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Abstract

Although there is extensive research in the field of services and lately on the inter-
nationalization of services, the topic of how service firms interact with society and
political organizations, during their internationalization process, remains almost
untouched. As an answer to the call for further research on the interaction between
service firms, society and policy makers, this paper aims to advance the knowledge
by proposing an integrative theoretical view. Dissimilar to the earlier research where
each study stands on a specific theoretical discipline (economic, behavioural or
political science), the proposed theoretical view asserts the need for an interdisci-
plinary approach. The integration of these three perspectives is vital since business,
policy and society have different legitimacy and dependency grounds and yet their
goals and objectives have been converging over the years. Isolating these disciplines
from each other is, thus, not very helpful in advancing the knowledge and under-
standing the conditions, motives and consequences of multinational enterprises in
foreign markets. Moreover, the internationalization of services and the extent of het-
erogeneity in service products/solutions, from banking to retailing and e-commerce,
create new challenges that need for interaction between these parties; the three pil-
lars of our society.
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1 Settings the Research Arena

The interplay between society and political organization in the internationaliza-
tion process of multinational enterprises (MNEs) has become a crucial issue in
international business (IB) research (Shirodkar et al. 2018). While there has been
extensive research on internationalization of industrial firms (Clark and Rajarat-
nam 1999; Zaefarian et al. 2015) and recently on the role of political and social
organizations (Ghauri et al. 2015), there are shortcomings on studies that cover
the internationalization of service firms interfacing social and political organiza-
tions (Hadjikhani et al. 2016; Wickert 2016). Regarding industrial firms there has
been some attention to research on interaction between MNEs, society and politi-
cal (Hadjikhani et al. 2001, 2012) and in the field of Corporate Social Respon-
sibility (CSR) which is elaborated since 1930s (Berle and Means 1932; Ghauri
et al. 2015; Okoye 2009). However, even in the field of industrial MNEs it is
only recently that firms have realized the unavoidable influence of socio-polit-
ical actors on their legitimate market position (Ghauri et al. 2012). Whether it
is industrial firms or service firms, researchers like Polonsky and Jevons (2009),
Ghauri et al. (2012) and Marquina and Morales (2012) have a consensus and
explain that management of social and political environments is the key for mar-
keting strategy and that it influences competition, market image and success in
entry and expansion in foreign markets. Despite the increasing number of Ser-
vice Multinational Enterprises (SMNEs), there are significant shortcomings as to
how these firms interact with socio-political units. A further research is therefore,
required (Ghauri et al. 2012; Oh et al. 2013). Moreover, it is crucial to understand
international strategies and activities of SMNEs due to an increasing proportion
of services in international trade and investments in the extensive globalization of
services.

We hope this paper will contribute toward new knowledge and encourage
researchers to embark on further research using interdisciplinary approaches to
examine SMNE:s. In line with these thoughts, this paper will first discuss the set-
ting of this tradition and then elaborate how an integrative view among these
three fields (business, policy and society) contribute new knowledge and how
they are connected.

2 Boundary Setting of the Field

The topics under concern of this research hold the three research fields of;
SMNEs, political units and society as depicted in Fig. 1. Each of these fields has
attracted several researchers but with different theoretical grounds and empirical
settings. A brief research on the number of articles connected to these topics cov-
ering more than 3 decades discloses interesting facts. For example, in the search
of the articles in EBSCO host (2018-06, A and B) dealing with MNEs and their
interaction with political actors, studies on SMNEs are much less than on manu-
facturing firms (i.e., 33,765 for manufacturing firms and articles dealing with the
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Fig. 1 The three pillars: firms,
policy makers and society.
SMNE service multinational
enterprises, P policy makers, S Policy Makers (P)
society

interaction between SMNEs, socio and political actors are 879). The search for
articles in the internet library, EBSCO, business source complete, (2018-06, B)
also indicates that the studies on SMNEs covers different fields like consulting
firms, hotels, banks and knowledge firms. While the combination of topics like
international service firms and political organizations hits 879, the combination
of SMNE, society and policy become much less, 128 (2018-06, C). This search
demonstrates the lack of research in the field of SMNEs connected to socio-polit-
ical units.

Although, there are few studies that reveal the interesting issues concerning the
varieties in the theoretical grounds and the empirical settings. Recently several
researchers have introduced views on the interaction between the firms, and socio-
political actors and the complexity of this relationship (Hadjikhani et al. 2016). They
pinpoint that SMNEs can improve their market position by taking appropriate mana-
gerial actions towards socio-political organizations. In fact, this provokes research to
understand the interaction between service firms and socio-political organizations in
both local and foreign markets.

3 Internationalization of Service Firms

The role of service firms in the economy and society has captured the attention of
recent studies. These studies show, that the service sector in USA accounts for 80%
of GDP and private and non-farm employment (Clark and Rajaratnam 1999; Hadjik-
hani et al. 2016; Ross and Crossan 2012). However, despite the increasing propor-
tion of services, there is a dearth of research in this field. During the last 4 decades
the number of articles is about 0.4% of the total published papers in the management
field (EBSCO 2018).

The changing landscape of IB, globalization and a further internationalization
of services pose new challenges. Moreover, the heterogeneous nature of the type
of services from banking to retailing, has led to questions that whether existing
theories based on internationalization of manufacturing firms can equally explain
the internationalization of services firms or not? As stated by Clark and Rajarat-
nam (1996, 1999) what these theories have in common is the implicit concern as
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to how and why services cross national boundaries. In such theories, modes of
entering foreign markets are vital for clear understanding of services. In line with
these thoughts an inspection of previous classification schemes reveal four ideal-
ized types:

1. Contract-based services represent firms, for example, consultancy services where
consumers and producers from different countries come close for transactions.

2. Vehicle-based services in this type of firms’ communications between domestic
and international market is directed through, vehicles such as satellites and wires
or TV.

3. Asset-based services, this type of firms require platforms, such as banks, where
services cross borders with FDI.

4. Object-based services manifest integrated services with physical objects (like
DVD, information/manuals for machinery services etc.).

Given the diversity the services and mode of delivery, Richardson (1987)
states that no single theory is probably suitable. However, the above classifica-
tions scheme may serve as a starting point for employment of a variety of theo-
ries. Authors like Clark and Rajaratnam (1999) connect the selection to the types
and the nature of services. In other words, the classification schemes become
related to the degree of (a) intangibility, (b) heterogeneity, (c) perishability and
(d) inseparability. While the first characteristic (contract-based) is the purest
type, as it exhibits the classic nature of services, the other types manifesting this
with varying degrees. These types also manifest the varieties of connections with
political units and society. Vehicle-based services, for example, allow producers
to be present without actually crossing the borders. Although, the governments
try to exercise some control over, for example, communication transmitted across
their boundaries (Chandran and Pandiyan 1987; Ross and Crossan 2012). A ser-
vice is thus internationalized when it operates in foreign country using any of
the above classifications. These classifications also determine how the services
become interconnected to business, society and political issues in foreign coun-
tries. Comparatively, internationalization of products follows the same path, how-
ever, services are both varied and complex and/or move easier and faster (Yuliani
and Ashly 2017).

Quite different to this line of thought and similar to the studies in manufactur-
ing firms some authors uncover that SMNEs’ behavior is (a) customer follow-
ing, (b) follow the leader or (c) market seeker (Cardone-Riportella et al. 2003).
Lovelock and Yip (1996) classify services into three groups depending on society
involvement: (a) people-processing, involving tangible services like restaurant
and healthcare which requires presence in the foreign market, (b) possession-
processing that holds intangible actions like transportation, appliance repair in
which the customer is not involved in the process, and (c) information-based in
which the service firms provide a value for the customer (like collection of data,
analysis, accounting, and insurance) which may or may not involve customers in
the foreign market. Beside the degree of society involvement, the classifications
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manifest the degree of intangibility and the heterogeneities in the types of service
firms. This classification is sometimes also explained to be related to if the ser-
vice firms are capital-intensive or knowledge intensive (Abdelzaher 2012).

Challenging the nature of heterogeneity in SMNEs’ choice of foreign commit-
ment mode authors like Blomstermo et al. (2006) and Gronros (1999) divide the
services into hard and soft. The distinction is connected to the service production
and consumption which in soft category occurs almost simultaneously. Soft group
is viewed as internationalizing via contractual entry modes like licensing and fran-
chising. In contrast, the hard service, the consumption and production are decou-
pled (Blomstermo et al. 2006). Because of this nature, scholars found similarities
between hard service and manufacturing firms and large difference between soft ser-
vice and manufacturing firms’ internationalization.

4 SMNEs and Political Connections

There seem to be an extensive research on the role of government in banking indus-
try (Kizys et al. 2016; Ting 2017) and hotel industry (Auliandri and Angraeny 2017;
Wang and Chaudhry 2018). However, the attention of researcher on the topic of con-
nection between SMNEs and political units appears to be rather limited (Hadjikhani
et al. 2014) as it is only during the last 3 decades that studies have initiated new
thoughts on theorizing this relationship (Rjavalgi and Grossman 2014; Ross and
Crossan 2012).

One crucial aspect raised in the thoughts of researchers in SMNE:s is the specific-
ity in the firms’ political actions which can also be traced in the studies of manufac-
turing firms. In the research track of corporate governance in both studies of service
and manufacturing the main standpoint is specificity and heterogeneity in the impact
of the governmental decisions on business firms and the firms’ unique strategy
towards governance (Ross and Crossan 2012). Some researchers, such as Nomden
et al. (2003), implicitly stand for institutional theory. Others, such as Crystal (2003),
specifically relate the firms’ resources and strategy towards host government (Had-
jikhani et al. 2016). In their conceptual development some propose resource-based
theory and stress the specificity in the firms’ resources and their relationship with
host governments.

Though, after the financial crises of 2008/2009 a large number of studies have
emerged in economics and business fields concerning the impact of the crisis on
SMNEs like banks and business firms (Engwall and Hadjikhani 2014; Howcroft
et al. 2010; Khaaoubi 2007). Linking economic crises and the role of the govern-
ments to the international business bank service crises, some stipulate the interde-
pendency of MNEs to the government regulations in different countries (Mendoza
and Smith 2014), and their impact on productivity and welfare (Benigno and Forn-
aro 2014). Others like Bruno and Shin (2014) study the rule of monetary and regula-
tory policy in international financial systems in an integrated business world. In this
connection, studies like Howcroft et al. (2010) and Arena (2008) relate the crises to
external issues like government intervention or Ross and Crossan (2012) and Laeven

@ Springer



504 A. Chidlow et al.

and Levine (2009) that explicitly explain the lack of interaction between financial
systems and governments.

The ground for the role of governments, as stated by Hadjikhani and Ghauri
(2001) is that there exists interdependency between governments and MNEs for
reasons like local employment and GNP. In internationalization of services such
interdependency is embodied with a highly heterogeneous nature from the extensive
variety in service products. Some service products can remain elusive and largely
invisible in foreign markets and some that are more visible (Samee 1999). Some
SMNEs surge local employment and some generates no employment. When con-
trolling SMNESs there are limited information available for how governments handle
such diversity of the service products. For governments aiming at exercising politi-
cal rules on SMNEs, for example, concerning international trade and marketing of
service products, the task remains complex and not well understood. This explains
the lack of fundamental knowledge that restricts governments and managers in
negotiations for the advancement of welfare for the society.

5 SMNEs and Socio-Political Actors

The interplay between socio-political organizations and MNEs has become a crucial
issue in IB studies (Crane and Desmond 2002; Hadjikhani et al. 2001; Rjavalgi and
Grossman 2014; Keillor and Hult 2004) in order to explain MNEs market positions
not just due to their actions in the business arena but also due to their ability to man-
age the socio-political units in foreign markets. In this research field, the number of
studies employing economic theories is increasing as the hierarchical role of govern-
ments exercising their power through, for example, tax increase and cuts in public
services have attracted a number of researchers (Nederhand et al. 2016). Research
based on behavioural theory is however less “comfortable” in the use of system-
atic theoretical tools for further understanding of SMNEs’ socio-political environ-
ment. According to Simonin (1997) and Hadjikhani et al. (2001), firms undertake
investment decisions towards society to gain support for their business, and soci-
ety becomes dependent on MNEs because of their investments in employment and
welfare.

6 Towards a Theoretical Proposition

Despite the lack of significant contributions, the overview of the earlier research
helps to ground a theoretical proposition to examine the three pillars in internation-
alization of services discussed above. This is because no matter if the studies main
concern is not directly related to SMNEs and socio-political actors but they reveal
the existence of (a) heterogeneity in the service products, (b) heterogeneity in the
internationalization mode and firms’ behavior, and (c¢) diversified needs and actions
of social and political units. For the assumption of a need for a theoretical frame-
work that enables the integration of views and concepts from different disciplines,
the fundamental ground in this proposition relies on four conceptual elements;
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Heterogeneity in the firms’ resources,

Heterogeneous political needs and actions,

Society’s demands, values and actions.

For the connection between these three pillars the proposition relies on the con-
cepts of uncertainty, legitimacy and trust (Fig. 2).

Sl

For the first concept, the effort deploys the view of connection between SMNEs’
resources and the internationalization. An interesting issue in this respect is that
while some service firms with soft nature need low capital investment for their pres-
ence in foreign markets, other service firms, like asset-based firms need large invest-
ment (Blomstermo et al. 2006; Clark and Rajaratnam 1999).

For the heterogeneous nature of service internationalization mode, firms thus can
be present in several foreign markets with no or low capital investment. Though,
facing low capital risk and uncertainty. Some scholars point out the vital characteris-
tics, such as; intangibility, inseparability, heterogeneity, perishability and ownership
that extricate the service industry from other industries. These characteristics effect
on the range of factors including competitiveness and geographical distribution
(Ghauri et al. 2012). These authors further demand a need for models going beyond
the traditional theories since service firms’ are highly heterogeneous and interact
with environment differently.

While political actors, such as government, stress the repeated procurement set-
ting and homogeneous implementation of their decisions, MNEs aim to gain het-
erogeneity in these gains and impacts. MNEs’ investment in the social and political
market is to have a specific relationship and gain specific support, which strengthens
their competitive position. Such a view relies on a relationship explanation between
SMNEs and socio-political actors. This is because firms are dependent on socio-
political units as they can support SMNESs or act against them (Delios and Henisz
2003), and can generate either trust or distrust between SMNEs, society and politi-
cal units. At the same time, socio-political units are dependent on MNEs because
they have resources and commit investments that, in turn, affect groups like the

Society demands, Political needs
values and and actions

actions

Trust,
legitimacy
and
uncertainty

|

Firms’ resources

and
internationlization

Fig.2 A theoretical proposition
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media and the public at large, on which the social and political units are dependent
(Figueira-de-Lemos and Hadjikhani 2014; Hadjikhani et al. 2016). Based on this
need for interaction, researchers call for the explanation that how the actors in three
pillars are interdependent.

In line with interdependency, Arena (2008) relates the stability and critical con-
ditions in service firms to external issues, while Connelly (2007) connects them to
the risk taking or mismatch of service firms and their social and political environ-
ments (Laeven and Levine 2009). The undisclosed side of these strategies is the con-
nection between internationalization and managing both stable and critical condi-
tions in foreign service markets (Dikova et al. 2013; Engwall and Hadjikhani 2014).
While some scholars concern the interdependency of financial systems in different
countries and their impacts on productivity and welfare (Benigno and Fornaro 2014;
Mendoza and Smith 2014), others study hierarchical power of government and the
rule of regulatory policy in an integrated business world (Bruno and Shin 2014).

Seemingly and despite a high level of heterogeneity in service products, the
earlier SMNE studies have been following the same drift as industrial firms’ inter-
nationalization. For the first set, the factors explaining foreign market choice is
grouped into the levels of host country and firms’ resources, and finally the differ-
ences between the home and the host country’s social values and needs (Nielsen
et al. 2017; Voss et al. 2010). While the first factor is connected to economic and
transaction cost theory the two others are connected to resource based and institu-
tional theory. Zhou et al. (2009) suggest that the high heterogeneity in services how-
ever, moderates the relationships between, for example, transaction costs and inter-
nationalization mode.

The proposition in the effort stands close to Schwarz and Schuman (1997) and
Pla-Barber et al. (2014) statement that these two characteristics that have been rec-
ognized as moderators are the level of capital intensity and the degree of customi-
zation. For the service products the level of capital intensity largely varies among
different services. This is because the object or people-based service firms, like
international consulting and legal services, demand high resource commitments and
are similar to wholly owned subsidiaries (Clark and Rajaratnam 1996). But resource
commitment is intangible and people intensive, requiring low expenses. Also, entry
and expansion with low capital relies on trust and reputation. Some service firms
can easily move from one market to another but can also loose trust towards soci-
ety and political units. Society distrust is embodied with high uncertainty even in
foreign service modes that local investment is absence. In this internationalization
mode the crucial commitment of the firms is to develop trust. On contrary, interna-
tionalization in the hotel industry requires high capital intensity and high tangible
commitment (Litteljohn et al. 2007).

The fundamental differences between players in three pillars intricate the view of
trust and legitimacy. These players belong to different systems and have heterogene-
ous legitimacy perceptions (Mobus 2005) grounded in institutional theory. While
international service firms have business legitimacy, society has its legitimacy on
economic demands and social values. SMNEs are interdependent with the political
units as they can gain support/exertion affecting their interaction with local market
and subsequently their competitive position in the market.
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Some relations with political units have a generalized exchange while others have
a specific exchange in which the reciprocity is not necessarily achieved through any
direct benefit to one actor over another, as it may be achieved through an indirect
benefit. Political units’ relation with SMNEs can indirectly fulfil the demands of the
society. The vital question can be how the firm’s entry mode of internationalization
affects the society. Thus, the political units’ action towards service firms’ interna-
tionalization modes is vital for firms’ commitment decisions in a foreign market.
Nonetheless, the view installs the degree of political actions towards SMNEs which
can be (a) generalised action and (b) specific action. While the general action con-
cerns political rules concerning all the service firms or all foreign firms in a service
industry, the specific dimension is explicit and directed towards a specific interna-
tional service firm. These actions are presumed to be undertaken by governments
towards firms in their internationalisation efforts. Simply, it can be stated that the
political units are composed of at least three different and heterogeneous units work-
ing with varieties of actions and expecting different outcomes.

While contract-based services mainly concern bureaucrats, the asset-based
involves both government and bureaucrats. The main concern of government and
members of the parliament is to understand and follow the demands and values in
the society. The needs of the society can simply be divided into two categories such
as (a) individual demands, needs and action and (b) general needs and values.

The individual needs are related to the issues like employment, welfare, income
and security. The general needs refer to the preservation of social and cultural values
as well as transparency in the behavior of the players. Decision of government and
parliament towards foreign firms are ultimately scrutinized by the society and indi-
vidual groups. Their decisions, if they are trustful or not can vary from support or
silence to strikes and violence. Final manifestation of trust/distrust is their votes in
election. The political groups for their legitimacy are to show their legitimate power
towards the foreign firms. Foreign services following, and satisfying individual and
society demands will strength their position towards the society and political units
(government and parliament). The complexity in these interactions entails employ-
ment of views from different theoretical grounds. While trust is a behavioral the-
ory, hierarchical power is based on economic theory and legitimacy is derived from
institutional theory.

The study of Clark and Rajaratnam (1999) inspires the idea of connection
between the theoretical selection and the internationalization types; related to con-
tract based, vehicle based, asset based or object based services. In their deeper proc-
lamation they explain the heterogeneities in the impact of social factors (culture) and
political factor on service firms. Intangibility of a resource commitment in the con-
tract based services (people crossing the boarders), create problems for governments
as these services cannot be detected or controlled.

According to Dahringer (1991) the fundamental problem is largely due to the
close cultural relationships between the society and some types of service. Differ-
ences in language and in national culture have similar effect as customs duties. For
the lack of tangibility in some service products the extent of burden of service adap-
tation to the local social and cultural values escalates. Moreover, customization in
service products contains learning process between firms and its customers which
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requires a high degree of indirect contact and/or direct personal contact for judg-
ment and adaptation during the delivery of the services. However, some researchers
state that the process of internationalization in manufacturing firms is slower than
service firms (Gabrielsson et al. 2014) which confronts the firms with not only dif-
ferences in capital intensity but also the intensity and time aspects on the impact of
political and social environments.

For exploring the political actions, the effort stands on the interdependency view
but also the view that sometimes firms are to obey the political rules in the foreign
markets. This denotes to include views on political hierarchy from economic sci-
ence. Thus, the proposed view stands on both hierarchical power of political units in
economic science and the relationship view in behavioral science. In line with this
there are some recent studies that divide the political actions into two types, coercive
and supportive (Ghauri et al. 2012). Some other studies have developed ideas that
the major problem in, for example, financial crises, has been the neutral position
of the governments to control the service market (Hofmann et al. 2014). The dis-
cussion reveals another interesting issue that the political behaviour of government,
beside the dimension of general and specific dimensions, holds also another dimen-
sion. In this dimension the political behaviour of the government can be divided into
(a) coercive, (b) supportive, (c) unable to control and (d) neutral position.

Whereas the first two alternative actions can simply be exercised for firms in
financial services, the third one concerns internationalization modes like digital
services sometimes out of governmental power. The exercise in the latter is in the
range of society constructed on trust to the firms’ legitimate behavior. While the
specific coercive political action towards SMNEs sometimes derives the firms to
reduce capital investment or exit, the specific supportive actions motivate for entry
and expansion (Figueira-de-Lemos and Hadjikhani 2014). For the size of tangible
capital investment while the exit strategy is simpler for a number of service firms
compared with industrial firms which is more problematic. Since the size of intan-
gible commitment for SMNEs are high, for example in building trust, the adaptive
strategy of the firms can be reached easier. The main strategy of the firms is thus
to convert the specific coercive actions to specific supportive one. Thus, beside the
adaptive strategy like exit, firms can undertake the influential action through rela-
tionship or business power to change the behavior of political unit. Accordingly, as
Katsikeas and Theodosiou (2006) stipulate the actions of international service firms
can be either adaptive or influential.

Contrary to relationship view, adaptive behaviour relies on hierarchical power of
the government grounded on political hierarchy in economic science. Adaptive firms
can hold a number of strategies. While some services hold the strategy of organi-
zational change or just clicking on a bottom (in some IT services) others relies on
structural change varying from simple adaptation to more radical changes. In condi-
tions where the government are facing distrust from the society they are to manifest
and undertake extensive coercive decision. In such a case the firms’ adaptive behav-
iour is not sufficient and the only strategy is market exit. The study of Figueira-de-
Lemos and Hadjikhani (2014) manifest that in cases of high turbulence in general
political environment service firms can easily resort to the strategy of wait and see.
When coercive behaviour of political units is general the strategy of ‘wait-and-see’
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is not costly since the capital investment of service firms compared to industrial
firms are not high.

The need for influential behaviour of service firms in foreign market can dras-
tically vary. For products where internationalization is digital the level of interac-
tion is low and needs for influential actions are also low. Unless cases with critical
conditions. On contrary, service products that hold a high level of tangible capital
investment impose direct interaction with political units. The influential activities
are to influence the political decision for gaining specific support. As discussed, the
influential firms hold a variety of strategies ranging from simple to complex opaque
behaviour, such as (Ghauri et al. 2015): (a) information exchange, (b) negotiation,
(c) cooperation, (d) lobbying, and finally, (e) corruption.

While the first strategy stands for legitimate action and holds to provide knowl-
edge about the service and its benefits to the society and political units, the last
exhibits illegitimate behaviour when the information reaches the society. After the
pioneering study of Rose-Ackerman (1978), the rapidly growing access to knowl-
edge has extended the attention of business, society and political units towards the
question of how the information on MNEs’ and political units’ interaction follows
the prevailing social values and legitimate rules.

Within this context, the emphasis on access to knowledge and its impact on busi-
ness performance has increased considerably (Ghauri et al. 2006). As the study of
Ghauri et al. (2015) expose, while transparent legitimate actions like negotiation
and cooperation strengthen the firms’ market position, information on illegitimate
behaviour has severe negative consequences on business trust. As the above study
manifests, as far as the knowledge about the service firm’s corruptive behaviour was
opaque and not disclosed for the society and foreign countries, the firm had success
in the foreign market. The uncertainty for the future arrived when the information
reached the society and other parties. The uncertainty finally enforced the firm to
exit from the foreign market.

While some are in favour of availability of knowledge for society and market
participants (Ghauri et al. 2006), others are against and proclaim the view as an
ideal condition far from political and business realities. Lobbying behaviour which
theoretically proclaims to hold availability of knowledge (Hadjikhani and Pahlberg
2014) is constructed on ability of international service firms in using the knowl-
edge and resources to gain some control over the socio-political environment and
to strengthen trust. Simply, lobbying activities are firm specific, heterogeneous
and knowledge is not available for other parties. Firms choose lobbying the politi-
cal environment to gain specific support that others cannot have. Mobilization of
resources and knowledge is to interact with the political groups and gain benefit that
strengthens their competitive position in the international market.

This line of thought has occupied researchers in the last century. Delios and
Henisz (2003) and Scott (1995) discuss managerial actions, such as, lobbying
and connect it to the firms’ management competency. In this manner, Delios and
Henisz (2003) goes further and introduces the idea of a firm’s interaction with
society and connects it to the behavioural action of lobbying and influence. It is
stated that firms use their direct and indirect ties with political and social units to
strengthen their competitiveness. In the context of managerial capability, Delios
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and Henisz (2003) introduces concepts like legitimacy, lobbying, knowledge and
influence, which assist the theoretical ground of this study (Hadjikhani and Pahl-
berg 2014). But service internationalization modes with no or low interaction
with political units the relationships is with customers and society constructed on
trust.

An interesting issue concerning the governments’ control of foreign firms is
that service firms especially banks are subject to both high entry control and high
performance control. Charters are required for the start-up of firms and when a
charter has been granted, the performance of the service is scrutinized by govern-
ment bodies. On contrary, there are service firms that the foreign governments do
not have (a) sufficient knowledge (b) the firms can easily become international,
no matter of size, and the governments do not have much control. Customers and
others in the society can easily have access to products and governments have dif-
ficulty to intervene. In this extent of governmental impact, the crucial issue chal-
lenging all the three parties is trust.

A fundamental reason for the political regulations is the need to retain social
trust in, for example, banking institutions that those who put their money into a
bank will have their money back on request. Sudden loss of trust will, as history
has shown, lead to a run on the service firms as well as government (Friedman
and Schwartz 1963). This in turn will not only have implications for the service
firm which is distrusted but will have repercussions in the whole system (Engwall
and Johanson 1990). However, even these firms can easily leave the foreign mar-
ket when the distrust is high. The loss of trust can thus be considered as a funda-
mental uncertainty in service, which can be labelled reputational risk. Behind this
risk there are a number of other uncertainties (Voss et al. 2010).

Globalization of IT services, like face book, holds globalized trust and uncer-
tainty. This imposes the views that trust or distrust, no matter of services requir-
ing high or low capital investment is not a local or foreign issue. Any action of
service firms diffuses rapidly and society enforces political units to act. This dis-
plays the view that while governments can undertake coercive actions towards
society, society also can force government to change policy and make decisions
towards service firms. The view simply has its ground in both economic and
social sciences.

An explicit behaviour connecting these three actors refers to the studies in CSR.
Firms’ CSR activity in foreign markets is simply a strategy to influence by build-
ing trust. While there has been extensive research on CSR since the 1930s (Berle
1931; Okoye 2009), it is recently that international firms have realized the unavoida-
ble influence of CSR and its obvious impact specifically on their legitimate position
in foreign markets (Ghauri et al. 2012; Marquina and Morales 2012; Polonsky and
Jevons 2009). But, implicitly manifesting the relationships between the three pillars.
CSR is a mean to build and increase the trust and strengthen the legitimate position
of the firms. Among the few studies researchers like Oh et al. (2013) and Hadjik-
hani et al. (2016) state such strategies that connect service firms to the society are
deliberate behaviour for entry and expansion in foreign markets. As a consequence
of extensive varieties in the service products, the political actions towards foreign
service firms are highly heterogeneous.
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7 Conclusion

In line with the study of Ghauri et al. (2012) the proposed theoretical view on
internationalisation of services, this effort not only opens new windows for devel-
opment of analytical tools but also aims to stipulate the first general conclu-
sion that a deep understanding of SMNEs internationalization and connections
between the three actors requires theoretical input from a variety of scientific
fields. This also discloses another general but interesting conclusion. No matter if
an MNE is in service or manufacturing field, research on interaction of the firms,
society and government is not indebted to be affixed in one theoretical sphere.
Researchers are to have sovereignty to attach and connect concepts from differ-
ent discipline as far they are compatible and permit deeper understanding of the
problem under concern.

Though, it can be concluded that an analytical view is to hold conceptual ele-
ments like legitimacy, power, resources and ultimately actions which are based on
different theories. The diversity encloses the presumption that business firm behav-
iour stands on legitimacy and trust in commitment with the absence of formal politi-
cal power. Political units have political legitimacy possessing hierarchical power and
resources acting in between coercive and supportive behaviour towards business
firms and society. Society evaluating the legitimacy of political units within social
context imposes power indirectly through votes and actions. Society interacts and
claims for appreciation or avoidance behaviour towards business units. Hence, the
analysis of this heterogeneity in the behaviour of these actors necessitates concep-
tual tools that originate from these different disciplines.

The next conclusion stands on the extent of the broader dimension of service
products internationalization. Instead for generally accepted dimension of degree of
intangibility, this broad dimension reflects the degree of connection to social and
political units. It is to state that the internationalization modes affect the degree and
level of interactions with society and political units. While some service products,
like banks that are strictly regulated or international hotels where political units
behave similar to the MNEs in manufacturing industries. The political actors can
simply use their hierarchical power to decide and implement highly regulated rules
to benefit the society. SMNEs in the digital world are in the foreign market with
no investment and far from the host governments’ exercise of hierarchical power.
However, in cases of society distrust even these firms are to undertake several meas-
ures to rebuild trust. Beside this, governments and bureaucrats have knowledge defi-
ciency on service markets and the role of technology that can paralyze the politi-
cal units or can influence them to undertake improper decisions. It can, therefore,
be concluded that the lower the political units’ hierarchical power the higher the
dependency of the firms on trust and legitimacy.

Based on the above, the purpose of this Focused Issue is to open new doors for
both theoretical and empirical discussions in order to contribute to the further devel-
opment of scholarly research regarding internationalization of service firms.
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