gets complicated since the turnover of staff is high and the regulations of 

laying off employees, even though they are considered inappropriate for the job, is 

severe in Indonesia.  
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5 Analysis 

 

The analysis chapter is built on the main concepts of the thesis, namely risk, distance, 

commitment, knowledge and relations. Patel and Davidson (2011, p. 23) claims, "the 

task as a researcher is to connect theory to reality”. In accordance to this, the aim of 

this chapter is to connect the theoretical frameworks from the literature review with the 

empirical data from conducted interviews with Norden Machinery AB, Seac AB and 

Elof Hansson AB as well as Business Sweden Indonesia.  

 

5.1 Risk 

Two of three companies, Norden Machinery AB and Seac AB, states the main risk 

perceived to be a financial risk. The third company, Elof Hansson AB, also experience 

this risk but not as the most important. The risk consists of finding the client company 

in solvency problems resulting in not being paid for closed business deals as well as the 

risk of payment security. Bäck and Jiremark connect the risk to the size of the client 

firm, the smaller size the more risk, while Grönqvist refers to the economic bubble he 

expects to be created by the rapid economic growth in the emerging market. Levin 

supports the concern by emphasizing the usualness of perceiving this risk among 

Swedish firms in Indonesia. According to Miller's (1992) framework, this risk is a credit 

uncertainty, origin on a firm level, which is consistent with the perception of Bäck and 

Jiremark. Grönqvist, on the other hand, argues that the risk origin from the 

macroeconomic uncertainty in form of institutional instability, since turbulence in 

emerging markets is a known characteristic, according to Burgess and Steenkamp 

(2006). Macroeconomic stability has a direct impact on the firm level environment 

stability since firms are dependent on national level regulations and decisions (Miller, 

1992). Neither Hain (2011) or Kubíčková and Toulová (2013) found this risk prominent 

in their research. The explanation might be the easy prevention of the risk, as both 

Norden Machinery AB and Elof Hansson AB reveal, the usage of safe payment 

methods, such as remburs. When using remburs payment, the risk is transferred from 

the seller to the buyer's bank. This is the reason why Jiremark does not perceive the 

financial risk as primary, “since we are mostly using remburs payments, we don’t 

experience it as a big risks really”, thus still being a concern due to the consequences of 

default payment of a business deal. 
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Based on the empirical data given by Grönqvist and Bäck, as well as Levin, regarding 

the agents important role in the business operations in the host market, the level of 

reliability can be questioned. Grönqvist argues the commitment, knowledge and 

network of the agent to be of crucial importance, and to a large extent, of decisive 

proportions to the business success. Based on his own experience, Seac AB has had to 

change agent not less than four times in the Far East region, in order to be successful in 

their business operations. Grönqvist mention the dependency relation to be important; 

"if the sales of our products are a small share of the total sales by the agent, he will not 

prioritize us". Additionally, Levin emphasizes the importance of finding the right local 

business partner or agent and to build a mutual relationship of trust. According to Miller 

(1992), this is a liability uncertainty on a firm level. The authors of this thesis are 

stretching it even more, to a level of dependency uncertainty, as according to the 

theoretical data, using an agent as internationalization mode involves low resource 

commitment and high flexibility, but also a low level of control of the conducted 

business (Hollensen, 2014). According to the empirical findings, the firms are to a very 

high degree dependent on the agent in terms of commitment, knowledge and relations, 

because of the low level of control of the business in the host country, which will be 

more thoroughly discussed under each subchapter. This creates the firms' high level of 

vulnerability since they are exposing their know-how of the products and are putting the 

firm's performance in the hands of the agent. The respondents of the interviews for this 

thesis express their awareness regarding the importance of the agent, but do not seem to 

realize their vulnerability. The authors of this thesis want to point at the incremental 

approach of risk strategy by Baird and Thomas (1985); risk identification, risk 

estimation and risk evaluation, together with their statement of risk perception which is 

considered to be of an individual kind that differ from manager to manager. We 

emphasize the importance of a continual careful evaluation of each step in relation to 

the choice of agent in the host market, as well as building a strong network of relations 

non-dependent of the agent as necessary actions in order to decrease the level of 

vulnerability to the agent. 

Both Bäck and Levin experience the risk of corruption. Bäck expressed his experience 

of corruption to be present when he started doing business in Indonesia 30 years ago 

while Levin, who currently resides in Indonesia, claims corruption to be present and 

prominent even nowadays. No other interview respondent expressed any perceived risk 

of corruption. This can have many reasons; firstly, considered by the present authors as 
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less likely due to the general Swedish attitude to corruption, the interview respondents 

do not want to admit their involvement in corrupt affairs. Secondly, the Swedish firms 

do not experience corruption since it appears hidden and further down in the chain of 

intermediaries. Bäck reveals Norden Machinery's suspicions about what their agents do 

when conducting business, but argue it difficult to control, "We can sometimes suspect 

that something [corrupt] is going on but we can never prove it". Thirdly, as Levin 

claimed, it is the result of the "zero tolerance" regarding corruption from the Swedish 

companies operating in Indonesia. Last and fourthly, as a reflection of Business Sweden 

Indonesia's position in the network, they are consultants helping Swedish companies 

that are doing business in Indonesia, something that they are being paid by the 

companies to do. The possibility of Business Sweden Indonesia being bias and thereby 

provide distorted information about the business environment in Indonesia to increase 

their own importance in the network and protect their own business, should, according 

to the present authors, be considered as a possible reason since only one other 

respondent stresses the issue of corruption in Indonesia. The mixed experiences put 

future entrants to the Indonesian market in a dilemma of who to listen to. The authors of 

this thesis consider the second reason to be the most trustworthy. Both the onsite 

empirical respondent, Levin, and the Indonesian government (Portal National Republic 

Indonesia, 2015) reveal corruption to, not only being present, but also being one of four 

major problems in Indonesia as an emerging market. Nevertheless, even if not directly 

experienced, this pinpoints consciousness of the existence of corruption as important to 

the actors in the Indonesian market since it may affect the rationality and outcome of the 

business in Indonesia. 

5.2 Institutional and psychic distance 

Bäck states Indonesia to have a different culture then Sweden and argue it "important to 

meet and greet the Indonesians in their way", especially in order to build a strong 

relationship. Jiremark further emphasizing the importance of adapting to the market you 

are operating in. Grönqvist on the other hand, has a hard time to get along with the 

Chinese-influenced business culture. But even if the respondents, Bäck and Jiremark 

recognize the cultural difference between the two countries, they are both emphasizing 

the easiness of doing business in Indonesia, Bäck even makes the statement that 

"culturally, we [Swedes] are closer to the Indonesians then to, for example, the 

Americans. In how we think and how we do business". This is contradicting the 
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theoretical findings regarding institutional distance and psychic distance dimensions. 

Hofstede Centre (2015) stresses differences between Sweden and Indonesia in all of 

Hofstede's (1983), nowadays, six dimensions, which is entirely natural, especially since 

Indonesia is considered an emerging market. The six dimensions are making up an 

institutional profile in accordance to Kostova's (1997) dimensions and Drogendijk and 

Martín Martíns' (2015) country distance framework. Empirical evidence is found for all 

dimensions in the theories. As described, Bäck, Grönqvist and Jiremark are all arguing 

the cognitive, normative and cultural distance to be present but of varying importance to 

the business performance. Kostova's (1997) regulative dimension is less represented but 

Levin do state the legislative risks to be prominent, especially when starting up a new 

business but also regarding taxes and the number of foreign employees in the firms 

operating in Indonesia. Jiremark points at the physical distance, also mentioned in 

Drogendijk and Martín Martíns' (2015) framework in relation to control. The socio-

economical dimension by Drogendijk and Martín Martín (2015) relates to Bäck, who is 

arguing educational differences to be a prominent distance. Nevertheless, even if the 

institutional dimensions between Sweden and Indonesia differ, both Bäck and Jiremark 

argue, according to their perception, the distance to be a minor issue. The question is 

why?  

The authors of this thesis find four possible reasons of this contradiction. (1) During the 

interviews, the right questions were not asked in order to receive the inner perceptions 

of the respondents. Further discussed in the chapter of limitations. (2) The respondents 

were answering the questions of distance from a business point of view considering how 

easy, or successful, it is to do business in the Indonesian market compared to the 

Swedish market. When considering the competitive situation and business performance, 

the respondents conclude on the overall differences of doing business between the 

countries as few and the business environment to be better in Indonesia. With help from 

the triangulation of data collection, this reason is considered less trustworthy. (3) All the 

respondents are, in fact, doing business on a B2B basis that might be less affected by 

cultural differences and thereby affect the respondents' perception of cultural and 

institutional distance. Lastly, considered by the authors of this thesis as the most 

reasonable reason (4) the respondents who are indicating low influence by cultural and 

institutional distances, are in fact those with many years of experience from doing 

business in Indonesia. This highlights the essential part of the psychic distance concept, 

that perception is a key component, in accordance to Evans and Mavondo (2002). Bäck, 
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who has over 30 years of experience and an extended network, reveals the culture to 

have been an issue to his operation in Indonesia but due to his long experience, it is not 

the case anymore. While Grönqvist, who is encountering distance issues, has only been 

operating there for four years, and is not yet fully established on the market, is still 

seeking to build a network of relations. This highlights the importance of knowledge 

through experience and network relations to affect and bridge the perceived distance. 

5.3 Commitment 

The respondent companies are all established in different ways in the Indonesian 

market. Elof Hansson AB is running a subsidiary, Norden Machinery AB has a sales 

representative in the country nowadays but has had an agent, and Seac AB is using an 

agent to conduct their business. Business Sweden Indonesia are operating from their 

office in Jakarta, but Levin points out that the most common mode of 

internationalization for Swedish firms in the Indonesian market, is through an agent. As 

explained in the theory, different modes of internationalization have different levels of 

commitment to the market in terms of resources (Owusu & Habiyakare, 2011) but also 

different levels of flexibility (Driscoll & Paliwoda, 1997) and control (Hollensen, 

2014). In turn, the companies' individual level of commitment implies different levels of 

risk and may therefore be considered as an important factor affecting the level of 

perceived risk. 

Owusu and Habiyakare (2011) argue export to be the internationalization mode 

entailing least commitment while a fully owned subsidiary is the most committed mode. 

By this, export should be the least risky mode while a subsidiary is the most risky mode 

due to more resources engaged. Moreover, export has a high level of flexibility but low 

level of control, which is the opposite when running a subsidiary according to 

Hollensen (2014). The authors of this thesis want to stress this from a different 

perspective that has emerged in the empirical findings. Even though fewer resources are 

committed when operating business through an agent, the level of control is also lower. 

This puts the agent in the key position and in control of the business conducted in the 

host market. Grönqvist argues it to be "extremely important to have the right person as 

agent" and continues revealing that the knowledge and network the agent possesses are 

key assets. Bäck even calls the knowledge and network of the local agent "invaluable" 

in the market, hence Levin argue it unnecessary to have all the knowledge in house 

since you can buy the knowledge needed from external actors. Thus, even if agents are 
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considered the less risky choice according to commitment, the question is, if it is the 

least risky choice in terms of firm performance in the host market. Bäck explains how 

Norden Machinery AB is always using agents as the first entry mode but has, in the case 

of Indonesia, moved on to a sales representative employed by Norden Machinery AB. 

This is aligned with the argumentation by Owusu and Habiyakare (2011) and Johanson 

and Vahlne (1977) regarding gradual commitment, proceeding to more committed 

modes of internationalization when profit expectations and performance improve. Bäck 

argues that Norden Machinery AB want it to be profitable for the agent to work with 

them, but do not want him or her to get "fat and happy" since the business result then 

usually decline. "There is always a risk of motivating the sales representative" 

according to Bäck, because if you fail "no business is happening" as Grönqvist 

expressed himself. The choice of a low commitment internationalization mode, thus 

little control of the business is then putting the exporting company in a situation with a 

high degree of dependency of the agent regarding knowledge, relations and business 

performance. The flexibility is in this case to no help. This situation is considered a risk 

itself according to the authors of this thesis. 

5.4 Knowledge 

Bäck, Norden Machinery AB, explains that knowledge is a big part of doing business in 

foreign countries, and Jiremark, Elof Hansson AB, adds that in his opinion, "Knowledge 

is strongly connected to risk". Jiremark also further explains that an extensive 

knowledge gives you an advantage when dealing with the risks that you might 

encounter, equaling in his own quote “The more knowledge the less risk”. In addition, 

Grönqvist, Seac AB, and Levin, Business Sweden Indonesia, agrees on that knowledge 

in one way or another is crucial for them when they are internationalizing and doing 

business, in both Indonesia and elsewhere. Norden Machinery AB, Elof Hansson AB 

and Seac AB have all gained knowledge through their network relations, which is in 

accordance with Johanson and Vahlnes' (2009) revised Uppsala model. Furthermore, 

Johanson and Vahlne (1977) and Figureira-de-Lemos, et al. (2011) explain the most 

critical variable when internationalizing to be the lack of knowledge.  

According to Bäck, experience is a good source of knowledge. He further explains that 

there are some things that cannot be learned from others or through research. Some 

knowledge is very specific and linked to a certain situation, explained by Penrose 

(2009) and Johanson and Vahlne (1977) as experiential knowledge. We can see a strong 
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connection between the number of years that the companies have been present in 

Indonesia and their perception of risks in relation to knowledge. Both Elof Hansson AB 

and Norden Machinery AB have been in the country for approximately 30 years which 

equals in an extended knowledge regarding the market and the culture which 

furthermore equals a low perception of risk. “With more experience, I gained more 

knowledge” (Bäck). While Seac AB, has tried to get fully established for four years but 

has not completely succeeded, finds issues regarding the business environment in the 

market. Another thing that this can be linked to is the fact that all of the case companies 

are using, or have been using, agents as their link to the market. Bäck, Jiremark and 

Grönqvist emphasize that agents are very important due to their market and country 

knowledge. Moreover, Levin at Business Sweden Indonesia is providing this 

perspective from a general point of view, pointing out that “it is unnecessary to have all 

the knowledge in house” since the more specific knowledge is better bought. 

Furthermore Grönqvist, points out something that the present authors find insightful, 

that it is dangerous to be too dependent on the agent. He explains that strong 

commitment and dependability to an agent can be considered a risk. Levin gives us an 

overall view when he explains that many companies are too naive when looking for an 

agent that is to handle all their business in the host market. He stresses the importance 

of finding a local partner, but also to do a thorough research in order to find a good 

match and, in the next stage, "build trust and not rush the relationship". 

5.5 Relations 

All the case companies, Norden Machinery AB, Seac AB and Elof Hansson AB, as well 

as Business Sweden Indonesia emphasizes that networks are of an utmost importance 

when conducting business within foreign countries. The strong agreement in the subject 

emphasizes its importance and validity as an overall view within the market. Bäck, 

Grönqvist and Jiremark further reveal that relationships are their best source of 

knowledge and that it is beneficial to create further relationships with important parties’ 

through their networks, which is supported by Hadley and Wilsons' (2003) view on 

relationships importance as a source of knowledge. Bäck, Grönqvist and Jiremark 

further connect the support and knowledge contribution from their networks to their 

process of internationalization, which is aligned with the fundamental meaning of 

Johanson and Vahlnes' (2009) revised Uppsala model. Bäck reveals Norden Machinery 

AB's way of internationalizing and call it a "piggy-back situation", where Norden 
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Machinery AB is following their big customers, such as Unilever and Colgate, to places 

where they are establishing. In this way, the network does not only entail knowledge but 

also business opportunities.  

Evident in the literature by Mavondo and Evans (2002) and Cavusgil, et al. (2013) and 

further emphasized by Bäck and Jiremark, is the importance of interacting with people 

in the right way, in accordance to the host country culture, to be able to create good 

relationships. “It is important to meet and greet people accordingly to create and 

maintain strong relationships” (Bäck). Even though you have to adapt to the culture, 

neither Bäck, Jiremark nor Levin experience the cultural differences as a major issue in 

Indonesia. Jiremark claims that, to his opinion, there are differences between Sweden 

and Indonesia in the same way as between Sweden and Denmark. We argue that Bäck's 

and Jiremark's views have their foundation in their level of experience and knowledge, 

which makes it easy for them to do business in Indonesia, together with their opinion of 

the country as highly internationalized. Furthermore, their business partners are also, to 

a large extent, highly internationalized, multinational, companies, such as Unilever in 

the case of Norden Machinery AB, making the culture less prominent.  

Additionally, Levin emphasizes the risk of trusting people to fast when creating new 

relationships. Bäck supports this concern, stressing that in fast growing economies and 

companies, there is a frequent exchange of people in important positions. Grönqvist 

reveals his experience of searching for the right agent, where he has not been successful 

and have had to change agent four times within seven years. In the literature, Patel et al. 

(2014) are supporting the concerns, explaining that relationships with foreign parties 

can offer significant risks. When reviewing the empirical data we can see a common 

concern regarding the case companies’ relationship with the local representatives, 

namely their agent or distributor. Levin stressed the importance of doing thorough 

research, not being naive and also have patience until you find the right match.  
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6 Conclusion 

 

In this chapter, we are concluding the discussion from the analysis and connecting the 

result to the two research questions as well as the purpose of the thesis, whereof a 

concluding model is presented. Theoretical and practical implications are concluded as 

well as limitations of the research and recommendations for future research are given. 

 

6.1 Answering the research question 

An increasing level of globalization entails possibilities to do international business and 

exploit advantages in other markets than the home market. However, international 

business also entails exposure to risks. This thesis has investigated firms’ perception of 

risk and what factors that affect the risk. Two research questions have been formulated 

and aimed to be answered; (1) What are the risks Swedish B2B SMEs perceive when 

internationalizing to Indonesia? is asked to receive an understanding of what risks are 

prominent. While (2) What factors impact the Swedish B2B SMEs' perception of risk in 

Indonesia? is asked to deepen the understanding of the perceived risks. 

(1) During the empirical research of what risks the respondents perceived when doing 

business in Indonesia, the authors of this thesis found one prominent, outspoken risk 

commonly shared by the respondent companies, and two underlying risks that became 

clear in the analysis of the empirical findings. Clearly outspoken is the financial risk of 

default payments and insecure payments due to international transactions. The origin of 

the risk is split in two. On one hand, the risk is related to the institutional instability due 

to Indonesia as an emerging market where turbulence is a known characteristic. On the 

other hand, the risk is due to firm-specific uncertainties of creditability. However, the 

two origins are intertwined since the firm-specific environment is determined by the 

institutional environment circumstances. When the effect of the instable institutional 

environment reaches the firm-level environment, it becomes a risk to firms operating in 

the Indonesian market, such as the respondent companies of this thesis. This risk is the 

most prominent and the first to be mentioned by many respondents, this because of the 

consequences of a default payment in a multi-million deal. Due to the importance and 

extent of the risk, the respondent firms have been keen to reduce the level of the risk, by 

using safe payment methods such as remburs payments, but the risk of institutional 

instability will remain. 
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When analyzing the answers from the empirical findings it became evident that it is not 

only the financial risk that is perceived by the Swedish companies, even though it was 

the most clearly outspoken. The respondents are all emphasizing their network to be of 

utmost importance in order to have a prosperous establishment in the country. As 

Grönqvist argues, "The most important part is your network, to build relations, and that 

takes time". Through the network, the firm can gets access to local knowledge and other 

relations that can improve the business. An important network actor in the daily 

business operation is the agent, who is said to be the most commonly used mode of 

international business according to Levin. Grönqvist reveals, "Everything goes through 

the agent", and that is a risk. By letting the firm's business performance, in a country or 

region, be heavily dependent on the agent, makes the firm vulnerable and exposed to the 

risk. As Grönqvist and Bäck have witnessed, the business deteriorate if the performance 

of the agent deteriorate. Consciousness and attention to the signs and effects of an ill-

performing agent must be conducted. Utmost caution must be undertaken and a relation 

with mutual trust and commitment must be built with the agent, as well as a fruitful 

network non-dependent of the agent, in order to reduce the risk of dependency and 

vulnerability. 

Thirdly, often hidden in the shadows and seldom bespoken, the corruption in Indonesia 

is proven to be present and to form a problem. Two of the respondents reveal its 

presence both 30 years ago as well as today and the Indonesian government reveals it as 

a problem and an ongoing struggle to eradicate. Even though Swedish businesses are 

working to prevent corruption through a zero level of tolerance, they cannot control nor 

exclude it in the chain of intermediaries. Indonesia has a bad ranking on the list of 

corrupt economies and Bäck expresses his suspicions about that corrupt affairs has 

occurred, but at the same time, he argues that it is difficult to control. The risk of 

corruption is the irrationality of the business process; firms operating in Indonesia have 

to be aware of the corruption. 

(2) Based on findings in the literature review we have used the advantages of the 

abductive research approach to investigate the factors affecting the companies' 

perception of risk as well as how they are affecting the perception of risk. The factors 

discovered are commitment, knowledge and relations. 

By using different modes of internationalization, the level of required commitment is 

different, thus the level of control. As stated in the literature review, the higher the 
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commitment, the higher the risk in terms of resources committed. However, even with a 

low resource commitment, the risk does not disappear, instead it changes to a risk of 

low control. The, by the company, chosen level of commitment and required level of 

control results in a specific mode of internationalization. Different modes of 

internationalization involve different types of risk and different perceptions of risk, 

which we also could see in the empirical findings. Through this, we can see the clear 

connection between risk and commitment and also that the commitment affects risk 

through control of the business. 

Knowledge can be gained through experience and through the network but can also be 

taught by others. As the empirical findings show, knowledge is a deterministic factor of 

risk. The more knowledge you have, the better you can deal with risks and decrease the 

perceived institutional and psychic distances between different markets. The more 

knowledge you gain through experience, the lower perception of risk, and it makes you 

less dependent on the network as long as the knowledge does not have a direct 

connection to your network in terms of hired expertise. At the same time, the balance is 

important. Levin argue it unnecessary to have all knowledge inside the company since 

you can either buy knowledge or use your network relations. 

The third factor affecting risk and the risk perception is relations and networks. 

Relations are argued to be of utmost importance to a firm's successful 

internationalization. By creating a network of fruitful relations the firm can together 

with another firm form a strategic alliance, sharing the resources committed and thereby 

the risk. It can also create business opportunities, as in the case of Norden Machinery 

AB, but as most prominent, the relations will entail access to valuable knowledge that, 

in accordance to the discussion in previous paragraph, will reduce the risk perception. 

Important when building relations is to allow time and emphasize on mutual trust and 

respect in order to build a successful relationship. 

As shown in the concluding framework in Figure 6.1, the factors of commitment, 

knowledge and relations are all intertwined and thereby affecting each other, while 

together forming a set of tools of how to bridge the institutional and psychic distances 

and impact the risk perception. With little knowledge and few network connections in a 

market, the distance is perceived to be greater. However, with increased knowledge, 

through either experience or relations, or limited resources committed but more support 
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from your network, the easier to bridge the distances, which in turn generates a lower 

risk perception.  

 
Figure 6.1 Concluding framework (Own construction) 

 

6.2 Fulfillment of purpose 

The purpose of this thesis was to analyze and provide a deeper understanding of what 

risks Swedish small and medium sized, business to business companies perceive in their 

internationalization to Indonesia and when developing their business on site. This 

should be made through an investigation of the risks perceived by the companies and 

what factors that impact their perception of risk. Furthermore, the intention of the thesis 

was to fill the research gap of what risks Swedish B2B SMEs perceive when 

internationalizing to Indonesia in order to create a basis for future strategic decisions. 

As concluded from the discussion in the analysis we have investigated what risks 

Swedish B2B SMEs perceive in their internationalization to Indonesia. Financial risks, 

network vulnerability and corruption are according to the findings the most prominent 

risks perceived. Furthermore, commitment, knowledge and relations are considered the 

factors impacting the risk perception, and those pillars will be the foundation for future 

managerial strategic decisions of how to make the internationalization to Indonesia as 

successful as possible. By this we have made contribution to the research gap of 

Swedish B2B SMEs' risk perception when internationalizing to Indonesia, we have 

answered our two research questions and fulfilled the purpose of the thesis. 
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6.3 Implications and recommendations 

6.3.1 Theoretical implementations 

Due to globalization, the world offers business opportunities in foreign markets, but 

doing business in a distant market is also engaged with additional risks (Hain, 2011). 

However, what risks Swedish B2B SMEs perceive in the prosperous market of 

Indonesia is less researched. Previous research by Miller (1992) has shown a 

categorization of risks according to environmental levels of risk appearance. This thesis 

shows interrelatedness and multidimensionality of environmental levels which lead to 

interrelations between risk factors. As the findings show, macro-economic uncertainties 

have a direct impact on the firm-specific level and thereby the classification system 

should be investigated more thoroughly and in a wider perspective in order to make the 

firms more aware of the subsequent consequences of uncertainties on different levels. 

6.3.2 Practical implementations and recommendations 

Through this thesis, we have contributed to the research by having concluded the 

financial risk, network vulnerability and corruption as main risks of doing international 

business in Indonesia in the case of Swedish B2B SMEs. Moreover, by examine the 

underlying factors impacting the risk perception the result can be valid in a broader 

way. As Indonesia is an emerging market, the findings will contribute in a wider 

perspective by pointing out risks and risk factors, common in emerging markets in 

general even though the authors of this thesis want to emphasize a careful risk 

investigation of each potential country in specific.  

As commitment, knowledge and relations have, in this thesis, been considered key 

factors affecting risk, we want to highlight their interrelation and multidimensionality 

and recommend companies and managers that are doing business in Indonesia to make a 

thorough evaluation of these three factors in relation to the desired outcome of the 

business operations. Companies should make a careful evaluation when establishing 

relations, from the choice of business partner, by the level of shared know-how to the 

level of dependency on the network. It is important to let it take time to build the 

relationships, not rush it, and make sure to build the relation on mutual trust and respect. 

Furthermore, companies and managers doing business in Indonesia should make a 

careful analysis of the incremental approach of strategic risks; risk identification, risk 

estimation, and risk evaluation by Baird and Thomas (1985), and if necessary enlist 

support from the uncertainty framework by Miller (1992). It is important to think wide 
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and broaden the perspective and understanding in the identification phase and pay 

attention to the multidimensionality of the environmental levels in order to be better 

prepared and be able to overcome discovered risks and conduct better and more 

successful business in the foreign country. 

6.4 Limitations and suggestions for future research 

A few limitations have been encountered in this thesis. Firstly the language translations. 

All interviews have been held in Swedish due to the native language of the respondents 

and interviewers. The interviews have then been translated into English and used in the 

thesis. It is therefore possible that the correct intention from the respondent have been 

lost. Furthermore, since the data sampling method has been verbal and carried out 

through interviews, the potential of the interviewers affecting the respondent or asking 

questions that did not enabled the respondent to express his true opinion, as well as 

misinterpretations of the answers given, are to be considered a limitation. The 

interviews have been recorded to prevent this limitation as much as possible. 

Furthermore, due to limitations of time and resources only three companies have been 

interviewed as well as one council. With more companies participating in the study, the 

level of generalization of the outcome had been higher and a more general picture of the 

business environment regarding risk perception could have been presented. In order to 

increase the generalization, the authors of this thesis have used triangulation data 

sampling where Business Sweden Indonesia was interviewed in order to provide a 

broader picture of the risk situation in Indonesia. To increase the level of generalization, 

more of the around 70 Swedish companies operating in Indonesia would have been 

interviewed, which is a recommendation for future research. 

Since fundamental factors that impacts risk is examined in this thesis but not further 

evolved into managerial implications, the authors of this thesis would suggest future 

research to conduct a managerial framework for decision making of how to better 

operate in emerging markets, which can lead to more businesses that are successful and 

an increase in the Swedish export industry. Moreover, we would suggest this research to 

be conducted in more countries, foremost emerging economies. 
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Appendices 

Appendix A - Interview questions 

Norden Machinery AB (Christer Bäck), Seac AB (Ulf Grönqvist) and Elof Hansson AB 

(Mats Jiremark) 

Questions for the interview 

1) Describe a little about yourself and your position in the company. 

2) Briefly describe the historic internationalization path of the company. 

3) Why did you choose to establish yourself in Indonesia and what factors did you 

consider before entering the market? 

a) For how long have you established in Indonesia? 

4) How are you established in the Indonesian market? Export, agent, project business, 

subsidiary? 

5) Explain briefly, what previous experience your manager/s had from the Indonesian 

market? 

a) If none, did s/he have experience from other Asian markets? 

b) In what way have these experiences been useful for the company? 

6) Describe what differences you perceive between the Swedish and the Indonesian 

market? 

7) Describe what risks you perceive in Indonesia in relation to: Indonesia as a country 

(system etc.), the Indonesian market and internally within your company 

(knowledge, procedures and processes)? Explain how.  

8) Describe which you consider to be the most critical risks and why? 

a) How are you handling these risks?  

b) Have these risks changed over time?  

9) Explain how your perception of risk has been consistent with reality? 

10)  Can you remember any situation/s where one or several risks occurred? Describe 

what happened. How did it turn out?  

11)  Describe what role your network had in your internationalization process and what 

role do they have in your present state?  

a) Did or do you get any help from external actor/s? Which ones and in what 

way? 
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12) Contra question - Do or did you encounter any other risks except those mentioned 

earlier (question 5, 6, 7), e.g. psychic distances or absolute risks (legal, economic, 

political systems)? 

13) What risks (hard or soft value) do you consider to be the most important? 
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Appendix B - Interview questions  

Business Sweden Indonesia (Rickard Levin) 

Questions for the interview 

1. Describe shortly who you are and your position in Business Sweden Indonesia. 

2. Explain why Business Sweden sees a need to be established in Indonesia? 

3. Which is the most common way for Swedish companies to be established, in 

Indonesia? Export, sales agent, project business, office or factory? 

4. Describe which the biggest differences are between the Swedish and the 

Indonesian market according to you? 

a. What do the companies that you are working with perceive as the biggest 

differences? 

5. Describe what the companies that you are working with are perceiving as risks 

in relation to: Indonesia as a country (system etc.) the Indonesian market and 

internally within and between companies. Explain in what way. 

6. Describe which they perceive as the most critical risks and why? 

a. How are they normally handling these risks? 

b. In what way are you supporting them regarding these risks? 

7. Explain how the companies’ perception of risks has been true to the reality?  

8. Can you remember any situation where one or more risks occurred? Describe 

what happened and how the situation turned out.  

9. Describe the network that Business Sweden has in Indonesia and in what way it 

helps the companies.  

 

 


