International Growth of Small
and Medium Enterprises

Edited by Niina Nummela

N

International Growth of Small and Medium Enterprises



International Growth
of Small and Medium
Enterprises



Routledge Studies in International
Business and the World Economy

For a full list of list of titles in this series, please visit www.routledge.com

16. Foreign Direct Investment in
Emerging Economies

Corporate Strategy and Investment
Behaviour in the Caribbean

Lou Anne A. Barclay

17. European Integration and
Global Corporate Strategies
Edited by Frangois Chesnais, Grazia
letto-Gillies and Roberto Simonetti

18. The Globalisation of
Corporate R & D
Implications for Innovation
Systems in Host Countries
Prasada Reddy

19. Globalization of Services
Some Implications for Theory
and Practice

Edited by Yair Aharoni and
Lilach Nachum

20. A Century of Foreign
Investment in the Third World
Michael J Twomey

21. Global Capitalism at Bay
John H Dunning

22. Foreign Direct Investment
Research Issues
Edited by Bijit Bora

23. Ford and the Global Strategies
of Multinationals

The North American Auto Industry
Isabel Studer Noguez

24.The World Trade Organization
Millennium Round

Freer Trade in the Next Century
Klaus Deutsch / Bernhard Speyer

25. Consultancy and Innovation
The Business Service Revolution
in Europe

Edited by Peter Wood

26. Knowledge Economies
Clusters, Learning and
Co-operative Advantage
Philip Cooke

27.The Role of Resources in
Global Competition
John Fahy

28. Globalization, Employment
and the Workplace

Diverse Impacts

Edited by Yaw A Debrah and

lan G. Smith

29 Transnational Corporations
Fragmentation amidst Integration
Grazia letto-Gillies

30. Growth Theory and Growth Policy
Edited by Harald Hagemann
and Stephan Seiter

31. International Business and
the Eclectic Paradigm
Developing the OLI framework
Edited by John Cantwell and
Rajneesh Narula



32. Regulating Global Trade and
the Environment
Paul Street

33. Cultural Industries and the
Production of Culture

Edited by Dominic Power and
Allen J. Scott

34. Governing Interests
Business Associations Facing
Internationalization

Edited by Wolfgang Streeck,
Jirgen Grote, Volker Schneider
and Jelle Visser

35. Infrastructure Development in
the Pacific Region
Edited by Akira Kohsaka

36 Big Business and Economic
Development

Conglomerates and Economic
Groups in Developing Countries
and Transition Economies

under Globalisation

Edited by Alex E. Fernandez Jilberto
and Barbara Hogenboom

37 International Business
Geography

Case Studies of Corporate Firms
Edited by Piet Pellenbarg

and Egbert Wever

38.The World Bank and Global
Managerialism
Jonathan Murphy

39. Contemporary Corporate Strategy

Global Perspectives
Edited by John Saee

40.Trade, Globalization and Poverty
Edited by Elias Dinopoulos, Pravin
Krishna, Arvind Panagariya and Kar-
yiu Wong

41. International Management and
Language
Susanne Tietze

42. Space, Oil and Capital
Mazen Labban

43. Petroleum Taxation
Sharing the Oil Wealth: A Study
of Petroleum Taxation Yesterday,
Today and Tomorrow

Carole Nakhle

44, International Trade Theory
A Critical Review
Murray C. Kemp

45. The Political Economy of Oil
and Gas in Africa

The Case of Nigeria

Soala Ariweriokuma

46. Successfully Doing Business/
Marketing in Eastern Europe
Edited by V.H. Kirpalani, Lechoslaw
Garbarski, and Eredener Kaynak

47. Marketing in Developing
Countries

Nigerian Advertising and
Mass Media

Emmanuel C. Alozie

48 Business and Management
Environment in Saudi Arabia:
Challenges and Opportunities for
Multinational Corporations
Abbas J. Ali

49. International Growth of Small
and Medium Enterprises
Edited by Niina Nummela






International Growth
of Small and Medium
Enterprises

Edited by Niina Nummela

<]

€ 3 Routledge

g Taylor & Francis Group
New York London



First published 2011
by Routledge
270 Madison Avenue, New York, NY 10016

Simultaneously published in the UK
by Routledge
2 Park Square, Milton Park, Abingdon, Oxon OX14 4RN

This edition published in the Taylor & Francis e-Library, 2010.

To purchase your own copy of this or any of Taylor & Francis or Routledge’s
collection of thousands of eBooks please go to www.eBookstore.tandf.co.uk.

Routledge is an imprint of the Taylor & Francis Group, an informa business

© 2011 Taylor & Francis

The right of Niina Nummela to be identified as author of this work has been asserted
by her in accordance with sections 77 and 78 of the Copyright, Designs and Patents Act
1988.

All rights reserved. No part of this book may be reprinted or reproduced or utilised
in any form or by any electronic, mechanical, or other means, now known or hereaf-
ter invented, including photocopying and recording, or in any information storage or
retrieval system, without permission in writing from the publishers.

Trademark Notice: Product or corporate names may be trademarks or registered trade-
marks, and are used only for identification and explanation without intent to infringe.

Library of Congress Cataloging-in-Publication Data

Nummela, Niina.

International growth of small and medium enterprises / by Niina Nummela.— 1st ed.
p. cm.— (Routledge studies in international business and the world economy ; 49)

Includes bibliographical references and index.

1. Small business. 2. International business enterprises. 3. Business networks. 1. Title.

HD2341.N85 2010

338.8'81—dc22

2010012139

ISBN 0-203-384271-5 Master e-book ISBN

ISBN13: 978-0-415-87270-6 (hbk)
ISBN13: 978-0-203-84256-0 (ebk)



Contents

List of Tables
List of Figures
Preface

1 International Growth of SMEs—Past, Present and the Future
NIINA NUMMELA AND SAMI SAARENKETO

PART I
Drivers of International Growth of SMEs

2  Entrepreneurs’ Human and Relational Capital as
Predictors of Early Internationalization: Evidence
from Latin America and Southeast Asia
JUAN FEDERICO, HUGO KANTIS, ALEX RIALP AND JOSEP RIALP

3  The Board’s Influence on the Internationalization
Process in SMEs
JOHANNA NISULS, ANETTE SODERQVIST AND SOREN KOCK

4 International Growth Orientation of SME Managers
and Entrepreneurs—A Three-Year Follow-up Study
ARTO KUULUVAINEN AND ERIIKKA PAAVILAINEN-MANTYMAKI

5 The Dark Side of International Growth
JARNA HEINONEN AND ULLA HYTTI

PART II
International Growth Trajectories of SMEs

6 Growth and Internationalization of French and Danish SMEs
MATHIEU CABROL, FREDERIC NLEMVO, ERIK RASMUSSEN, PER SERVAIS
AND ARILD ASPELUND

x1
X111
XV

11

29

47

65

83



viii

7

10

Contents

International Growth Strategies in Different
Marketing Contexts
SVANTE ANDERSSON

Analyzing the Moves of International Entrepreneurial
Organizations: The Entry of SMEs to Complex Markets
ANTONELLA ZUCCHELLA

The Binary Choice Facing SME Internationalization
COLIN CAMPBELL-HUNT AND SYLVIE CHETTY

Technology-based New Ventures and Critical Incidents
in Growth
JANI LINDQVIST, OLLI KUIVALAINEN AND SAMI SAARENKETO

PART III
How Should We Study International Growth?

11

12

13

Toward a Typology of Rapidly Internationalizing SMEs
JIM BELL, SHARON LOANE, ROD B. MCNAUGHTON AND PER SERVAIS

Sampling Frames for Cross-national Survey Research in
International Entrepreneurship

SCOTT PAUL JOHNSTON, MARIAN V. JONES, ANNA MORGAN-THOMAS

AND GEORGE I. VLACHOS

Export Behavior, Growth and Performance of SMEs:
Does Ownership Matter?
JORMA LARIMO

PART IV

The Role of Networks in the International Growth of SMEs

14 New Venture Internationalization and Technological Learning:

A Social Capital Perspective
SHAMEEN PRASHANTHAM

97

115

135

155

177

191

210

231



Contents ix

15 Change in SME Internationalization: A Network Perspective 248
NIINA NUMMELA

PART V
Illustrative Cases

16 A Different Story on Rapid International Growth—CV Online 267
TIIA VISSAK

17 A Path of International Growth—Case PurFilec Ltd 276
LEILA HURMERINTA

18 The International Growth of a Privately-owned
Enterprise from China 284
PETER ZETTINIG AND CHURU LIN

Epilogue: Where to Head from Here? 293
NIINA NUMMELA
Contributors 295

Index 301






Tables

2.1
2.2

2.3
2.4

3.1
4.1

4.2
4.3

44
6.1
6.2
6.3
6.4

Regional Distribution of Early Internationalizing
Firms in the Sample

Descriptive Statistics of Dependent, Independent and
Control Variables by Region

Rare Events Logit Results for the Different Regions

First Differences of the Significant Independent
Variables for the Different Regions

Summary of Findings

Attitudes Toward International Growth
among Finnish SMEs

Orientation and Intention Changes among
Internationally Grown SMEs

Orientation and Intention Changes among
International SMEs

Orientation Changes among Home-market SMEs
Overview of the Two Data Sets
Industrial Distribution in the French Data Set

Industrial Distribution in the Danish Data Set

Comparison of International Sales, Turnover, Number

of Employees and Geographic Areas Entered between
the Three Types of French Firms

17

18
20

23
36

53

55

56
57
87
88
89

90



xii  Tables

6.5 Comparison of International Sales, Turnover, Number

of Employees and Geographic Areas Entered between

the Three Types of Danish Firms 91
7.1 Case Companies in Terms of Type of Buyer and Offer 103
7.2 Comparison of the International Growth of Strategies

in Different Marketing Contexts 109
7.3 Relevance of Internationalization Literature in

Understanding the International Growth in Different

Marketing Contexts 110
9.1 Strategic Configurations of the Case Firms 142
9.2 Configurations of Global and Regional Leadership 143
9.3 Comparison of Theories on the Internationalization of

the Firm 147
10.1 Stimuli and Problems Encountered in Different

Internationalization Stages of Firms Following a “Born

Global” Pathway 160
10.2 Critical Incidents in the Case Companies 167
12.1 A Summary of the Databases Examined 198
13.1 Sample Description 214
13.2 Importance of Various Motives for Starting Exports 216
13.3 Start and Expansion of Exports 217
13.4 Performance in Exports Compared to the Goals Set

during the Last Three Years 222
14.1 High-commitment Entry Modes and Technological

Learning in IN'Vs 242
15.1 A Summary of the Case Companies’ Networks in

Internationalization 257



Figures

2.1
3.1

3.2

4.1
4.2
8.1
8.2
8.3
8.4
8.5
9.1
9.2

10.1
10.2
11.1
14.1

Conceptual model of this study.

Overview of the board’s influence on the
internationalization process.

Overview of the results on board roles in the
internationalization process in SMEs.

The formulation of IGOs on a general level.
Formation of the research sample.

The growth process of Riso Scotti.

The internationalization process of Riso Scotti.
The growth process of Brasilia.

The internationalization process of Brasilia.
The dimensions of complexity.

Learning cycles in stages theory.

Internationalization trajectories of SME and large-firm
models.

Indicators of internationalization in different stages.
Accelerated growth/born global pathway.
Typology of rapidly internationalizing SMEs.

Entrepreneurial internationalization and technological
learning.

15

32

42
49
51

121

122

126

126

130

137

150
159
170
186

236






Preface

The majority of SMEs are operating in a networked business environ-
ment; these networks extend beyond national and cultural boundaries. In
this environment the concept of company growth gets a novel interpreta-
tion as the growth processes take various new routes and forms. Instead
of linear, positive growth, in the current global business environment
international growth is often more cyclical, including periods of stagna-
tion and withdrawal, and even exits. This book focuses on international
growth, i.e., how companies expand their operations across national bor-
ders through opportunity exploration and exploitation, and identification
and development of innovations, i.e., on international entrepreneurship.

The book begins with an introductory chapter which is followed by
five parts. Part one focuses on the drivers of international growth of
SMEs. Particular interest is paid to the drivers leading to rapid and/or
early internationalization and later successful and sustainable growth.
However, the “darker side” of growth is also taken into consideration.
Part two describes the various routes or paths that SMEs follow when
growing internationally. The growth trajectories are evaluated from the
viewpoint of process, context, strategy and learning, for example. Part
three highlights the need to understand the diversity of internationally
growing SMEs and the consequences for research design, particularly
from the viewpoint of performance measurement and sample formation.
Part four discusses international growth from the viewpoint of networks
and social capital. And finally, part five presents three case studies, each
with a different story of international growth at a grassroots level, but
also with links to the themes presented in the earlier chapters. The book
ends with an epilogue—a synthesis of the main themes of the book and
suggestions for future research agendas.

It has been a privilege to work with true academic experts from all cor-
ners of the world. The thirty-seven researchers of the team represent four-
teen countries, and together they have produced an interesting overview
of international growth of SMEs. I hope this will be an enjoyable reading
experience for both researchers and students interested in the topic.



xvi Preface

During the editing process of the book, a surprising and sad message
arrived: our friend, colleague and co-author, professor Jim Bell, had passed
away. This book is dedicated to Jim, whose memory and work will live
among the international business researchers and particularly in the IE-
community for years to come.

Niina Nummela



1 International Growth of SMEs
Past, Present and the Future

Niina Nummela and Sami Saarenketo

International growth, or internationalization, is a rather well-studied area.
The main body of literature on the subject can be found in the field of
international business research, although various streams have their source
either in economics or behavioral and social sciences (for more on the
development of the international business (IB) research tradition, see, e.g.,
Weisfelder 2001). In the former field the focus of research has been on
international trade and foreign direct investment, in the latter the concept
of internationalization has been the central issue. Earlier research on inter-
nationalization can be divided chronologically into three eras based on the
main focus of interest: (1) the internationalization process, (2) networks in
internationalization and (3) new venture internationalization.

A LOOK BACK

In the 1960s Sune Carlson (1966) pointed out that internationalization
was an incremental decision-making process and later other, both Nor-
dic and North American, researchers (e.g., Johanson and Wiedersheim-
Paul 1975, Johanson and Vahlne 1977, Luostarinen 1979, Bilkey and Tesar
1977, Czinkota 1982) developed this idea further. After Carlson’s (1966)
work, for about a decade researchers concentrated on internationalization
as a incremental (learning) process, in which separate phases could be dis-
tinguished. The different phases could be identified by following changes
in aspects such as operation modes, attitudes toward internationalization,
information acquisition and transition, the level of export involvement and
successive decisions (for a review of process models, see, e.g., Leonidou and
Katsikeas 1996). In spite of numerous attempts, researchers have not been
able to agree on one common view of the process. In addition, the stage
models have been heavily criticized.

By the 1980s, researchers, including some of the ones mentioned above,
understood that internationalization was a much more complex issue than
the pioneering models had presented it as. Instead of stages, the focus of
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research moved to the network of an internationalizing firm and, in par-
ticular, how it was able to establish and change its network positions dur-
ing its internationalization (Johanson and Mattsson 1988). In other words,
researchers claimed that changes in the internationalization process were
mostly due to changes in a company’s network position. In addition to
studies linking the internationalization process and networks, the impor-
tance and utilization of network connections in internationalization has
become a central theme in several studies (for a review, see Coviello and
McAuley 1999).

Furthermore, and parallel to and overlapping the interest in networks,
researchers started to pay attention to new venture internationalization.
The seminal article on this was written by Patricia McDougall (1989), in
which she compared domestic and international new ventures and pointed
out that there was an emerging phenomenon of new, resource-constrained
firms entering international markets. Other researchers—among the pio-
neering ones Christensen (1991)—were also able to verify that the time
lag in SME internationalization had begun to shorten in many countries.
The introduction of the entrepreneurial viewpoint and the notion of the
increasing speed of internationalization resulted in a whole new research
field called international entrepreneurship—at the intersection of interna-
tional business and entrepreneurship.

THE CURRENT DRIVERS OF CHANGE

From the viewpoint of the international growth of SMEs, the three main
drivers of change are: (1) the transition to a service-based economy, (2) the
change in the role of location, and (3) the development and convergence
of technology. However, all these three themes are partly interrelated and
overlapping, as can be seen from the following discussion.

First, the importance of the “non-manufacturing sector” has been grow-
ing steadily, and it can be argued that at the moment we are experiencing a
service-driven business revolution (Moller et al. 2008). Also in international
business the trend toward the increasing importance of services has been
noticeable, as, for example, the composition of foreign direct investment has
been shifting toward services worldwide (World Investment Report 2004).
This development is in line with the current service dominant logic in busi-
ness: i.e., customers play a crucial role in creating end value together with
a service provider (cf. Vargo and Lusch 2004) and in order to be able to do
that service providers need to be close to the customer. However, it needs to
be highlighted that this emerging trend is not restricted to the service sector.
On the contrary, the service logic can be transferred to goods, because in
manufacturing customer value is often now created in interaction with the
customer (Gronroos 2006). Additionally, the boundary between a physical
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product and services is nowadays blurred, as most tradable products also
include a service or a knowledge-related element.

However, from the viewpoint of the international growth of SMEs, the
escalation of services is important because it is clearly underdeveloped in
international business research. In addition, services offer a very fertile
research context because of their multi-faceted properties. Services are not
a homogeneous group, but can be divided into hard or soft services (Erra-
milli 1990), or location-intensive and information-intensive services (Ball
et al. 2008). Both classifications are significant as they have implications
for how a firm will internationalize. It has been argued that hard service
providers resemble manufacturers in their internationalization (Ball et al.
2008). However, there is a lack of empirical research that would compare
the internationalization of different types of service providers. Further-
more, the internationalization of location-intensive service providers—such
as tourism companies—highlights the often neglected aspect of interna-
tionalization, i.e., inward internationalization (cf. Korhonen et al. 1996),
which takes place in a domestic market. Altogether it seems that both the
service-based economy and the fact that value is created differently in the
service sector indicates that the international growth of these companies
would deserve more investigation.

Second, the concept of location has always been central in international
business research, not least because of the eclectic paradigm applied in
research on foreign direct investment and multinational enterprises (cf.,
e.g., Dunning 2000). However, recently the importance of location has
been challenged, particularly due to the “global shift” (Dicken 1998) in the
economy. Multinational enterprises are moving their mobile assets (includ-
ing technology, skills, brands and production) around the globe in order
to create a perfect fit with their immobile assets, which are situated in dif-
ferent locations (UNCTAD 2003), and as a result the value chain of the
company (cf. Porter 1985) or value network is disintegrated and scattered
worldwide. The outcome is a “global factory,” i.e., a structure that reflects
the combination of the innovation, distribution and production of both
goods and services (Buckley 2009, Buckley and Ghauri 2004).

This development is reflected on various levels, e.g., on the industry or
the regional level one can argue that regional clusters may be de-clustered
to other nations (Gupta and Subramanian 2008) but this also raises the
question of balance between local and global operations (Buckley and
Ghauri 2004), as both of them are required for value creation. For example,
in the biotech industry business is based both on global markets and scien-
tific advances, as well as on the accumulation and dissemination of local
knowledge and capital (Brannback et al. 2007). Thus, it seems that the
mainstream understanding of international growth provides only a poor
fit for internationalizing SMEs. Despite the fact there have been arguments
for the “death of distance” and the “end of geography” in international
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business, location still matters (Buckley and Ghauri 2004) but the question
of in what way remains unanswered.

Third, one key argument behind the claims for “death of distance”
and the decreasing role of location is the development of technology. In
addition to the service-driven revolution, one might argue that a paral-
lel technological revolution has been in progress for some time, due to
the advances in information and communications technology (UNCTAD
2003). It is a commonly shared opinion that the development of technology
will profoundly reconstitute the nature of international business, resulting
in changes in all elements of a company’s value chain (for a more detailed
discussion of the impact on international business research, see De la Torre
and Moxon 2001).

In the literature we have already seen evidence of the impact of this
development. The shortening of product life cycles, the drive for innova-
tion, the need for technology transfer, the rapid development of informa-
tion technology and global telecommunications are all factors that have
particularly encouraged knowledge-intensive firms to enter international
markets more rapidly than they previously had done (Jones 1999, Madsen
and Servais 1997). Empirical studies also verify that companies do benefit
from technological advances in the form of opportunity identification, the
execution of strategy, and as knowledge and resource-building tools (Loane
2005, Aspelund and Moen 2004). On the other hand, the same technol-
ogy also creates additional challenges in the form of an excess of informa-
tion and markets. When combined with limited resources and an overload
of information the result is that strategic decision-making becomes more
complex and crucial to a company’s success (see also Jones 1999). Conse-
quently, advances in technology have opened new avenues for international
growth but also introduced novel challenges, both of which are factors that
do not match well with our dominant understanding of the phenomenon.

WHERE WILL THE FUTURE LEAD US?

There are several potential future avenues for research on the international
growth of SMEs. However, it is fairly clear that the landscape in business is
about to change as the focus is shifting (again) from the west and northern
hemisphere to the east and south. New global players are entering the inter-
national business arena, and we are witnessing an increase in the number of
emerging economies, i.e., “regions of the world that are experiencing rapid
informationalization under conditions of limited or partial industrializa-
tion,”! which will have implications for research as well.

With the developed markets becoming ever more saturated, the impor-
tance of the so-called BRIC countries (Brazil, Russia, India, and China)
to the world economy is growing substantially. Most projections suggest
that China will overtake the US as the world’s largest economy by around
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2035. India’s GDP is also projected to pass that of the US by around 2045
(Wilson and Purushothaman 2003). According to the much cited report for
Goldman Sachs (2003) it is expected that by 2050, the world’s three larg-
est economies will be China, India, and the US, in that order (Wilson and
Purushothaman 2003). Indeed, the rise of China and India is impressive
and it is evident that to grow and prosper in the new world order firms will
have to connect with China and India, not China or India.

So far, it has been noted that most entry efforts by Western firms into
these markets have only touched the tip of the proverbial iceberg, as they
have focused exclusively on the wealthy elite that possess offerings and
business models similar to those applied in the developed world (Pra-
halad and Lieberthal 1998). Nevertheless, it will be the lower-income
markets in emerging economies that present the true opportunities for
and challenges to the international growth of SMEs. However, questions
such as how operating in these markets will influence firm performance
and how these new contexts will challenge the existing knowledge base
of firms still remain. Furthermore, there is still limited evidence whether
smaller, growth oriented firms fit into the so-called “flying-geese para-
digm” of structural upgrading (cf. Akamatsu 1962), in which operations
shift from simpler activities toward higher skills (e.g., from low-cost pro-
duction to the outsourcing of core R&D) as their economies go through
their industrial progression and begin to learn in a more open economy
context.

Another important area worthy of further study will be the global con-
figuration of the value-adding activities of firms. It will definitely be of
importance to study how even new, small ventures leverage their value
chains in terms of the resources and the market opportunities that global
markets offer. With the emergence of various “hybrid organizational
forms” we should attempt to discover what the future architecture of glob-
ally operating smaller business will be (Griffith et al. 2008). We should
come up with new ways of measuring the globalization of company value
chains and dig deeper into what the future level of efficiencies achieved by
firms through the global configuration of value activities will be. We also
need to ascertain if the worldwide orchestration of value-added activities
will lead to better performance in growth seeking SMEs, and if it does then
we need to find out how that better performance has been achieved. To this
end, this book can be seen as a call for new models, paradigms and strate-
gies that advance our collective understanding of the antecedents, processes
and consequences of the international growth of SMEs.

NOTES

1. This definition of emerging economies is by the Center for Knowledge Societ-
ies in the 2008 Emerging Economy Report.
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INTRODUCTION

It is generally acknowledged that new globalized business conditions, the
recent ICT revolutions and the progressive reduction of barriers to interna-
tional trade are creating new opportunities in international markets. Small
businesses and new ventures are uniquely positioned to take advantage
of these changes, and, indeed, a marked increase in the number of new
international firms has been noted (McDougall and Oviatt 2000). From a
theoretical point of view, the emergence of these new players challenges the
traditional postulates regarding firm internationalization process (Johan-
son and Vahlne 1977). Instead of a sequential path of firm internation-
alization, new contributions have been developed to understand not only
the emergence but also the behavior and effects of these international new
ventures (e.g., Andersson and Wictor 2003, Autio et al. 2000, Bloodgood
et al. 1996, McDougall and Oviatt 1996, McDougall et al. 1994).

Despite the great efforts that has been made, some critical reviews of the
state of the art in this field of research have pointed out the need to deepen
our understanding of this early internationalization process and its deter-
minants (Coviello and McAuley 1999, Jones and Coviello 2005, Rialp et al.
2005, Zahra and George 2002). Moreover, some recent contributions state
that despite the research attention devoted to this phenomenon, some of its
characteristics are still not well understood (Fan and Phan 2007, Westhead
et al. 2001).

In particular, some limitations of past empirical research in this area have
been highlighted. Past research on this topic has generally been character-
ized by (i) the use of case studies or small samples, (ii) a tendency to focus
on US or European countries and/or high-tech firms, and (iii) descriptive
and comparative statistical approaches. As a consequence, there is a need



12 Juan Federico, Hugo Kantis, Alex Rialp and Josep Rialp

for a more systematic research approach that incorporates larger samples,
cross-national comparisons and multivariate statistical methods (Coviello
and Jones 2004, Rialp et al. 2005, Zahra and George 2002).

Following these suggestions, we conducted this study, whose primary
objective was to analyze the effects of entrepreneurs’ human and rela-
tional capital on the likelihood of creating an early internationalizing
firm (hereafter, EIF). In particular, we focus on less studied regions, by
comparing nearly 1,400 young SME:s in eleven countries and two differ-
ent regions (Latin America and Southeast Asia). The contribution of this
article is threefold. First, it extends the country coverage of empirical
EIF studies to include understudied, less developed nations. Second, this
paper tests the cross-regional validity of a resource-based approach to
explain the emergence of EIFs as well as a stricter operational definition
of what indeed constitutes an EIF. Finally, our work presents an empiri-
cal model using the Rare Events Logistic Regression technique (King
and Zeng 2001a, 2001b) a useful statistical tool for conducting further
research in this area.

The remainder of this paper is organized as follows: in the next section,
we describe the theoretical framework as well as our conceptual model. We
subsequently explain the empirical model to be tested, providing details of
the data, the estimation method and the variables included in our analysis.
Thereafter, we present and discuss the main empirical results of the study,
focusing on observed cross-regional differences. Finally, we conclude with
some implications of this study.

THEORETICAL FRAMEWORK AND CONCEPTUAL MODEL

The Influence of Human and Relational Capital

Since the emergence of the international entrepreneurship as a scientific
research field (cf. McDougall and Oviatt 2000, Jones and Nummela 2008)
several scholars have demonstrated that EIFs are generally led by entrepre-
neurs with higher levels of human and relational capital (e.g., Bloodgood
et al. 1996, Madsen and Servais 1997, McDougall et al. 1994, Zou and
Stan 1998). Adopting a perspective focused on the human and relational
capital has been considered by many authors as an adequate framework for
analyzing the influences of entrepreneurs’ abilities, knowledge, experiences
and networks on firm strategic behavior, including early internationaliza-
tion (Bloodgood et al. 1996, Westhead et al. 2001).

Likewise, adopting a resource-based view of the firm, Alvarez and
Busenitz (2001) stated that, especially in the case of start-ups or young
companies, entrepreneurs constitute the firm’s unique resources. This
uniqueness is mostly derived from the human and relational capital of these
individuals. Entrepreneurs may help create a critical level of firm-specific
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capabilities that allow their companies to be involved in international mar-
kets right from their inception.

Entrepreneurs’ human capital has been the subject of many empirical
studies. It includes founders’ educational background, career history, occu-
pational choices, and so on (Briiderl et al. 1992). Two of the most studied
sources of human capital are entrepreneurs’ level of education and previous
work experience. Regarding entrepreneurs’ educational background, it is
expected that formal education plays a key role in business performance.
In the context of early export behavior, a growing number of scholars have
identified a positive correlation between entrepreneurs’ educational level
and firm export behavior (Andersson and Wictor 2003, Westhead et al.
2001). Managing the complexity associated with an emerging international
firm requires a critical set of competencies, some of which are acquired
through education (McDougall et al. 1994, Manolova et al. 2002). In
addition, postgraduate studies often offer the opportunity for interna-
tional travel and/or contact with other cultures. Both of these elements can
improve entrepreneurs’ global mindset, knowledge of and familiarity with
foreign markets (Nummela et al. 2004).

Similarly, prior work experience among founders has been usually stud-
ied as a means of explaining firm behavior (Stuart and Abetti 1990). In par-
ticular, work experience has been shown to be a crucial “entrepreneurial
training,” through which entrepreneurs learn not only codified knowledge
but also implicit know-how regarding markets and the world of business—
key information that could not be fully acquired in another way.

In terms of the influence of entrepreneurs’ previous work experience on
their early export behavior, the empirical evidence is not conclusive (West-
head et al. 2001, Zou and Stan 1998). Regardless of the type of work expe-
rience, industry-specific knowledge is what really impacts firms’ export
behavior (Westhead et al. 2001). As these authors point out, entrepreneurs
who found a new company in the same industry as the one in which they
had previous experience have a more in-depth knowledge about the sector
and the technology. They also are better acquainted with suppliers and cus-
tomer needs, both in domestic and international markets, and so are better
prepared to identify market opportunities.

A singular case of previous work experience refers to those individuals
with previous entrepreneurial experience. Some scholars have demonstrated
that new businesses created by habitual entrepreneurs have distinct advan-
tages compared with ventures founded by novice entrepreneurs (Colombo
and Grilli 20085, Sapienza et al. 2006, Westhead and Wright 1998). In par-
ticular, previous entrepreneurial experience may enable entrepreneurs not
only to accumulate more specific and tacit knowledge about the market,
but also to develop more specific business networks, local as well as inter-
national. The positive influence of previous entrepreneurial experience on
export behavior has also been recently demonstrated by Jantunen et al.
(2008) and Nummela et al. (2005), among others.
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Human capital is accumulated in the course of people’s lives, so we also
consider entrepreneurs’ age as another important variable of human capi-
tal. At the simplest level, older entrepreneurs have generally had more time
to accumulate valuable human capital. In this vein, Westhead et al. (2001)
concluded that entrepreneurs’ age exerts a positive influence on export pro-
pensity. Aside from the supposedly positive effect of age on human capi-
tal accumulation, older entrepreneurs are expected to have more extensive
social and business networks. In sum, this enriched resource platform as
well as the considerable experience of older entrepreneurs may be of great
importance when it comes to international sales and marketing.

Finally, one’s human capital could be combined with others” human capi-
tal in building an entrepreneurial team, extending the concept of entrepre-
neurs’ human capital at the firm level. Businesses owned by teams have a
more diversified base of skills and other intangible resources, which allow
them to identify and exploit new opportunities in foreign markets (Westhead
et al. 2001). The number of partners contributes to the whole firm resource
platform, adding not only knowledge and experiences but also networks and
personal contacts. In addition, Cooper et al. (1994) pointed out that entre-
preneurial teams increase venture legitimacy, reducing some of the liabilities
associated with young ventures. Finally, entrepreneurial teams are also more
likely to have accumulated a broader base of financial resources.

Relational capital, on the other hand, could be defined as the number,
characteristics and content of all the external relationships established at
the firm level with other firms and institutions, or at the personal level,
with people outside the firm. Empirical evidence derived from case studies
has highlighted the importance of networks on export behavior. Sharma
and Blomstermo (2003) proposed three main reasons for the importance
of networks to the internationalization process. First, networks may pro-
vide access to information about foreign markets and may help identify
the needs of potential international customers. Second, networks may be
a useful way to find potential partners abroad. Finally, networks may help
identify new international business opportunities. In a subsequent publi-
cation, the same authors extended the aforementioned arguments, mak-
ing explicit other positive benefits from a knowledge-based view. Later on,
they also highlighted the importance of networks as a pervasive vehicle for
knowledge transfer (Sharma and Blomstermo 2003). Previous research also
demonstrates that new firms with extensive networks are able to interna-
tionalize earlier and more successfully than their competitors (e.g., Ander-
sson and Evangelista 2006, Coviello 2006, Knight and Cavusgil 1996,
Oviatt and McDougall 1995).

However, the positive effects of networks may be mediated by the nature of
such networks. Szarka (1990) divided networks into social and professional
ones. Social networks include not only family members but also all relatives,
friends and acquaintances with whom the entrepreneur relates primarily on
a social basis. In contrast, professional networks include all those individu-
als (institutions, suppliers, customers, etc.) with whom the relationship is
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primarily established at the business level. Empirical evidence showed that a
higher usage of professional networks is associated with better performance
(Ostgaard and Birley 1996). From a resource-based perspective, information,
knowledge and experience drawn from professional networks may generate
more firm-specific relational capital than social networks.

Conceptual Model

Based on the reviewed literature, we develop a conceptual model where the influ-
ence of human and relational capital on the likelihood of being an EIF is medi-
ated by environmental- and firm-specific attributes, as Figure 2.1 illustrates.

Based on a resource-based view of internationalization, it could be argued
that larger and older firms tend to have a more developed resource base and
hence a richer set of capabilities to deal with complex business conditions,
such as exports to a foreign market. Consequently, a positive relationship is
expected, although the empirical evidence is somewhat mixed (Bloodgood
et al. 1996, Zahra and George 2002, Zou and Stan 1998).

Regarding firm’s activity, past research on EIFs has traditionally focused
on high-tech or knowledge-based firms (Rialp et al. 2005, Zahra and George
2002). High-technology activities, either manufacturing or services, have been
“hot areas” not only for the emergence of new, dynamic ventures but also for
the creation of EIFs in particular. The shortening of product life cycles in
technology-based businesses usually requires a much faster rate of expansion.
Therefore, a quicker process of internationalization is also needed. We would
accordingly expect a higher proportion of EIFs in these particular sectors.

Regarding environmental conditions, previous research shows that the
attractiveness of the domestic markets—measured in terms of their rela-
tive size—may play a negative role in the emergence of EIFs (Fan and Phan
2007, Madsen and Servais 1997). Accordingly, new firms in smaller coun-
tries face more competitive pressure to enter international markets earlier in
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Figure 2.1 Conceptual model of this study.
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order to gain scale and specialization (Madsen and Servais 1997). In addi-
tion, firm location may also influence export orientation. Urban areas are
expected to have much more suitable, up-to-date infrastructure compared
to small provincial cities or rural areas. From a cultural perspective, large
urban areas are also expected to be more cosmopolitan than small towns.
People living in large cities may have more contact with individuals of dif-
ferent backgrounds, reducing the “cultural distance” between markets. All
these arguments would indicate that new firms located in large cities would
have a greater tendency to engage in export activities than their counter-
parts located in small provincial towns (Westhead et al. 2001).

RESEARCH DESIGN AND THE EMPIRICAL MODEL

Data Collection

Data for this study was obtained from the combination of two different
databases. The first derived from the research project Entrepreneurship in
Emerging Economies, developed by the Universidad Nacional de General
Sarmiento (Argentina), the Development Bank of Japan and the Inter-Ameri-
can Development Bank (Kantis et al. 2002). The second database was gener-
ated by the research project Developing Entrepreneurship, an initative of the
Universidad Nacional de General Sarmiento, the Inter-American Develop-
ment Bank and FUNDES International (Kantis et al. 2004). Both databases
include data on entrepreneurs’ backgrounds, firm characteristics and the ven-
ture creation process in eleven countries, seven in Latin America (Argentina,
Brazil, Peru, Mexico, Costa Rica, El Salvador and Chile) and four in South-
east Asia (Japan, Korea, Singapore and Taiwan). In total, more than 1,700
founders of young businesses were personally interviewed between 2001 and
2003 using a structured and standardized questionnaire.! After controlling
for missing cases and incomplete information, we ended up with a sample of
1,411 valid observations, of which 65 percent (919) were in Latin America
and 35 percent (492) were based in Southeast Asia.?

Description of the Variables and the Empirical Model

The dependent variable in this model is the likelihood of creating an EIF.
Researchers have usually defined this type of firms using two variables: (i)
the extent of the international activities, and (ii) the speed of international-
ization. Actually, one of the most referred operational definitions of an EIF
is a firm that exports more than 25 percent of its total sales within three
years of its inception (Knight and Cavusgil 1996).

Based on this empirical definition, we have developed a stricter definition
of an EIF that also takes into account two additional factors: (i) the regularity
of the export activity, and (ii) the growth in its importance over time. From
questionnaire response data we have information about each firm’s export
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behavior at three different time points: at the first year, at the third year of
operations, and at the time of the survey (which, on average, corresponded
to the firm’s eighth year). In light of the aforementioned comments about
the empirical definition of an EIF, and in trying to fully exploit our dataset,
we operationally define an EIF as a firm that has experienced some export
activity in the first year, has exported at least 25 percent of its sales by the
third year and has exported at least 50 percent of its sales by the year of the
survey (on average the eighth year). The 25 percent third-year cut-off value
could be interpreted as restrictive, but it has been widely adopted by several
studies. In contrast, the 50 percent cut-off value has less empirical support
in the literature. It was established in order to focus our study on those firms
that experience not only a sustainable export performance during their early
years, but also a relevant growth in its importance during this period.

As other studies have shown, EIFs—regardless of the specific operational
definition being used—only constitute a small percentage of all new firms
(Westhead et al. 2001). In this study, the proportion of EIFs, as identified
by our definition, is even lower; barely 4 percent of the total sample, with
some regional variability, as shown in Table 2.1.

Regarding the independent variables, we first consider the educational
level of the principal founder of the firm. This variable is evaluated using
a set of dummy variables, one for those who graduated with a university
degree, and the other for those who completed some level of postgraduate
study. The reference (omitted) category includes those entrepreneurs who
did not complete university-level study. Similarly, we include entrepreneurs’
industry-specific and entrepreneurial experience, both measured through
dichotomous variables. Finally, entrepreneurs’ age was considered, includ-
ing not only the age but also the square of this value to capture potential
non-linear relationships. Some recent qualitative research has suggested the
presence of such non-linear effects (Andersson and Evangelista 2006).

Concerning variables associated with relational capital, the size of the
entrepreneurial team was measured by the number of partners who were
involved in founding the business. To capture network size and profile, we
decided to build a dichotomous variable that equals 1 for firms with net-
works of more than eight people (and zero otherwise) provided that those
networks were predominantly of a commercial and institutional nature,
rather than purely social networks.’

Table 2.1 Regional Distribution of Early Internationalizing Firms in the Sample

Region EIFs Non-EIFs Total
%o %

Latin America 20 2.18 899 97.82 919

Southeast Asia 34 6.91 458 93.19 492

Total 54 3.83 1,357 96.17 1,411
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Regarding firm-specific variables, we decided to consider firm initial size
as a proxy of firm size due to the relative youth of the surveyed companies.*
Initial size was measured as the number of employees by the end of the
first year of operations. Firm age was measured as the difference between
the year of the survey and the year of founding. We also included a binary
variable that equaled 1 if the firm performed a knowledge-intensive activity
(software, internet-based businesses and applied electronics) and 0 if the
firm performed conventional manufacturing activities. Likewise, binary
variables were included to evaluate firm location (large metropolitan cities
= 1) and domestic market’s size (large countries = 1).°

A general description of the dependent, independent and control vari-
ables being used in this research can be found in Table 2.2.

Table 2.2 Descriptive Statistics of Dependent, Independent and Control Variables

by Region
Latin America Southeast Asia

Variables Mean Std. Dev.  Min. Max.  Mean Std. Dev. Min. Max.

Likelihood of 0.02  0.15 0 1 0.07  0.25 0 1
being an EIF

Independent variables

University 042  0.49 0 1 0.47  0.50 0 1
studies

Postgraduate 0.16 0.37 0 1 0.13 0.34 0 1
studies

Industry 0.60  0.49 0 1 0.69  0.46 0 1
experience

Entrepreneurial 0.40 0.49 0 1 0.18 0.39 0 1
experience

Entrepreneur’s 43.33 9.53 23 80 46.64 8.67 26 75
age

Entrepreneur’s 1,967.84 863.78 529 6,400 2,250.54 855.07 676 5,625
age squared

Team size 338 2356 2 64 3.60 337 2 51
Network size 0.08 0.27 0 1 0.0 0.22 0 1
& profile

Control variables

Initial size 11.00 17.50 1 204 11.67 17.14 1 161
Firm age 7.85 268 2 15 7.93 246 4 11
Sector 030 0.46 0 1 0.55 0.50 0 1
Location 0.70  0.46 0 1 0.75 043 0 1
Domestic 0.49  0.50 0 1 0.71 045 0 1

market’s size
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The empirical model to be tested was as follows:

Likelihood of creating an EIF /30 + ﬁ University studies + ﬁzPostgraduate
studies + ﬁ3Age + /3, Age + /a’ Industry experience + ﬁ Entrepreneurial experi-
ence +/a’Team +/38Network size and profile + £ ([)’ Control variable, )+ &

The relevance of sociocultural factors in shaplng entrepreneurlal deci-
sions is widely accepted. It has been largely demonstrated that sociocultural
as well as institutional variables may affect not only the decision to become
entrepreneur but also a new venture’s future success. Thus, in order to con-
sider the differentiating role of socio-cultural and institutional frameworks
in human and relational capital variables as well as in the likelihood of
EIF creation, we estimate two different models, one for each region (Latin
America and Southeast Asia).

The Estimation Method

The decision to create an EIF could be interpreted as the result of a binary
choice model. Accordingly, to identify the main factors affecting EIF cre-
ation, we can apply a logit regression model. However, using a standard
logit regression model in the presence of a dependent variable whose dis-
tribution tends to p, = 0 may lead to biased results due to an underestima-
tion of the parameters. In an attempt to resolve this difficulty, King and
Zeng (2001a, 2001b) developed a new method that corrects standard logit
model estimates for the presence of few positive responses (defined as “rare
events”) or small samples. The main difference between this method and
the standard logit is that it adjusts the regression at the observed mean
value, p.= 7.

Due to the fact that the proportion of EIFs in the sample data was nearly
4 percent on average, with a minimum in Latin America (2.18 percent) and
a maximum in Southeast Asia (6.91 percent), it seems appropriate to adopt
this Rare Events Logit Model. Despite this technical advantage, this kind of
model is rarely seen in the empirical literature—for some recent examples,
see Lafuente et al. (2007) or Wagner (2005).

Empirical Results

Table 3 shows the results of the models for each region. Overall, our results
show that entrepreneurs’ human and relational variables both affect the like-
lihood of EIF creation. The corresponding Wald tests for both models are
statistically significant, whereas the pseudo-R?values are on average around
23 percent. Regarding the goodness-of-fit of the models, the overall percent-
age of correctly classified observations is 78.78 percent for Latin America
and 74.39 percent for Southeast Asia. In particular, correctly classified per-
centages among EIFs are 85 percent and 76.47 percent, respectively.

We will comment first on the results concerning the influence of entrepre-
neurs’ human capital variables (see Table 2.3). Regarding the educational
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Table 2.3 Rare Events Logit Results for the Different Regions

Latin America Southeast Asia
Independent variables
University studies -0.01 (0.54) 0.81 (0.47)f
Postgraduate studies 1.26 (0.61)" 1.21 (0.59)°
Industry experience -0.89 (0.47)t 0.48 (0.46)
Entrepreneurial experience 0.45 (0.47) 0.85 (0.43)"
Entrepreneur’s age -0.37 (0.16)" 0.41 (0.20)"
Entrepreneur’s age squared 0.004 (0.002)" -0.005 (0.002)"
Team size 0.12 (0.03)"" -0.03 (0.04)
Network size & profile 1.35 (0. 60)° 0.21 (0.72)
Control variables
Firm size 0.01 (0.01) 0.01 (0.01)
Firm age 0.27 (0.09)" -0.10(0.08)
Sector -1.48 (0.74) -0.96 (0.43)
Localization 1.07 (1.02) 0.98 (0.56)1
Domestic market’s size -1.23 (0.67)f -2.08 (0.45)"
Intercept 2.01 (3.22) -12.61 (5.05)"
Log likelihood -71.49 -99.04
Wald (y?) 51.01 51.93
Pseudo-R? 0.26 0.20
Correctly predicted (EIF) 85.00% 76.47%
Correctly predicted (non-EIF) 78.64% 74.24%
Correctly predicted (full sample) 78.78% 74.39%
N observations 919 492

Notes: Robust standard errors are in parentheses. T if p < 0.10; * if p < 0.05; ** if p < 0.01;
% if p < 0.001.

level of the principal founder, our analysis reveals that in Latin America,
as well as in Southeast Asia, those firms whose entrepreneurs have more
formal education are more likely to become EIFs. This confirms the results
of previous research in more developed areas (Andersson and Wictor 2003,
Andersson and Evangelista 2006). In particular, both regions exhibit posi-
tive and statistically significant coefficients with respect to postgraduate
studies. Postgraduate studies may be considered as more than just addi-
tional specific knowledge to help business people to manage more complex
situations. In many cases, taking postgraduate courses would also involve
international travel and a closer exposure to other cultures and languages.
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This may lead entrepreneurs to increase their knowledge of foreign mar-
kets. Postgraduate studies may also contribute to enhance entrepreneurs’
international networks.

Regarding the influence of entrepreneurs’ industry knowledge on the
likelihood of creating an EIF, it appears to be negative in Latin America,
whereas in Southeast Asia there is no statistically significant relation-
ship, contradicting to some extent empirical evidence from other regions
(McDougall et al. 2003, Westhead et al. 2001). In Southeast Asia, a possible
explanation for this result could be that almost 70 percent of the surveyed
entrepreneurs started their businesses in the same industry as that in which
they were previously employed. Thus, having this industry-specific experi-
ence does not contribute to explaining the probability of creating an EIF. In
contrast, the less favorable entrepreneurship conditions in Latin American
companies lead to a very different scenario. It could be argued in this case
that the creation of a new business, especially one in a different sector, is a
manifestation of a higher level of skills and capabilities, an expected char-
acteristic of entrepreneurs that found EIFs. Alternatively, the fact that EIF’s
founders do not have industry-specific experience could indicate that these
EIF will not reproduce the same existing industrial structure. Thus, these
firms will contribute to diversification by incorporating new activities.

A different picture appears when considering the effect of past entrepre-
neurial experience. In this case, the Southeast Asian sample shows a posi-
tive and significant relationship between a founder’s prior entrepreneurial
experience and the probability of creating an EIF. In contrast, no signifi-
cant relationship was found in Latin America. This is consistent with the
evidence presented by Westhead et al. (2001). Again, some caution should
be used in interpreting this result due to the fact that the proportion of
habitual entrepreneurs in Southeast Asia (18 percent) is significantly lower
than in Latin America (40 percent).

In terms of entrepreneurs’ age, we found some interesting results. In both
regions, age plays a very significant role in determining the likelihood of
creating an EIF. However, the meaning of this effect largely varies by region.
In Latin America, we found evidence that suggested a non-linear U-shaped
relationship between the age of the principal founder and the likelihood
of creating an EIF. This confirmed the results of previous qualitative stud-
ies in other contexts (Andersson and Evangelista 2006). According to our
results, it seems that younger Latin American entrepreneurs (who may have
a global business vision, based upon more connections abroad and thus a
more internationally oriented profile) seem to be significantly more likely
to create an EIF (cf. Nummela et al. 2004). However, at the same time, the
accumulation of experiences, networks and resources that takes place as an
entrepreneur gets older also increases the probability of EIF creation.

In contrast, we found evidence in Southeast Asia of an inverted U-shaped
relationship, suggesting that entrepreneurs’ age, as a proxy of the human
capital accumulation process, exerts a positive influence on the probability
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of creating an EIF. However, this effect occurs only up to a certain age
limit, after which the probability starts to diminish. To some extent, this
result confirms empirical evidence regarding the importance that age and
experience might have in Asian cultures in general, and in the entrepreneur-
ial process in particular (Kantis et al. 2002, 2004).

Concerning the effect of entrepreneurs’ relational capital, we noted sta-
tistically significant correlations only in Latin America. As we expected,
the larger the founding team, the higher the probability of EIF creation.
Indeed, complementing the principal founder’s human capital with a num-
ber of partners with different skills, knowledge and experiences, contributes
significantly to a firm’s resource endowments. According to our conceptual
model, this should increase the likelihood of EIF creation. Similarly, those
firms with larger networks that are primarily professional in nature exhib-
ited a higher probability of being an EIF in this particular region. This
confirms that relational capital would actually complement human capital
in order to achieve earlier internationalization (Andersson and Evangelista
2006, Coviello 2006). Both results may reveal the existence of higher bar-
riers to international business growth in Latin America as compared with
other parts of the world. Therefore, the need to strengthen a firm’s resource
platform by incorporating additional partners and/or qualified networks
would be more pressing in these less favorable contexts than in other more
developed regions (Kantis et al. 2004).

Regarding control variables, a few points are worth mentioning. First, in
terms of firm-specific variables, only in the Latin American sample did we
find that firm age positively influences the likelihood of a company being
an EIF. Although firms in our sample are generally young, this result may
indicate a more gradual internationalization process in this region. On the
other hand, the absence of a significant relationship between a firm’s initial
size and the dependent variable is consistent with other empirical evidence
(Zahra and George 2002, Zou and Stan 1998).

Against our expectations, knowledge-based firms showed a lower prob-
ability of being EIFs in both regions. This result may to some extent contra-
dict previous empirical data. One possible explanation in the case of Latin
America would be related to some of the characteristics of knowledge-
based firms, namely software development companies (Kantis et al. 2004).
In most cases, these firms were mostly founded to provide local solutions
to domestic problems or to produce products that are highly customized to
the local customer, and which are therefore difficult to sell abroad. Alter-
natively, there might be an interaction between the size of the domestic
market and the specialization of EIFs as Madsen and Servais (1997) pro-
posed. Thus, in smaller countries, EIFs may produce many different goods,
whereas in larger countries EIFs may be more focused on high-technology
sectors.

Finally, we found evidence that suggested a negative influence of domes-
tic market size on the likelihood of creating an EIF in both regions. This
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confirmed our expectations and was consistent with the reviewed literature
(Fan and Phan 2007, Madsen and Servais 1997, Oviatt and McDougall
1999). In addition, the positive effect of large metropolitan cities was sig-
nificant only in the Southeast Asian sample.

However, the coefficients of a rare events logistic regression only indicate
the direction of the effect of each independent variable on the likelihood
of EIF creation. To measure the effects of certain variables on the overall
probability, we also estimated first differences (or attributable risks). First
differences are defined as the change in the probability as a function of a
specific change in a variable while all other variables are held constant at
their means (Lafuente et al., 2007). The results of the first differences for
those independent variables that were statistically significant at a 95 per-
cent confidence level are presented in Table 2.4.

From Table 2.4 it is clear that entrepreneurs’ age has the most significant
influence on the probability of creating an EIF in both regions, assuming
all other variables are held constant. In Latin America, as the age increases
from 25 to 35 years, the likelihood of founding an EIF decreases by almost

Table 2.4  First Differences of the Significant Independent Variables for the
Different Regions

Latin America % Southeast Asia %

Entrepreneur’s age (25-35 -57.01 0.00
years old)

Entrepreneur’s age (35-45 -17.15 2.11
years old)

Entrepreneur’s age (45-55 -0.01 54.50
years old)

Entrepreneur’s age (55-65 -0.00 32.39
years old)

Postgraduate studies 1.94 7.54

Entrepreneurial experience 4.41

Team size (2—4 members) 0.24

Team size (4—8 members) 0.69

Team size (8—16 members) 2.79

Network size & profile 2.48

Notes: First differences estimate the change in the probability due to a discrete change in the
variable. Therefore, to illustrate the effects of entrepreneur’s age and team size we chose differ-
ent intervals. In the case of binary variables, the first difference is the effect of a discrete change
from 0 to 1 in the variable. The standard error of the first differences is obtained by bootstrap-
ping. Thus, it may lead to different results for the same variable. Taking this into account, we
estimate the first differences several times for the same variable in order to test whether the
effect is statistically significant. All the coefficients included in the table are statistically signifi-
cant at the 95% confidence level. The rest are omitted.
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60 percent. When we look at the data for older entrepreneurs, the likeli-
hood of creating an EIF also diminishes, but at a decreasing rate. In con-
trast, in Southeast Asia the most significant effect of entrepreneurs’ age
on the probability of EIF creation is found between the ages of 45 and 35,
when the likelihood of creating an EIF increases by 54 percent.

In the case of Latin America, the probability of creating an EIF increased
by 2 percent if the founder had completed some postgraduate education,
as well as if he/she had a larger and more professionally oriented network.
Interestingly, team size shows a positive influence on the probability of EIF
creation, but this influence only starts becoming relevant when we consider
larger teams. For instance, in our Latin American sample, doubling the
number of partners from 8 to 16 increased the likelihood of creating an EIF
by 3 percent. Additionally, in the case of Southeast Asia, having completed
some postgraduate studies increased the likelihood of creating an EIF by 7
percent, whereas having previous entrepreneurial experience improved the
chances by 4 percent.

Concluding Remarks and Implications

This study aimed to analyze the influence of entrepreneurs’ human and
relational variables on the likelihood of creating an EIF, comparing two
different regions (Latin America and Southeast Asia). One of the key find-
ings of this work is that EIFs still represent only a limited proportion of
all firms, especially in Latin America. The lower level of internationaliza-
tion of firms—especially SMEs—along with higher barriers to growth and
export may explain the still limited proportion of EIFs in this region.

In terms of human capital variables, this study has found evidence for
their importance in EIF creation in both regions, confirming and extend-
ing empirical studies in this research field. However, significant contrasts
between the two investigated regions were identified. In the case of Latin
America, this study confirms the relevance of entrepreneurs’ education
level on the likelihood of EIF creation. In particular, having a postgraduate
degree appears to be positively associated with the probability of creating
an EIF. Interestingly, the most important factor is the age of the entrepre-
neur. Specifically, younger as well as more senior entrepreneurs may have a
higher likelihood of creating an EIF.

Entrepreneurs’ education level is also relevant in determining the prob-
ability of EIF creation in Southeast Asia. Equally important is previous
entrepreneurial experience. Unlike in Latin America, entrepreneurs’ age
exhibits a positive but non-linear correlation with EIF creation. In sum-
mary, in the case of Southeast Asia, the results of this study confirm the
importance of both generic human capital (education) and specific human
capital (experience) in EIF creation.

This study also reveals that particularly in Latin America, entrepreneurs
should complement and extend their human capital platform by incorpo-
rating additional partners into the entrepreneurial team. At the same time,
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they should work to develop larger and more professionally focused exter-
nal networks in order to better cope with an unsupportive environment
and gain a competitive advantage over other firms. We found evidence sup-
porting the idea that in less developed contexts human capital endowments
are necessary but not sufficient conditions to successfully create an EIF.
Less developed regions characterized by more adverse entrepreneurial busi-
ness conditions and, in particular, higher barriers to internationalization,
emphasize the importance of both human and relational capital in the early
internationalization process.

Some limitations of our study should be highlighted. Given the nature of
our database—originally designed to analyze factors that determine the emer-
gence of new ventures—some relevant variables were lacking. These include
the names of the foreign countries to which the firms had exported their prod-
ucts and information about entrepreneurs’ previous international experience.
Similarly, strategic as well as marketing issues could not be evaluated.

As a corollary, this study has some additional implications. First, in terms
of policy implications, this study reveals the importance of considering both
human and relational capital within the context of activities that foster the
emergence of EIFs. Training courses and networking activities that connect
entrepreneurs to international markets, potential partners and customer
needs are particularly relevant. In particular, in the case of Latin America,
this study identifies some important “seedbeds” of potential EIF founders,
such as young entrepreneurs and those who have some postgraduate educa-
tion. Finally, regarding implications for further research, it is important to
state that this research constitutes an initial effort to incorporate new evi-
dence about EIFs in under-explored regions, extending the coverage of less
developed countries in this field. Nevertheless, more research is needed. In
particular we propose that future work should incorporate evidence from
more countries not only in these investigated regions but also in other ones.
In addition, we would recommend exploration of other variables not cov-
ered by this study, such as firm’s strategic orientation (cf. Jantunen et al.
2008), or managers’ cognitive attributes, such as the attitude toward inter-
national competition and risk (cf. Acedo and Jones 2007).
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NOTES

1. Young firms were defined as those between 3 and 10 years of age. However,
in some countries we were forced to extend this general criterion and include
certain younger or older firms (but no older than 15 years of age). Neverthe-
less, 94 percent of the sample was between 3 and 10 years old.
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2. Unfortunately we do not have information about the foreign markets to
which firms were exporting, and are consequently not able to include this
dimension in our operational definition.

3. Pearson chi-square statistic between the size of the network and the simul-
taneous presence of both commercial and institutional ties is 0.682 (Latin
America) and 0.135 (Southeast Asia). Both values are statistically significant
at the 99 percent confidence level. The cut-off value of eight contacts was
confirmed by papers that report on empirical studies of firm growth (Greve
and Salaff, 2003).

4. In fact, there is a significant correlation between initial size and current size
(the size of the firm at the moment of the survey). The Pearson chi-square
statistic is 0.602 and is significant at the 99 percent confidence level.

5. A detail of all the areas that were defined as large metropolitan areas and
as small towns can be found in Kantis et al. (2002). For the calculation of
country size, we computed the total population and the GDP for each nation
and compared them with the regional average.
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3 The Board’s Influence on the
Internationalization Process in SMEs

Johanna Nisuls, Anette Soderquist
and Soren Kock

INTRODUCTION

The internationalization process involves both risks and challenges for the
company (Buckley 1997, 72). Some authors even consider internationaliza-
tion to be one of the most difficult strategies for a company to implement
(Ferndndez and Nieto 2005, 77). Bearing in mind that at the end of the day
the board of directors is responsible for the development and success of the
company (Lainema 2006, 21), the internationalization process is, or should
be, an important matter on the board’s agenda.

Overall, research on boards of directors has shown that boards can be
active or passive. Moreover, a well-functioning active board has been seen
as a resource for the company, as it becomes a forum for sharing knowledge
and experiences (Castaldi and Wortman 1984, 9, Stiles 2001, 647) as well
as an additional source of network contacts (Borch and Huse 1993, 23).
However, even though research on boards has increasingly focused on the
role of the board for the strategic development of companies (Carpenter
and Westphal 2001, 639), there is still a limited amount of research and
empirical evidence concerning the relationship between the board and the
internationalization process (Sanders and Carpenter 1998, 159, Sherman et
al. 1998, 32). Research on the relationship between boards and the inter-
nationalization process specifically in a SME context is even more scarce
(Zahra et al. 2007, 310).

The purpose of the study presented in this chapter is to analyze the influ-
ence of the board on the internationalization process in SMEs. Moreover,
the study seeks to explore through which board role or roles this potential
influence is expressed, that is, how the board takes part in the internation-
alization process. The study focuses on internationalization as a process
according to the definition by Johanson and Vahlne (2003, 98), that is,
internationalization is a continuous process where a company gradually
internationalizes by developing knowledge and by increasing the commit-
ment to both international markets and to new and existing members of the
company’s business network.
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The remainder of the chapter is structured as follows: the next two sec-
tions present a theoretical discussion, first on board roles in general, then
more specifically on boards in relation to internationalization. Then the
methodology is described and the empirical findings presented and dis-
cussed. Finally, conclusions of the study are drawn.

THE ROLES OF THE BOARD

Previous research on the roles of the board has identified three specific
board roles, namely a control role, a service role and a strategic role
(Zahra and Pearce 1989, 303). The control role is based upon the board’s
responsibilities to guard the interests of the shareholders by controlling
and supervising the management. The control role originates from the
agency theory; its purpose is to minimize the risk of agency costs appear-
ing when the management governs the company according to their own
interests and not according to the interests of the shareholders (Fama and
Jensen 1983, 311). Board tasks related to this role are, for example, to
appoint and dismiss the CEO and to supervise and control as well as to
evaluate and reward the management (Pearce and Zahra 1992, 413). The
service role implies that the board’s task is to give advice and guidance
to the management (Forbes and Milliken 1999, 492, Johnson et al. 1996,
411). According to Pearce and Zahra (1992, 412), this role also includes
the board’s tasks, for example, to take part in various activities within
the company, to represent the company and to establish contacts with the
external environment. These service tasks represent various advantages
to the company. The strategic role focuses on the board’s participation in
the strategic process of the company, for example, defining and develop-
ing the business plans and mission of the company (Pearce and Zahra
1992, 412). However, Ingley and Van der Walt (2001, 176) stress the fact
that different points of view can be found regarding which tasks ought to
be linked to this board role. On one hand, there are those who consider
the board’s strategic role to merely be about approving, supervising and
inspecting different strategies and, on the other, there are those who con-
sider it to be also the board’s responsibility to take part in developing and
defining goals, values and principles for these strategies.

Arguments exist against the categorization of the board’s roles made
by Zahra and Pearce (1989). Hillman and Dalziel (2003, 386) consider it
relevant to focus on only two board roles, that is, the control role and the
resource-based role, since the latter includes both the service role and the
strategic role. Forbes and Milliken (1999, 492) also emphasize two main
board roles; the control role and the service role. These have also been
applied by Gabrielsson and Winlund (2000, 314-315). According to this
division, the tasks associated with the strategic role of the board are divided
into the control role and the service role depending on the characteristics
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of each task. Van den Heuvel et al. (2006, 479) also apply these two board
roles. However, in their case the service role is composed of the resource
dependence role, the strategic role and the service role. Considering this
discussion, it is more or less a question of interpretation as to what the roles
of the board are. This chapter will, however, follow Zahra’s and Pearce’s
(1989) categorization of three board roles. These board roles were identified
by collecting research material from a period of 25 years, giving Zahra’s
and Pearce’s (1989) research a strong scientific base.

THE BOARD AND THE
INTERNATIONALIZATION PROCESS

The importance of the board in the internationalization process in SMEs
can be argued to depend to a large extent on the companies’ need for both
tangible and intangible resources. Westhead et al. (2001, 341) state, for
example, that if the company does not have enough international knowledge
this can prevent the internationalization process, however, valuable infor-
mation, knowledge and resources for this process can instead be acquired
through external advisors. Reuber and Fischer (1997, 807) also argue that
the lack of resources and knowledge is not necessarily a disadvantage for
the company as long as the company develops different methods in order
to obtain these resources. The authors focus on the international experi-
ence of the management as a possible resource for international knowledge.
However, the board could also, either instead of or in addition to the man-
agement, be a source of international resources and experience for the com-
pany. Moreover Zahra et al. (2007, 324) conclude that in addition to the
control role of the board, which is important in order for the management
to develop various knowledge-based resources required for the company to
be able to survive and succeed on the international market, the board also
needs to support the management in this task by sharing expertise, experi-
ences and relations.

According to Zahra et al. (2007, 324), the board can be a valuable
resource for SMEs in the internationalization process through their exter-
nal board members. These external board members might have different
international experiences, and thus, they can give advice and inform the
company about both risks and opportunities associated with the interna-
tionalization process. Sanders and Carpenter (1998, 171) also found a posi-
tive correlation between the number of external board members and the
company’s internationalization. Pearce and Zahra (1992, 412) state that
external board members are in fact selected based upon their expertise,
name and experience. External members are generally considered to have
an important impact on the company’s ability to create and implement new
strategies (Sherman et al. 1998, 45). Furthermore, the empirical results of
Brunninge et al. (2007, 304) reveal that external board members bring a
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variety of knowledge, relationships and legitimacy to the company. These
factors are considered important in order for SMEs with a concentrated
ownership structure to achieve strategic change in the company. However,
in contradiction to the results above, there is also empirical evidence indi-
cating a positive relation between the number of internal board members
and the company’s internationalization. Sherman et al. (1998, 44-46)
found that internal board members are to a greater extent actively taking
part in strategic decision making when the company is experiencing uncer-
tainty, due to the fact that the internal board members tend to be more
familiar with the company and can therefore more rapidly reach a decision
regarding strategy.

Another aspect to take into consideration is the fact that the purpose
of internationalization within the company is often growth (Czinkota and
Ronkainen 2007, 238, Hollensen 2004, 32, Leonidou et al. 2007, 740).
There are researchers who argue that companies in the growth phase tend
to choose their board members based upon the resources they need to
acquire (Lynall et al. 2003, 423). Huse (2007, 111) also emphasizes that in
the growth phase the main task of the board is to give advice and to sup-
port the company. In SMEs the board’s service role and strategic role are
in general argued to be of greater importance (Brunninge et al. 2007, 299,
Daily and Dalton 1993, 75, Huse 20035, 46, Van den Heuvel et al. 2006,
479). However, there is no previous empirical evidence of differences in
importance regarding the control role, the service role and the strategic role
in the internationalization process in SMEs.

Figure 3.1 illustrates the central aspects regarding the board’s influence
on internationalization based on the theoretical discussion.

Passive strategic decision-making Active strategic decision-making
The board has no influence on the The board has influence on the
internationalization process internationalization process
|
v v v
Control role Service role Strategic role
= Supervise and control *»  Give advice and » Define and develop
the management guidance the company's
=  Evaluate and reward = Take part in activities of business plans and
the management the company mission
= Appoint and dismiss * Represent the company * Develop, select and
the CEO = Establish contacts with implement strategies
the external environment

v

The company’s
internationalization

Figure 3.1 Overview of the board’s influence on the internationalization process.
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The board’s activity in the internationalization process can vary from
passive to active regarding its participation in strategic decision making.
Active strategic decision making implies that the board is involved on
a deeper level. Even though the level of activity can vary, this perspec-
tive indicates that if the board takes an active role in strategic decision
making, the board has an influence on the internationalization process.
Consequently, the board’s influence on the internationalization process
results in three board roles, namely the control role, the service role and
the strategic role.

METHODOLOGY

A qualitative research method has been applied to study the influence of the
board on the internationalization process in SMEs. The advantage of using
a qualitative method is that a comprehensive picture of the phenomenon
can be achieved; at the same time the opinions, attitudes and thoughts
of each and every informant can be analyzed. In addition this research
method is characterized by a large flexibility as well as an interactive pro-
cess with the informants (Holme and Solvang 1997, 79-80, Jacobsen 2002,
142-143). Also due to the fact that the present study concentrates on the
board members’ experiences and opinions, which cannot easily be quanti-
fied, a qualitative method is more favorable. Furthermore, multiple case
studies were conducted in four SMEs altogether, which is in line with the
recommendations of Eisenhardt (1989, 545). Various aspects speak in favor
of using case studies. For example, according to Dubois and Gadde (2002,
554) “The interaction between a phenomenon and its context is best under-
stood through in-depth case studies.” Moreover, case studies are character-
ized by in-depth analysis of a specific research object (Ghauri 2004, 109),
and this approach is favorable to apply when there is a limited amount of
previous empirical evidence to build one’s theories on (Eisenhardt 1989,
548-549). The empirical material has been mainly collected through indi-
vidual semi-structured interviews with the majority of the board members
in the four case companies. However, here it is important to bear mind
that in SMEs the roles of the owners, the managers and the board members
tend to correlate with each other (Lainema 2006, 143). Due to the scope of
the chapter, the analysis will focus only on the influence of the board and
the board members on the internationalization process; in cases where the
informants had multiple roles they were asked to focus on the role of board
member during the interviews.

The case selection procedure is based on theoretical sampling (Eisen-
hardt 1989, 537), given that the purpose of the study is not to attain statisti-
cally representative material, but to increase and deepen our knowledge on
a relatively unexplored topic. Consequently, the cases have been carefully
chosen based on the questions that we aimed to answer (cf. Eisenhardt
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1989, 537). Potential case companies were selected from a data set previ-
ously collected from boards of small Finnish companies. The selection was
made in accordance with the following criteria. First, the study focuses on
companies with active boards alone, as passive boards tend not to have
any board tasks and consequently no influence on the internationaliza-
tion process. Active refers to the fact that all boards in the study take part
in the strategic processes of the firm. Some differences in activity can be
found between the companies, but based on the high level of commitment
and ability to influence expressed by all board members interviewed, the
boards are considered as active and thus having the possibility to influence
the internationalization process. Second, the companies taking part in the
study were required to have international activities and third, fit within the
definition of SMEs by the European Commission (2005, 14).

Company A was founded in 1983. The company has 34 employees and
a turnover in 2007 of €14.7 million. This is a web-based company spe-
cialized in developing and marketing skincare products. The company has
subsidiaries in Sweden, Estonia and Russia, and since 2006 the company’s
products have been available to all countries within the European Union.
Additional international activities consist of international suppliers and
production in different countries in Europe as well as sales through agents.
The board in company A consists of two full members, joint owners of the
company, who were both interviewed. Two deputy members are also part
of the board; one of these, who is both owner and employee of the com-
pany, was also interviewed.

Company B has 16 employees and a turnover in 2007 of €2.5 million.
The company was established in 2003 when the CEO bought a company
which was manufacturing components for bicycles. Today the company
manufactures bicycle components as well as sliding door profiles and pro-
files for industry. To this point it is only the bicycle component business
that has been internationalized, components being exported to Denmark,
Sweden and Hungary. However, within the near future the plans are to
internationalize the profiling business as well, and the company’s strategic
goal is to become one of the leading manufacturers in Europe within this
business area. The board was founded in 2003 and has all in all four mem-
bers, of whom three are external members, who have neither ownership
nor employment in the company. The fourth member is the owner of the
company. All four board members took part in the study.

Company C produces bakery products. The company was founded
in 1939. Nowadays the company has 29 employees and a turnover in
2007 of €4 million. This company started its international activities in
the 1960s through the import of machinery, raw materials and pastry
products. However, it was not until 2000 that the company actively
started internationalizing by exporting its products. At the moment the
company’s products are exported to Sweden, Denmark and England. The
company has also recently started to develop new products and niches
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for international business. The board in company C was founded in 2005
after a company succession. The board has four internal members, three
of whom participated in this study.

Company D was founded in 1956 and specializes in logistic services.
The company has 45 employees and a turnover in 2007 of €10.2 million.
The first international transport service took place in 1989, and today the
company transports goods between Finland and the following countries:
Germany, the Benelux countries, Austria, Italy, France, Poland, the Czech
Republic, Slovakia, Hungary as well as the Baltic countries. International
transports represent 97 percent of the business. In 2007 the company also
established a subsidiary in Poland. An active board with external board
members had been a vision of the owners for many years, and in 2000
when the company became a joint-stock company, this vision was realized.
There have been several different compositions of the board over the years,
with the external board chairpersons and members mainly being chosen
from larger family companies. Two of the three board members who were
part of the board during the internationalization process have been inter-
viewed for this study. One of these two board members is internal and the
other is external.

FINDINGS

The key findings of the case studies are illustrated in Table 3.1. The table
consists of an overview of the composition of the four boards, the main
board tasks in the internationalization process, a simplified decision-making
process related to the internationalization process, and the overall influence
of the board on the internationalization process found in the companies.

The companies in this study are managed by the CEO alone or together
with a small management group. Consequently, there is a limited amount
of human capital when considering the number of people managing the
company and making the strategic decisions. Previous research also shows
that SMEs generally have a limited amount of resources especially intangi-
ble ones (Buckley 1997, 72, George et al. 2005, 211, Huse 2007, 109, Reu-
ber and Fisher 1997, 808). Furthermore, in SMEs the internationalization
process tends to depend on the experience and knowledge of one person
(Holmlund and Kock 1998, 51), and due to the fact that internationaliza-
tion is a demanding process when analyzed from a knowledge perspective
this process can be of great risk for the company without such knowledge
(Buckley 1997, 72).

Various risks and challenges related to the internationalization pro-
cess were brought up during the interviews. Some informants said that
there may be decisions related to internationalization that can even over-
turn the business if they turn out unsuccessful. Further analysis shows
that the international experience of the management at the beginning of
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the internationalization process has been limited in all four companies.
Instead, this experience has developed during the internationalization pro-
cess. However, in spite of limited experience, the management teams have
always been very optimistic and positive towards internationalization of
the companies. One of the informants said, for example, that internation-
alization has never felt unfamiliar, even though the management lacked
previous experience and knowledge when making international decisions.

Within the companies the CEO, in some cases together with the man-
agement, mainly takes the initiatives related to the internationalization pro-
cess. Thus, the results are in line with Czinkota and Ronkainen (2007, 286)
and Hollensen (2004, 38) who state that the CEO tends to be the initiator
of internationalization in SMEs. However, even though the board members
are not the main initiators, they feel, on the whole, that they influence the
internationalization process.

The Roles of the Four Boards in the Internationalization Process

The board’s influence on the internationalization process in terms of board
roles is in general quite similar within the four companies. An important
board task related to the internationalization process mentioned by infor-
mants in all four companies is to evaluate various international ideas and
proposals brought up by the management. This implies that different inter-
nationally related opportunities, alternatives, potential consequences and
scenarios are discussed and evaluated by the board members. It was pointed
out by several informants that when the management alone develops strat-
egies, certain aspects that need to be taken into consideration might be
forgotten. Two other tasks partly related to the one mentioned above are to
evaluate aspects from different points of view, which was emphasized by
all companies in the study, and to bring insights from various perspectives,
which was particularly relevant in companies with external members who
are not involved in the everyday activities. Through these board tasks the
companies want to evaluate the internationalization ideas and strategies
in order to see if they can survive on an international market and what
the possible outcomes might be. In companies A, B and D, where exter-
nal board members are found, the board is considered a valuable resource
in the evaluation of strategies from an external perspective, as they pos-
sess experiences and knowledge from other companies and situations. For
example, in company B, where all board members apart from the CEO are
external, a crucial task of the external board members is to critically evalu-
ate international opportunities and strategies. One of the board members
stressed that the external members’ participation in the development of
international strategies reduces the risks;

It feels safer to develop these strategies together; the risks of hitting a
mine somewhere along the way are reduced, though some mines will
always be hit, but the effects on the company will be smaller, so to say.
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The informants in company B also experienced that by engaging the
board in the internationalization process and by avoiding knowledge about
the company being tied to only one person, a certain level of safety can
be obtained. The board members in company D also stressed the fact that
management tends to look at the international aspects from a too positive
point of view and consequently forget the negative aspects and risks, and
therefore the external board members’ knowledge and experience can be
very valuable when included in the internationalization process.

The companies analyzed consult their boards in the decisions and strate-
gies related to the internationalization process. When the board is consulted
the task of its members is to give advice and to share their experiences
and knowledge and to be a sparring partner for the management. In addi-
tion, in all four companies it is considered important for the board to share
both national and international contacts that can be of help in the inter-
nationalization process, which corresponds to the results of Holmlund and
Kock (1998, 59) regarding the importance of social networks in the inter-
nationalization process in SMEs. For example, in company A the chairman
emphasized the importance of contacts and references by describing the
internationalization process in the board as follows:

Usually this kind of establishment begins by going through the con-
tacts of the board members, that is, what kind of people the members
know, as well as the impressions and impulses of the board members,
and the board also goes through various scenarios in order to get a grip
on the process.

In three of the companies (A, B and C) operative tasks performed by
the board members related to internationalization could be observed. The
whole board or some specific members had, for example, visited potential
markets, customers or trade fairs together with the management.

In addition to these, some more company-specific board tasks were also
identified. In company B it was pointed out that the feedback of the board
members can be of value for the internationalization of the company. The
external members can, for example, find international opportunities for
the company when they, as CEOs in their own companies, are doing busi-
ness internationally. An interesting point that came up in company B was
that the CEO at an early stage had the ambition to internationalize the
profiling business of the company. However, the board advised the CEO
against this, in order for the company to first develop its activities on the
national market as well as establish a portfolio of products. The task of
the board in this situation was in fact to hold back the international ambi-
tions of the CEO. This example supports Lainema’s (2006, 66) theories
that the entrepreneur’s board members sometimes need to tone down the
ambitions and goals of the CEO. This can also be seen as a strategic role
of the board related to the internationalization process. In company A, the
tasks of the board in the internationalization process were also to gather
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information and external opinions as well as to follow the development
of international markets and to decide on the amount of resources to put
into the internationalization strategy. Furthermore, the CEO of company
D mentioned that the board has stimulated new ways of thinking regarding
future international strategies. Last but not least, two of the companies (A
and D) also identified the board’s task as being to follow up on the interna-
tional strategies chosen.

The board tasks above can either be related to the service role or the
strategic role defined by Pearce and Zahra (1992, 412). Thus, the boards in
our study have tasks that are to varying extents related to the service role,
such as giving advice and guidance, taking part in the company’s functions,
establishing contacts and links to the external environment and represent-
ing the company in the internationalization process. Moreover, three of
the boards (A, B and D) are involved in the internationalization strategies
at an early stage. The board’s strategic tasks are then first and foremost to
evaluate the presented ideas. The board also takes part in developing these
strategies by giving advice, sharing knowledge and experiences. All in all
the board’s involvement in the strategic role is based upon an interaction
where the board is consulted during the development and implementation
of the international strategies. However, in company C the board mainly
approves the international strategies developed by the management.

Keeping in mind the arguments of Huse (2007, 242), which are based on
the theories of McNulty and Pettigrew (1999, 55), the board should partici-
pate during the strategic development process in order to be able to actually
influence the strategies. The question is therefore if this behavior in com-
pany C can be classified as a strategic role of the board. On the other hand,
the results show that this board is responsible for drawing up the general
outlines for the company, according to which the management develops
internationalization strategies, which still indicates a strategic involvement
by the board. Furthermore, according to the results, none of the boards
take part to any larger extent in the actual implementation of the strate-
gies, since this is considered to be the role of management. Lastly, in two
companies (A and D) the informants emphasized the boards’ task to follow
up on the internationalization strategies after their implementation which
can also be considered as a strategic role of the board.

An interesting aspect, which also confirms the importance of and the
expectations on the service role and the strategic role of the board in the
internationalization process are some of the motives behind the selection of
the external board members. As mentioned previously, external members
tend to be elected to the board based on their expertise, name and experi-
ence (Pearce and Zahra 1992, 412). This is also the case in companies A,
B and D when analyzing their selection of external members, implying the
expectations on the board as a source of tangible and intangible resources
in the internationalization process. Company A had, for example, at one
stage of the internationalization, an international board, consisting of
two Danish board members along with the two owners. Through these
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members the company gained international knowledge and valuable inter-
national networks and contacts as well as “a general fearlessness towards
new international markets.”

These results can be related to the arguments of George et al. (20035,
228) that the CEO’s propensity to take risks tends to decrease when there
are external owners taking part in board activities and strategic decision
making in SMEs. Also, in company B, the owner has taken international
experience into consideration when selecting the external board members
in order to compensate for his own lack of experience. In company D, the
owners have selected the external board members mainly based upon their
experience of financial questions, leadership and growth in companies.

The Varying Influence of the Four Boards
on the Internationalization Process

Further analysis of the results shows that the motives for including the
board in the internationalization process and the expectations on the board
in the decision-making process differ to some extent between the compa-
nies. In companies B and D where external members are found, the board’s
supporting functions as a sparring partner, as a discussion forum and as an
external observer are stressed. However, the board as a decision-making
institution is of less importance. One of the board members in company B
said, for example, that the role of the board is more about “discussions than
concrete decisions.” In company D, the informants described the decision-
making process in the following way: the management first presents inter-
national strategies to the board, then the board discusses and evaluates the
strategies and thereby approves them, and thereafter leaves the final deci-
sion making to the management.

In company C, the chairman of the board expressed his thoughts on the
board’s influence on internationalization strategies in this way:

Of course the board has an influence; I do not believe that the manage-
ment would go through with something without discussing it here first,
considering that there are always two alternatives — one that is better
and one that is worse.

In this company, internationalization strategies are presented to the
board in order to keep them informed and assure that all the board mem-
bers are on the same page. The board members have the opportunity to
object to the strategies and consequently take part in the decision-making
process. What needs to be taken into consideration, though, is that the
board in this case very seldom objects to the decisions presented by man-
agement. The board works as a forum of discussion and then the sales
department decides on which international customers to concentrate on,
etc. During the interviews, two of the board members expressed a wish for
a higher level of overall activity, as well as the ability for the board to take
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initiatives regarding internationalization. The informants would also like
the board to have a stronger involvement in decision making regarding the
amount of resources and time to invest in internationalization. Thus, board
tasks based on both an advisory role and a decision-making role linked
to internationalization could be identified in company C, although not as
clearly as in the other companies in the study.

Company A can be found somewhere in between companies B and D, on
one hand, and company C on the other hand, when analyzing the motives
behind the board’s participation in the internationalization process. Inter-
nationalization strategies are discussed among the board members in order
to act as a sparring partner, but also because strategies are the responsibil-
ity of the board and the members ought to be on the same page regarding
these strategies and decisions. One informant said, for example, that “once
a decision is made by the board, this is the way it is and the decision is to
be implemented.” In company A the board as a group acts on the decisions
related to internationalization. In one interview it was said that “we trust
the experience and knowledge of the chairman very much, and if the chair-
man is doubtful and reluctant about the strategies then we all, including the
CEO, listen to him.” These two statements emphasize the board’s role in
taking strategic decisions, and also the board’s advisory role.

Based on the results of this study, the board’s influence on the interna-
tionalization process is captured in a strategic role and a service role (see
Figure 3.2). Overall the service role includes the way in which the board
functions as a sparring partner by giving advice and guidance based on the

Active strategic decision-making
=> The board has an influence on
the internationalization process

A 4 A 4
Service role Strategic role
= Serve as a sparring partner = Give = Prepare and develop internationalization
advice and guidance based upon the strategies together with the management
knowledge and experiences of the (A,B&D)
members (A, B, C&D) = Serve as a sparring partner in the
= Evaluate ideas with "external eyes” (A, B development of strategies (A, B, C & D)
&D) = Evaluate and critically examine various
= Provide new points of view (A B, C &D) international alternatives (A, B, C & D)
* Represent the company (A, B & C) *  Follow up on implemented strategies (A
= Establish contacts and share existing &D)
national and international contacts (A, B,
C&D)
T T
A 4 A 4
The intemationalization process The intemationalization process
The board gives advice and the The board gives advice and decides and
management decides and executes (B & D) the management executes (A & C)

Figure 3.2 Overview of the results on board roles in the internationalization pro-
cess in SMEs.
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knowledge and experiences of the members, as well as the board’s func-
tion to evaluate the questions, ideas and proposals brought to the board by
the CEO or the management team with external eyes. The board should
provide the management with new points of view and look at matters from
various perspectives. In addition, the national and international contacts of
the board members were highlighted in all four companies. The strategic
role of the board is formed by the board’s task to prepare and develop inter-
nationalization strategies together with the management. These occur to a
large extent through the board’s function as a sparring partner. Another
important strategic task is to evaluate and critically examine the strategic
initiatives and alternatives brought up on the agenda by the management.
In two of the companies the board members also stress the board’s task to
follow up on implemented strategies.

According to the results of this study, the board actively takes part in
the internationalization process of the company and decides on the outlines
of the internationalization. However, whether actual decisions regarding
international activities are taken by the board or the management team dif-
fers from one company to another.

CONCLUSIONS

The analysis of the four case companies shows that the board influences the
internationalization process in various ways as well as to varying extents
in SMEs. Overall the roles of the board in the internationalization process
identified in this study are to a large extent related to supporting functions.
This implies that in SMEs the initiative to internationalize and the plans
regarding how to develop international activities do not tend to come from
the board, but from the CEO, either alone or with the management team.
However, the board seems to play an important supporting role in evaluat-
ing the plans, contributing with their insights, and sometimes even slow-
ing down the ambitions of the CEO. Moreover, the results show that the
management actively strives to reduce the risks associated with the inter-
nationalization process by consulting and using the board as a sparring
partner in strategic decision making. As one of the chairmen said “the more
experience there is in the board, the fewer mines will be hit.” By including
the board in the internationalization process, the knowledge, experience,
contacts and perspectives available will increase significantly and, thus, the
board plays a significant role in increasing the intangible capital available
to the company.

The influence of the board in terms of the board’s involvement in the
strategic decision-making process related to internationalization differs
somewhat between the cases. In one group of companies the board per-
formed both an advisory and a decision-making role, while in the other
group of companies the board’s advisory role was emphasized, leaving
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the management with both the final decision making and the execution
of the strategies. Another interesting aspect found in the analysis is that
even though the external board members do not have any ownership, the
opinions of these board members are taken into consideration and these
members have a real ability to influence the strategic development of the
company through their advisory role. As such, the results reveal that the
influence of the board on the internationalization process can be equally
significant when based on an advisory role as when based on direct partici-
pation in strategic decision making.

All in all, the findings of this study show that the board in SMEs mainly
has two roles related to the internationalization process: a service role and a
strategic role. Furthermore, the results show that the control role is more or
less insignificant in the internationalization process in SMEs, which partly
can be explained by the fact that the control role generally tends to be of less
significance in SMEs due to concentrated ownership. Last but not least, this
study highlights first of all the value of having an active board taking part
in the internationalization process, and second the importance of analyzing
the board of directors in order to be able to fully understand the strategic
decisions and choices made in the internationalization process of SMEs.
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4 International Growth Orientation of
SME Managers and Entrepreneurs

A Three-Year Follow-up Study

Arto Kuuluvainen and
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INTRODUCTION

According to numerous authors, the success of a venture in international
markets is often related to the entrepreneur’s or manager’s orientations
and intentions towards risk-taking and internationalization (Zahra and
Covin 1995, Cliff 1998, Leonidou et al. 1998, Zahra and Garvis 2000,
Harveston et al. 2002, Wiklund and Shepherd 2005, Hutchinson et al.
2006). Their innovative and proactive risk-taking behavior (Lumpkin and
Dess 1996) is often influenced by prior experience, such as travel, hav-
ing been born abroad, an international education or work background,
access to global networks, or foreign language skills (Aaby and Slater
1989, Coviello and Munro 1997, Madsen and Servais 1997, Welch and
Welch 1996).

In SMEs, many company issues are connected to the personality of the
owner or founder. This is due to the fact that SMEs are often quite unhierar-
chical organizations and the entrepreneur can choose not to delegate power
(see, e.g., Steinmetz 1969, Hanks et al. 1993) and can structure and organize
the firm on the basis of personal preferences. The individual’s or the entre-
preneur/manager team’s ambitions, beliefs, attitudes, capabilities and agenda
have a major influence on the direction in which a small firm will develop
(Miles and Snow 1978, Stuart and Abetti 1990,rDyke et al. 1992, Cliff 1998,
Glancey 1998, McGaughey et al. 1997, Valliere 2006). Therefore, the man-
agement skills, education and experience of the entrepreneur are considered
to be among the key determinants of internationalization and growth (Col-
linson and Houlden 2005, Packham et al. 2005, Loane et al. 2007). These
findings are supported by Sadler-Smith et al. (2003), who found a statistical
link between entrepreneurial style (Covin and Slevin 1988) and fast growth,
and by Zahra and Garvis (2000), who found that entrepreneurial activities
and orientation are important prerequisites for successful foreign market
expansion. Earlier research has also indicated a relationship between strate-
gic orientations and the markers of a company’s international performance,
such as international growth (Jantunen et al. 2008).
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In strategic decision making, the personality of the entrepreneur or man-
ager, together with the external business environment and the enterprise
characteristics, influences the attitudes and goals of the leader and the enter-
prise (Knight 2001, Jantunen et al. 2008). These factors together shape the
orientations and intentions of the enterprise, e.g. the ability to take risks,
innovate (Wiklund 1998, Valliere 2006) and be proactive (Knight 2001,
Lee et al. 2001).! The nature and execution of the strategies, which include
international growth, derive from these orientations and intentions (Num-
mela et al. 2004). In this study, success in international markets is defined
in terms of international growth, and hence the purpose of this article is to
study the possible changes in the international growth orientation (IGO) of
Finnish SMEs that have or have not grown during 2004-2007.

INTERNATIONAL GROWTH
ORIENTATION AND INTENTION

Existing literature dealing with SME behavior has studied many different
kinds of orientations and intentions when trying to explain the decisions
and moves enterprises make. Studies have focused on strategic orientation
(Miles and Snow 1978, Stevenson and Jarillo 1990), market orientation
(Kohli and Jaworski 1990, Narver and Slater 1990), foreign market orien-
tation (Dichtl et al. 1984), entrepreneurial orientation (Lumpkin and Dess
1996, Wiklund 1998, Lee and Peterson 2000), entrepreneurial intentions
(Orser et al. 1998, Hmieleski and Corbett 2006), achievement orientation
(Crockett and Lowenthal 2007), international entrepreneurial orientation
(Knight 2001), international growth orientation (IGO) (Nummela et al
20095), international orientation (Dichtl et al. 1984), growth orientation
(GO) (Stevenson and Jarillo 1990, Packham et al. 2005), growth inten-
tions (Orser et al. 1998), on innovative strategic orientation (Wiklund
1998), entrepreneurial mindset (McGrath and MacMillan 2000) and the
global mindset (Nummela et al., 2004).

It is generally understood that the attitudes and beliefs of entrepreneurs and
managers toward SME development help to shape their orientations and inten-
tions (Fishbein and Ajzen 1975, Roux 1987, Cliff 1998, Valliere 2006). Some
authors have also discussed the motives behind the orientations and intentions
(Dichtl et al. 1984, Orser et al. 1998, Matlay and Mitra 2004). According to
several authors (Bartlett and Ghoshal 1989, Barkema and Vermeulen 1998,
Barney 2002, Jantunen et al. 2008), long-term international success is depen-
dent on firms having an international orientation. In this study, the focus is on
the international growth orientations and intentions of SMEs.

Theoretically speaking, general growth orientation (GO) and IGO are
separate concepts (Nummela et al. 2005). For example, McDougall and
Oviatt (1996) state that international growth and enterprise growth do not
necessarily correlate positively. In addition, it is important to bear in mind
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that while some of the driving forces behind growth may be the same, inter-
national growth presents exceptional challenges to an enterprise, which
differ from the challenges of growth in the home market (see, e.g., Reuber
and Fischer 2002, Heinonen et al. 2006). In relation to this, McGaughey et
al. (1997) found that the majority of traditional manufacturing SMEs had
been operating and growing in the domestic market for over 25 years before
internationalizing. This suggests that the foreign expansion of some SMEs
is different from the foreign expansion that takes place in born globals (see,
e.g., Madsen and Servais 1997, Jantunen et al. 2008).

Despite the fact that GO and IGO are separate, though overlapping,
concepts, their differences have not been fully outlined (Heinonen et al.
2004, Jantunen et al. 2008). This may partly explain why earlier results
have been contradictory and difficult to understand. For example, when
Davidsson et al. (2002) studied Swedish SMEs, they found that enterprises
with foreign subsidiaries grew more slowly than others. In fact, researchers
themselves noted that the results were difficult to explain. One explanation
might be that the phenomenon was observed on too general a level, so the
joint effect of the different types of growth gave a partially distorted pic-
ture. (Heinonen et al. 2006)

However, there is a clear lack of fundamental IGO and GO research.
Consequently, measuring IGO is in itself challenging (see, e.g., Hmieleski
and Corbett 2006, Jantunen et al. 2008). For the purposes of this study,
a preliminary framework is provided (Figure 4.1). The formation of IGO
is depicted belows; in it, internal and external factors affecting the enter-
prise play a central role in providing the decision maker with indicators
of the feasibility of the international growth aim. The current state of the
firm, its size, age, resource base and the conception of the fruitfulness of
international growth, i.e., its belief in success, all affect the nature of the
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Ability to
/ Marshal Them \
\

Beliefs—*Attitudes

Market Managerial The Intentions and Flexible Behaviour
Influences Capacity Perceived orientations to Act planning (outcomes,
(industry, |p{ (previous |51 Maximum (for materialising | (focus, s performance,
economy, cumulated Business- internationalisation gising) realisation of
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Figure 4.1 The formulation of IGOs on a general level.
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intentions and orientations (Wiklund 1998, Matlay and Mitra 2004, Pack-
ham et al. 2005, Valliere 2006). According to Fishbein and Ajzen (1975),
beliefs precede attitudes, which precede intentions and orientations, which,
in turn, precede behavior. Behavior and the materialization of aims, again,
affect the resources allocated for reaching the goals and the impression of
the benefit received from reaching the goal (see, e.g., Stevenson and Jarillo
1990, Brown et al. 2001).

Particularly in growth literature, the earlier materialized growth, as well
as the positive orientation and intention toward growth and the beliefs
regarding the fruitfulness and benefits of growth are seen as strongly
affecting subsequent growth behavior (Orser et al. 1998, Wiklund 1998,
Valliere 2006). Jantunen et al. (2008), however, note that overly high levels
of entrepreneurial and international growth orientations do not necessarily
improve a company’s international performance.

The purpose of this article is to study the possible changes in the IGO
of Finnish SMEs during the years 2004-2007. The IGO is surveyed with
a measure developed by Nummela et al. (2005). Finland’s small and open
economic context was selected as it is considered to prompt SMEs to seek
growth from abroad (Gabrielsson and Kirpalani 2004, Luostarinen and
Gabrielsson 2004, McGaughey 2007), and therefore the data was collected
with a survey conducted at the TSE Entre, including Finnish SMEs in dif-
ferent industries (for details, see Heinonen et al. 2006).

SAMPLE FORMATION AND DATA COLLECTION

This study is based on three-year follow-up panel data collected from Finn-
ish SMEs in the years 2004 and 2007. The sample frame consists of data
from Statistics Finland (2005), which has the contact information of all
Finnish businesses registered in Finland. The data was based on a stratified
random sample of Finnish SMEs across all industries. The definition of an
SME is based on a recommendation by the European Commission (2003)
and the sample included only enterprises with fewer than 250 employees.
The final representative sample included 1,300 SMEs, of which 498 partici-
pated in the survey in 2004.

Follow-up data from these respondents was collected during spring
2007. In both rounds the same questionnaire template was used. However,
in the second round, some modifications were made to include questions
that the earlier questionnaire did not address. This structure for study-
ing the development of attitudes, orientations and intentions of SMEs is
in line with that suggested by Wiklund (1998) and Wiklund et al. (2003),
who similarly used a longitudinal panel data set to explore the relation-
ship between entrepreneurial orientation and SME performance on the one
hand, and entrepreneurial behavior, as well as SME managers” motivation
to expand their firms, on the other.



Growth Orientation of SME Managers and Entrepreneurs 51

The data was collected through telephone interviews in both cases. The
aim was ideally to reach the owner-manager or entrepreneur working in
the enterprise, and if this person was unavailable, then a co-owner (e.g.,
a member of the board). If neither of them could be reached, the inter-
view was conducted with a management representative. The follow-up sur-
vey consisted of 276 observations. Of the 498 enterprises that entered the
survey in 2004, 102 enterprises declined to participate in the follow-up,
making the response rate of the follow-up 55.4 percent. The rest of the non-
participating enterprises in the follow-up, 120 in total, had either closed
down or could not be reached despite multiple attempts. The sample forma-
tion is illustrated in Figure 4.2.

The chi-square test and students’ #-tests were conducted to check for
non-response bias. Analyses were done regarding the demographics of
respondents and how they compared with those of non-respondents. No
statistically significant differences were found.

The results of the questionnaires were compared, providing an opportu-
nity to study the possible short-term changes that had occurred within the
enterprises during the last couple of years. At the beginning of the analysis,
the decision was made to compare the differences in general GO between
grown and non-grown companies. At this point there were 241 respondents
(35 enterprises were excluded due to missing data for the question on gen-
eral GO).

After this analysis, the enterprises that had not answered all of the
questions regarding IGO were omitted from the study. Additionally, some
SMEs had not answered the questions measuring the proportion of their
international operations in relation to their total annual revenue; these
enterprises were excluded due to missing data. After these omissions there
were altogether 165 SME:s left in the sample for analysis. These SMEs were
divided into three categories based on their actions relating to international
growth. International growth development was measured by calculating the
percentage of the enterprise’s total annual turnover coming from exports
during the research period (2003 to 2006).

The first group was comprised of those enterprises that had grown inter-
nationally during the research period, meaning that in 2006 they received

Original SMEs that | Siightly SMEs that
representative participated | modified participated
sample of SMEs in the first telephone- also in the
from all industries survey in aided follow-up
around Finland applied 2004 survey survey in 2007
n=1300 n=498 | applied n=276

Figure 4.2 Formation of the research sample.
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a larger share of their total turnover from international markets than they
had in 2003. This group was named the internationally grown enterprises.
The second group was made up of enterprises that had either declined
or remained stable in terms of international growth during the research
period; these enterprises were called the international enterprises. The
third group consisted of those enterprises that had no international busi-
ness operations in 2006. These SMEs formed the group of home-market
enterprises, which also included 13 SMEs that had cancelled their interna-
tional business operations during the research period. In order to compare
internationally growing enterprises with enterprises that were growing in
the domestic market, two additional groups of enterprises were formulated.
Thus, a fourth group was comprised of enterprises that had grown in their
domestic market but not in foreign markets during the research period.
These firms were called the grown enterprises. The fifth group of SMEs,
the not-grown enterprises, consisted of enterprises that had not grown
between years 2003 and 2006.

RESULTS OF THE STUDY

The study began with measurements of the general GO of studied grown
and not-grown enterprises in 2004. This conveyed the situation of
growth-oriented grown and not-grown enterprises in the early phases of
the study. This was done for the sake of comparison between IGO and
general GO.2

There were no significant differences between the GO of grown and not-
grown enterprises when measured in the early phases of this study. There
were some differences within the group that had aimed to grow quite a lot.
On the other hand, in both groups a similar proportion of enterprises had
aimed to grow very much (around 11 percent of the respondents). For some
reason, some succeeded and others did not. In all, the differences between
the grown and not-grown SMEs were minor and the majority of the SMEs
in both groups had a positive GO. However, this study concentrates par-
ticularly on the IGO of the participant SMEs, so the IGO of the SMEs
was measured next. The analysis, which included 165 firms, is presented
in Table 4.1.

The SMEs in the study disagreed somewhat with the statements pre-
sented in Table 2. There were no statistically significant attitudinal differ-
ences between the internationally grown, international and home-market
enterprises in 2004 and 2007. However, it was observed that the orienta-
tion towards internationalization had grown more positive, although the
rate of change had been very slow. This observation is in line with the
fact that changes in attitudes, and thus also in orientations and intentions,
evolve slowly (see, e.g., Fishbein and Ajzen 1975). It is also notable that the
SMEs did not identify great risks in the internationalization of their opera-
tions (in 2007, mean 3.33 and standard deviation 1.548).
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Table 4.1 Attitudes Toward International Growth among Finnish SMEs

SMEs SMEs
2004  Standard 2007  Standard Significance
Item (n=165) deviation (n=165) deviation Change 2-tailed

We aim at growth 3.80 1.523 3.76 1.547  -0.04 0.691
mainly through
internationalization

We have to interna- 3.67 1,605 3.64 1.616 -0.03 0.771
tionalize to succeed
in the future

Internationalization 4.10 1.376 4.12 1.419  +0.02 0.769
is the only way to
achieve the growth
targets we have set

It is important for our 4.19 1.285 4.18 1.302  -0.01 0.952
enterprise to interna-
tionalize rapidly

There is enough 1.88 1.246 1.82 1.260  -0.06 0.489
growth potential in
our home markets

The risks brought by ~ 3.01 1.553 3.33 1.548  +0.32 0.058
internationalization
are too great

Paired samples t-test
(Scale 1=Agree completely, 2=Agree somewhat, 3=Neither agree nor disagree, 4=Disagree
somewhat, 5=Disagree completely)

After a general overview of SME attitudes towards internationaliza-
tion, we applied the classification developed for this study and divided the
165 SMEs into the aforementioned three categories based on international
growth behavior. The following distribution was found:

1) Internationally grown enterprises (enterprises whose share of inter-
national operations grew during the research period in proportion to
total turnover) n=31

2) International enterprises (enterprises that operated internationally
during the research period but whose share of international operations
remained the same or decreased in proportion to total turnover) 7=32

3) Home-market enterprises (enterprises that had no international oper-
ations in 2006; this category also included 13 SMEs that had can-
celled their international operations during the period) 7=102.

Next, we examined the IGO of these categories one by one. First we
focused on the enterprises that had grown internationally between 2003
and 2006, the group termed internationally grown enterprises. In order to
analyze the IGO of this group, the IGO of the managers of these enterprises
were reviewed for 2004 and 2007.
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Table 4.2 shows that internationally grown enterprises had increased
their internationalization efforts since 2004. In addition, at the later date,
more SMEs believed that they had to internationalize in order to achieve
future success. This is in line with the literature stating that earlier interna-
tionalization and growth experience has a positive effect on later behavior.
Conversely, fewer SMEs felt that internationalization was the only way to
grow or that it was now more important to internationalize rapidly than
in 2004. Indeed, SMEs saw internationalization as involving less risk than
they had before. Most of these changes, however, were relatively minor.
There were no statistically significant differences regarding the IGO of the
internationally grown enterprises between 2004 and 2007.

In the next phase, the IGO of the second category, the international
enterprises, was analyzed. The second group included enterprises that ran
international operations during the research period, but experienced either
no change or a decrease in the extent of their international operations.

When the changes in the IGO of these international enterprises were con-
sidered, it was observed that the orientation and intention of these SMEs
towards internationalization as a main road to growth had taken a slight
negative turn (Table 4.3). On the other hand, a larger proportion of these
SMEs had begun to feel that they had to internationalize to succeed in the
future. It is noteworthy that the international enterprises now considered the
risks brought by internationalization to be less significant than in 2004.

Table 4.3 also shows some differences between the international orienta-
tions and intentions of internationally grown enterprises and international
enterprises. SMEs that had recently grown in international markets natu-
rally had more positive feelings regarding internationalization than SMEs
whose international operations were stable or had decreased. This is closely
related to the concept of organizational life cycles, where the attitudes of
an enterprise at the different stages of the life cycle reflect the state of the
enterprise (see, e.g., Valliere 2006).

Third, the IGO of home-market SMEs was examined. Unsurprisingly,
these enterprises clearly had more negative orientations and intentions
towards internationalization than the other two categories studied above.
This could be linked to the findings of Orser et al. (1998) and Valliere
(2006) that the desirability of an aim, such as growth, is closely linked to
the earlier experiences of the enterprise. In light of this observation, it could
be suggested that for SMEs with no experience in international growth,
such growth is not as interesting a goal as for SMEs possessing earlier
experience of this sort.

Table 4.4 shows home-market enterprises feeling that there was still
enough growth potential in the domestic markets. As a result, internation-
alization was not seen as a crucial strategic move as far as the future success
of these enterprises was concerned. Changes in the IGO of these home-
market enterprises were even less substantial than those of the two previous
SME categories. The changes were not statistically significant.
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Again, it was observed that even home-market enterprises did not per-
ceive internationalization as very risky. Therefore, even though these enter-
prises neither seemed to be planning on internationalizing their activities
nor considered it to be beneficial for them, the reason behind this attitude
was not fear of the risks of internationalization.

DISCUSSION

The demographic characteristics of the entrepreneurs and managers in
SMEs are considered to have a significant influence on their orientations
and intentions, and consequently on the growth of their enterprises (Zahra
and Covin 1995, Cliff 1998, Leonidou et al. 1998, Zahra and Garvis
2000, Harveston et al. 2002, Wiklund and Shepherd 2005, Hutchinson
et al. 2006). The willingness to take risks and the interest in interna-
tional markets and growth were among the most central factors affecting
an SME’s internationalization and growth development. In general, the
results of the analysis showed that the majority of SMEs were positive
towards growth, the perceived risks related to internationalization had
generally decreased, and SMEs that had earlier international experience
were particularly likely to regard internationalization as a promising
growth strategy. Although the majority of the SMEs in the study were
home-market SMEs, these findings are in line with earlier research, which
stresses the impact of earlier growth and internationalization (Orser et
al. 1998, Wiklund 1998, Matlay and Mitra 2004, Packham et al. 2005,
Valliere 2006), as well as an earlier entrepreneurial background, on sub-
sequent internationalization and growth (Collinson and Houlden 2005,
Packham et al. 2005, Loane et al. 2007).

Some of the low interest towards internationalization recorded among
domestic SMEs can be explained in terms of industrial factors. Almost one-
third (32.4 percent) of these home-market enterprises operated in the service
sector, which has not traditionally been very international in Finland when
compared to, for example, heavy manufacturing industry. The rapid devel-
opment of the Information and Communication Technology (ICT) field
has created new internationalization opportunities for service enterprises
and has evened out competition between different industries. On the other
hand, construction (16.7 percent), trade (20.6 percent), and manufacturing
(13.7 percent) had a remarkable representation among the home-market
enterprises. During the last couple of years there has been a construction
boom in Finland, and therefore it is not very surprising that these enter-
prises currently consider their home market to have enough potential for
their purposes. Also statistics (Statistics Finland 2005) support the obser-
vation that the construction industry is mainly very domestic.

To some extent, the lack of interest in international growth can be
attributed to the age and size of the enterprises and the evidenced high
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failure rates of SMEs in foreign markets. According to McGaughey et al.
(1997) and Matlay and Mitra (2004), among others, many SMEs oper-
ate in the domestic market for a long time before internationalizing. From
this fact, three conclusions can be drawn. First, the home-market SMEs in
our sample had not yet reached the critical age when they might start to
consider internationalization as a viable option. Second, the sample enter-
prises may be firmly entrenched in the home market and embedded in local
networks and long-term partnerships. Third, the small size of the SMEs in
the sample—closely linked to resources—may have represented a barrier to
international growth (Wiklund 1998, Matlay and Mitra 2004, Packham et
al. 20035, Valliere 2006).

Earlier experience in growth and internationalization appears to
strongly influence the further development of an SME (Aaby and Slater
1989, Coviello and Munro 1997, Madsen and Servais 1997, Welch and
Welch 1996). Regarding GO, 74.2 percent of the grown SMEs had a posi-
tive stance towards further growth. Again, internationally grown SMEs
and international SMEs alike were of the opinion that to reach their goals
they would need to continue growing internationally. Interest in growth
among not-grown SMEs was also relatively high, accounting for 64.8 per-
cent, whereas international growth was not generally seen as a lucrative
choice for future development among home-market SMEs.

An interesting finding in terms of orientations and intentions was the
fact that risks are more often associated with IGO than GO. However, it is
highly unlikely that growth would be free of risks. Another observation is
that many SMEs experience GO and IGO simultaneously, and often enter-
prises that have GO are more apt also to have IGO. In the sample, however,
having GO was more popular than having IGO, but the conclusion cannot
be drawn that GO is a prerequisite for IGO.

CONCLUSIONS

Key decision makers are widely regarded as the drivers behind a compa-
ny’s development and as the single most important factor when a firm’s
international orientation is studied (Aaby and Slater 1989, Cavusgil 1984,
Chetty and Hamilton 1993, Leonidou et al. 1998). The decision makers are
also responsible for influencing both the firm’s strategic orientation (Miles
and Snow 1978, Stevenson and Jarillo, 1990) and the patterns and pace of
internationalization. Consequently, our research studied SME managers’
and entrepreneurs’ IGO. Results indicated that between the years 2004
and 2007, the IGO of Finnish SMEs had become more positive; however,
the changes were relatively subtle. Our results also show that there were
no significant differences at the beginning of the study between the general
GO of the enterprises that grew and that of the enterprises that didn’t grow
during the research period.
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Prior literature states that orientations and intentions are influenced
by the decision makers’ conception of the external business environment
(Knight 2001, Jantunen et al. 2008). As the Finnish market is becoming
increasingly competitive, it is surprising that this competition did not have
more of an effect on orientations and intentions towards international
growth, and that these were not consequently more positive. Despite the fact
that attitudes and thus also behavior evolve slowly, a faster change could
perhaps now be in order from the viewpoint of Finnish SME survival.

Earlier studies have also suggested that the success of an enterprise is
often determined by entrepreneur/managers’ willingness to take risks by
entering new export markets (Harveston et al. 2002, Hutchinson et al.
2006). The SMEs included in this study did not seem to consider interna-
tionalization to be too risky. However, home-market enterprises in par-
ticular did not seem to be interested in the opportunities that international
markets might offer. Managers and entrepreneurs of domestic enterprises
clearly stated that enough potential for growth remains in the Finnish
home markets. Additionally, they did not seem to think that future success,
including growth, would require internationalization.

It is possible to challenge this kind of thinking. Many large foreign cor-
porations are already operating in several industries in Finland. Moreover,
it is easy to predict an increasing invasion of Finnish markets by foreign
enterprises, in line with globalization. On the other hand, if the majority
of home-market enterprises claim that the Finnish market offers enough
potential for future growth on its own, we may conclude that the competi-
tion between Finnish enterprises is fierce and will become even tougher in
the future. Whereas some firms acknowledge that they have to grow and
internationalize to survive, some lucky others may survive without these
measures, and some unlucky others will wither away. On the other hand,
wouldn’t this type of scenario, when applied to internationalization, just
follow the rules of Schumpeter’s (1954) creative destruction? Suggestive
events in the markets, particularly among SMEs, may result in a shake-up
of the structure of the Finnish business environment.
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NOTES

1. Some authors, such as Lumpkin and Dess (1996) and Stevenson and Jarillo
(1990) have also identified competitive aggressiveness and autonomy as ele-
ments of entrepreneurial orientation. However, in this study the focus is on
risk-taking, innovativeness and proactivity.
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2. During this phase there were 241 respondents; however, at later phases of
the research, the number decreased dramatically to 165, several enterprises
being excluded due to missing data regarding international business.
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5 The Dark Side of International Growth

Jarna Heinonen and Ulla Hytti

INTRODUCTION

It is often taken for granted that most small firms aim to grow (e.g., Autio
et al. 2000, Yli-Renko et al. 2002, Heinonen and Pukkinen 2006). Given
the limitation of growth opportunities within national boundaries in small
economies and among firms operating in niche markets in particular, the
logical continuation of this aim would be to grow internationally. However,
research has demonstrated that not all small firms seek growth, and that
the ones that do may also focus on regional and domestic markets (Heino-
nen et al. 2004, Nummela et al. 2005). Indeed, empirical evidence of a rela-
tionship between firm growth and internationalization is scarce (Antoncic
and Hisrich 2000), and there is a misconception that internationalization
automatically leads to growth (Paavilainen and Kuuluvainen 2008).

There is a substantial amount of literature on the organizational and
environmental antecedents of growth and internationalization, their pro-
cesses and modes, as well as on subsequent company performance (see,
e.g., Antoncic and Hisrich 2000). Most studies on internationalization and
growth focus on firm-level concerns and neglect or underemphasize the role
of the entrepreneur or company managers, not to mention their mindsets
(Cort et al. 2007). Furthermore, research exploring the consequences of
entrepreneurship on the lives of entrepreneurs remains limited. For exam-
ple, analyses of firm success seldom refer to its effects on the entrepre-
neur, or connect it with the hard work and the sacrifices, and the potential
consequences such as stress, burn-out, depression, intensified work-family
conflicts and increasing work-life imbalance. Further research in this area
is needed given the evidence that company success and the well-being of the
entrepreneur do not always go hand in hand (e.g., Hmieleski and Corbett
2008). This would complement existing research on the individual level,
which has focused largely on characteristics of the decision maker such
as experience (Zucchella et al. 2007), attitude and mindset (Zhou 2007,
Acedo and Jones 2007) and age (Westhead et al. 2001) that have an impact
on the internationalization of the firm.

Moreover, the consequences and outcomes of growth and international-
ization, be they economic or non-economic (Wiklund et al. 2003), have not
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been widely studied either. The idea that they coexist promotes a normative
attitude to internationalization—it is considered attractive in that it implies
firm growth through wider markets. However, the possible undesired con-
sequences of growth in general and of international growth in particular
should be explored and discussed given the multitude of beliefs about the
future consequences and outcomes.

As Jones and Nummela (2008) suggest, there seems to be an urgent need
to “launch a call for fresh ideas and questions that might extend under-
standing of IE [international entrepreneurship] as a phenomenon, and
incorporate perspectives from other disciplines with the potential to add
depth to understanding within the field.” We therefore assume a critical
approach in this paper, and investigate the potential negative consequences
of international growth from two complementary perspectives—those
of the firm and of the individual. According to Carr (2006), the critical
perspective implies framing the activity, in this case international growth,
within a broader context, going beyond being negative and faultfinding in
attempts to reject the self-evident nature of reality, and drawing attention
to social totality in relation to international growth.

The aim of this conceptual study is to contribute to filling the above-men-
tioned research gaps by exploring the consequences of international growth
in firms. We take a critical stand in assuming that international growth
may imply undesired firm- and individual-level consequences, which may
also influence future decisions and behavior. The discussion in the follow-
ing sections is based on the previous literature on such consequences, and
we consider their role in the future behavior and endeavors of firms. We
conclude by offering some theoretical and managerial implications.

FIRM-LEVEL CONSEQUENCES

Internationalization is not necessarily an intended strategic choice, but it
may represent an option if the firm is not able to meet the goals it has
set in the domestic market, for example (Wennberg and Holmquist 2008).
According to a recent Finnish study, internationalization among SMEs was
relatively seldom proactive, highly ambitious or opportunity-driven action,
but was rather reactive behavior to unsatisfactory firm performance in lim-
ited or even shrinking local markets (Heinonen and Kovalainen, 2009).
This idea is further emphasized, but from another angle, in a recent Aus-
tralian case study: the management team was skilled at taking advantage
of slack resources in one part of its portfolio of firms in order to facilitate
the internationalization of another part (McGaughey 2007). Although firm
growth and internationalization are typically considered highly intentional
and of strategic importance, they may thus also be a result of unfavor-
able internal or external conditions that the firm faces. Similarly, not all
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firm-level consequences are necessarily desirable by any means. Such con-
sequences are discussed in the following section.

Uncertainty

Internationalization implies increased uncertainty and dynamics in a firm
(Anderson et al. 2001), as well as radical changes in business characteristics
(Wiklund and Shepherd 2003, Wiklund et al. 2009). It is impossible to plan
everything in advance and only then to exhibit planned internationalization
and growth strategies, because unplanned, serendipitous encounters take
place and influence the process unexpectedly (Crick and Spence 2005). Due
to increased uncertainty growing firms are, indeed, believed to face the risk
of ending up in a serious crisis (Heinonen and Pukkinen 2006). Furthermore,
if increased size brings a reduction in flexibility the firm may lose some of its
crisis-survival ability (Wiklund et al. 2003). Perks and Hughes (2008) sug-
gest that internal resources and management’s tolerance of risk both influ-
ence attitudes toward uncertain and risky international endeavors.

Working Modes and Personnel

In order to manage the increased uncertainty and risk involved in growth
and internationalization, firms need to be innovative in terms of coordina-
tion, delegation and flexibility. There is usually an implied need for new
and more formal working modes and practices as they attempt to prepare
for international development. A stronger resource base is required in order
successfully to manage more complex strategies, more customer and partner
relationships and a wider business environment. Broadening the resource
base implies new recruitment on both the managerial and employee levels,
which again calls for more formalized resource planning and coordina-
tion. In addition, it needs research and development activities in order to
meet the changing requirements of the new clientele. (Crick and Spence
2005) All in all, as the firm grows and internationalizes it starts to apply
more formal and planned managerial practices in order to be able to coor-
dinate its expanding activities in the new business environment. Although
this development may be rational and intended, the fundamental cultural
change within the firm may be challenging and time-consuming, and may
expose it to crisis.

Changes in working modes and practices also influence employee well-
being. Moving from a flat and family-like structure towards a more hierar-
chical and formal organization with several layers may restrict the room for
maneuver among employees and cause dissatisfaction. On the other hand,
a larger organization may offer better career opportunities. Interestingly,
Wiklund et al. (2003) found that managers in Sweden expected company
growth to have an unfavorable impact on employee well-being.
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Clientele

A growing and internationalizing firm needs to reposition itself among its
customers. Internationalization usually implies expanding the client base
from local and national markets to other countries, but at the same time
the firm may face some alarming changes due to the increasing power of a
few dominating customers (Wiklund et al. 2003). Internationalization may
consume much managerial and operational attention, possibly leading to
some neglect of domestic customers and a decrease in domestic turnover,
although in some cases the decrease in domestic sales may have been the
main reason for going international in the first place. In this sense it could
be interpreted as an investment in a more profitable future, but on the other
hand the shift in attention may be unintentional and lead to negative long-
term consequences.

Changes in the Product/Service and Implications for Quality

Growth and internationalization often require changes in current products
and services. Sometimes the need for such modifications comes unexpectedly
or has been underestimated. Modifications combined with increased detach-
ment from direct control on account of the organizational changes may raise
quality concerns, which again may increase the need to introduce formal and
usually expensive quality-control systems (Wiklund et al. 2003).

Moreover, the decision to go international is not only a matter of enter-
ing new markets and developing services. There are national and cultural
factors such as the differing technical standards involved, which create dif-
ficulties and incur costs for firms aspiring to enter international markets
(Zhang and Dodgson 2007). Product specification and marketing and sales
procedures and policies were the main operational changes reported as a
consequence of international activities. These changes were more evident
and concrete than changes in management style or organizational struc-
ture, for example (Anderson et al. 2001). Changes in products and services
thus not only require more managerial attention, they may also influence
the quality of the offering. Most important, modification and specifica-
tion may impose a financial burden on a growing and internationalizing
company.

Financial Issues

Internationally growing companies usually require an increasing amount of
working capital in order to finance their growth (Gabrielsson et al. 2004).
Growth usually implies new investments, organizational changes and prod-
uct modifications, all of which are usually quite costly (Anderson et al.
2001) and thus place a financial burden on the company. In order to cope
with the tight financial situation it may need to take additional loans or to
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share equity with venture capitalists, for example (Wiklund et al. 2003).
Small firms tend to have limited access to financial capital, which limits
their growth (Hartarska and Gonzalez-Vega 2006).

Financial challenges are further emphasized in international growth due
to the physical and mental distance from the markets, as well as to national
conventions for paying invoices, which may dramatically differ from coun-
try to country. Late payment, for example, may be the normal way of doing
business in some, whereas in others, such as the Nordic countries, payment
delays are highly disapproved of. The profits gained from international
markets may thus be eaten up by increased financial costs and even credit
losses. Currency deviations and exchange-rate fluctuations also influence a
firm’s profitability. (Crick and Spence 2005, Anderson et al. 2001) In the
worst case it is not able to finance the business and cash flow becomes the
issue to which management needs to devote an increasing amount of its
time and effort (Crick and Jones 2000).

Independence and Networks

Increased size due to international growth is likely to increase the firm’s
independence in relation to its customers, suppliers and financiers (Wik-
lund et al. 2003, Wiklund et al. 2009). Gaining access to new resources and
the skills needed in internationalization and growth requires new internal
working modes and a changing relationship with networks, for example:
there is a need for increased openness to cooperation. It has been suggested
that in the early phases of internationalization firms exploit personal and
existing, mostly dyadic entrepreneurial networks. These are character-
ized by high levels of both trust and commitment (Sasi and Arenius 2008),
which have been found to be highly important in international cooperation
(Fink et al. 2008). International growth requires the extension of existing
networks and the establishment of multilateral networks (Sasi and Arenius
2008). As Prashantham (2008) emphasizes, internationalization necessi-
tates the acquisition of new knowledge and an innovative approach to the
development of internationally appropriate offerings. He suggests that new
and small firms might best meet this expectation by forming partnerships
with those that are more internationally experienced and connected. This
type of networking activity, or international cooperation, has been pro-
posed elsewhere as an attractive option for overcoming the disadvantages
of smallness and newness in international cooperation (Nummela and Puk-
kinen 2006, Fink et al. 2008, Sasi and Arenius 2008). In particular, when
the internationalization process is sudden and a considerable increase in the
company’s resource base is needed (Chetty and Campbell-Hunt 2003) it is
necessary to develop new networks in order to enter new markets success-
fully (Crick and Spence 2005).

Prashantham (2008) argues that the issue of power difference should
be considered when small firms form and manage relationships with
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multinational subsidiaries. Given the differences in structure, size, mind-
set and power, for example, they may find it difficult to negotiate terms
with the multinationals. Indeed, opportunistic behavior and the question
of interdependence between partners have been experienced as negative
sides of collaboration (Spence et al. 2008). On the more concrete level,
e.g., in joint ventures, firms encounter a range of operational and manage-
rial problems due to dissimilarities in resources, operating methods and
strategy, as well as in national and corporate cultures (Owens and Quinn
2007). Therefore collaboration, although perceived as an important and
complementary asset for a company, could also be understood as a loss of
independence, and thus as something to be avoided.

Sales and Profitability

Increased sales and higher profits are usually referred to when the con-
sequences of international growth are discussed. Common indicators of
internationalization performance include international sales, export inten-
sity, export-sales growth and their profitability in comparison with domes-
tic sales, and the geographic scope of foreign sales. Internationalization
is considered to be worth the effort when organizational performance in
terms of growth and profit improves (Antoncic and Hisrich 2000). Empiri-
cal evidence of such development is scarce, inconclusive and inconsistent,
however (Riahi-Belkaoui 1998, Bloodgood et al. 1997, Antoncic and His-
rich 2000). Indeed, in their conceptual paper Antoncic and Hisrich propose
a non-linear (reversed U-shape) association between internationalization
performance and profitability, indicating a negative relationship as the level
of internationalization begins to increase, then positive and finally negative
again.

The outcomes of internationalization and growth discussed above
could imply that international growth does not necessarily equal better
profits after all. The cost of doing business internationally could easily be
underestimated, whereas sales and turnover predictions tend to be over-
optimistic.

INDIVIDUAL-LEVEL CONSEQUENCES

Previous studies on SMEs stress the need to analyze the consequences of
growth not only from the firm’s perspective but also from the point of
view of the decision maker or owner-manager, who is the one who largely
determines the behavior of the firm (Lloyd-Reason and Mughan 2002, Fil-
lis 2002). Hence, decisions are taken in order to achieve the goals not only
of the firm but also of the owner-manager. It has been suggested that the
entrepreneur aiming at (international) growth will have to change as the
structure of the organization changes (Ennis 1999). These changes may not
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be altogether positive for the individual, especially from the job and life
satisfaction perspectives (Dolan et al. 2008). This is discussed below.

Work Tasks and the Workload

Andersson and Florén (2008) explicitly call for individual-level analyses
within internationalization research, and suggest combining two streams,
managerial behavior in SMEs and internationalization, in order to enhance
understanding of SMEs’ international behavior. They hypothesize that
although entrepreneurial work in small international firms and small
domestic firms may be similar in many respects, there may also be major
differences. In particular they suggest that having to change their working
modes and to delegate jobs in order to be able to direct their own efforts
towards the international market makes the working days of international-
ized entrepreneurs less fragmented than those of other non-international
SME owners. It thus follows that the type of work in which they engage
changes: they are involved less in the day-to-day running of the firm and
more in planning activities. They also spend less time in their own firm and
travel more than their peers in other small firms (Andersson and Florén
2008). Hence, it is to be assumed that the delegation of work is a cru-
cial task for managers wishing to pursue internationalization and interna-
tional growth. It enables them to focus on strategic rather than operational
matters, and to off-load some of the decisions and activities. In order to
do this they have to rely on and trust others within the firm to carry out
these tasks. This may be a challenge and a possible source of discomfort
to owner-managers and entrepreneurs, especially if they define themselves
as craftsmen and resist the transition into full-time management that inter-
nationalization may necessitate (Wiklund et al. 2003). In addition, for fear
of lowering the quality, they may resist the change to mass production or
the mass customization of their services that international growth might
require (Fillis 2002).

It is open to question whether entrepreneurs can handle the sharing of
information and decision-making with the new professionals hired in the
firm (Ennis 1999). The delegation of work may also reduce the variety in
their working life: it has been demonstrated that variety in terms of activi-
ties and necessary skills, along with the autonomy and feedback, constitute
a source of entrepreneurial satisfaction (Schjoedt 2009).

On the other hand, if entrepreneurs are not willing to delegate but
assume full responsibility for their current tasks and for the new ones asso-
ciated with the international business, their workload increases. Previous
studies have demonstrated that they expect firm growth to result in an
increased workload (Heinonen and Pukkinen 2005), and the same may
apply to international growth. In general, entrepreneurs report working
more hours than employees (e.g., Benz and Frey 2008b), and international-
ization may increase the gap even more. These direct work-related factors
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such as an increase in workload and in time spent away from home may
also be linked to indirect factors such as higher levels of work-family con-
flict and lower levels of family satisfaction (Parasuraman and Simmers
2001). This, in turn, may be negatively associated with overall life satisfac-
tion even if entrepreneurs generally enjoy the new work challenges interna-
tionalization involves. In particular, work-family interference seems to be
particularly prevalent in the case of (married) female entrepreneurs (Stoner
et al. 1990), due to excessive expectations among family members (Ufuk
and Ozgen 2001) or to having the major responsibility for household chores
and childcare (Kim and Ling 2001). Hence the negative consequences of
international growth may be gendered.

Although managers of small firms generally prefer to use informal means
of communication (O’Gorman et al. 2005), it is hypothesized that due to
the geographical and cultural distances involved managers of international
ventures need to rely more on formal sources such as reports and manage-
ment-information systems, and to make more use of management tools and
techniques (Andersson and Florén 2008). This may mean a loss of direct
contact with customers, for example, which may have a negative effect on
job and life satisfaction: entrepreneurs are known to enjoy the feedback
they receive from their work contacts (Schjoedt 2009).

Autonomy and Independence

There are several large-scale panel studies suggesting that entrepreneurs
are more satisfied with their work and life than wage earners, even though
their work is characterized by factors generally associated with job dissat-
isfaction (Danna and Griffin 1999, Schjoedt 2009). Autonomy is one of the
most significant explanatory factors in this case (Schjoedt 2009). Entrepre-
neurs are satisfied with unfavorable outcomes such as long hours and lower
pay because they find the process of entrepreneurship to be “good” and
inspiring. This is mainly attributable to the more interesting jobs and to
the greater autonomy they enjoy: “doing what you like to do” is assumed to
provide procedural utility, which is valued beyond material outcomes (Benz
and Frey 2008a). They also report that they have free choice and control
over their lives (Blanchflower 2004).

However, as stated previously in connection with firm-level conse-
quences, internationalization, especially for small firms, often necessitates
networking and cooperation with other firms. This need for cooperation and
mutual trust may be difficult for entrepreneurs to manage and understand.
For many of them the independence and autonomous decision-making and
the freedom involved in entrepreneurship compared to a hierarchical work-
place constituted the main motivation for becoming an entrepreneur in the
first place and the main source of satisfaction in their current lives. They
may wish to remain independent and to retain ownership of their enter-
prise, and to simplify life by keeping it small and more easily manageable
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(Ennis 1999, Carson et al. 1995). International growth may thus reduce
their autonomy and independence.

Control and Personal Income

Internationalization requires both financial and other resources. However,
various studies on venture capital and external finance suggest that in fact
many entrepreneurs are not ready to accept venture financing due to the
fear of losing control (Berggren et al. 2000). The dilution of ownership
is also connected to personal income: how willing are they to give away
ownership and consequently future profits? This may be a trivial question.
Although entrepreneurship is often implicitly associated with wealth, i.e., it
is assumed that money is important for individuals becoming entrepreneurs
and aspiring towards growth and/or internationalization, several studies
suggest the opposite: other motives such as innovation, vision, indepen-
dence and challenge are more important than wealth generation (Amit et
al. 2001, Wiklund et al. 2003).

In fact, most research on entrepreneurs suggests that their income is
lower than that of waged workers in similar professions, although the dif-
ferentials are much higher (Cooper and Artz 1995). They accept lower
initial earnings and growth than waged workers in comparable positions
(Hamilton 2000), but most seem to be satisfied with their pay (Taylor
2004), or with their job irrespective of the pay (Benz and Frey 2008b). The
goal of starting the firm may be related to achieving a good quality of life,
and the economic objectives limited to making a living (Reijonen 2008).
The acknowledged wide variation in expectations of financial success and
actual success may give some insight into why international growth may
prove to be a personally negative experience for some, whereas others may
enjoy it.

BELIEFS ABOUT CONSEQUENCES AND FUTURE BEHAVIOR

Beliefs play a crucial role in explaining why people behave the way they do
(Wiklund et al. 2003). The consequences of international growth discussed
in previous sections represent beliefs about the outcomes—either potential
or real—that are likely to influence entrepreneurs’ and managers’ attitudes
towards international growth. Recent research findings have challenged the
causal structure of motivation and future behavior. Delmar and Wiklund
(2008), for example, suggest that the reverse relationship exists in company
growth, i.e., previous outcomes affect future motivations, which change
over time depending on whether the intended outcomes materialize or not.

Be they beliefs or actual outcomes, the future behavior of a firm is likely
to be influenced by the feedback, which in turn influences the desire for
future growth (see Cort et al. 2007, Delmar and Wiklund 2008). The
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feedback loop may be positive or negative (or neutral), either encouraging
or discouraging international growth in the future. Even negative conse-
quences, through learning by doing or learning by failing, may encourage
a firm to grow or prevent it from growing. Wiklund et al. (2003) found
that non-economic consequences, such as employee well-being, were more
important for future growth motivation than the possibility of personal
economic gain or loss, for example. On the individual level, what is most
important is the manager’s ability to keep full control over the operations
of the firm.

In a similar vein, Heinonen and Pukkinen (2005, 2006) found that growth
was more likely to take place if it was believed to improve the manager’s pros-
pects of following and directing the activities of his enterprise, increasing his
independence or improving his ability to cope with a crisis situation. Hence,
firm-level consequences, especially product quality and control, were con-
sidered of importance in relation to future growth aspirations. This suggests
that individuals are likely to value the consequences of international growth
in different ways in different contexts, and that there is not a one-size-fits-
all outcome or belief that universally explains future behavior in relation to
international growth. This idea is supported in Wiklund et al. (2003). They
suggest that this type of expected outcome may have a substantial effect
on some managers, but not all, as the result was not statistically significant
although it was consistent in three separate analyses.

Although the vast majority of literature on company growth and inter-
nationalization considers sufficient resources, skills and knowledge pre-
requisites or antecedents of international growth, many of these can be
gained during the process, through trial and error. For example, failure as
a negative consequence does not need to discourage international growth,
but could rather be seen as a means of acquiring experiential knowledge
to be exploited in the future. Zidonis (2007) demonstrated that, regard-
less of its lack of knowledge and experience a company may, through trial
and error, be successful in the internationalization process. International
growth, especially in new emerging markets, is very often driven by ideal-
ist motivations or unrealistic ambitions, and is not supported by sufficient
resources, competences or networks. In fact, knowing too much may some-
times block innovative and courageous thinking and behavior. The inter-
pretation of fragmented knowledge creates beliefs and assumptions about
growth and foreign market attractiveness, which in turn serve as a basis
for international opportunity recognition. International opportunity is per-
ceived as the picture of reality according to which entrepreneurs organize
their future activities (Zidonis 2007). It is worth pointing out, however,
that international growth should be viewed in the context of a particular
firm at a given point in time. Unplanned, serendipitous encounters that
challenge management behavior further strengthen this contingency view.
(Crick and Spence 20035, Spence et al. 2008) Therefore, lessons learned
from one venture cannot necessarily be transferred to the next one.
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CONCLUSIONS AND SUGGESTIONS FOR FURTHER RESEARCH

Previous research has demonstrated that researchers focusing on small
businesses should analyze the consequences of international growth
for the firm and the individual, or entrepreneur, since the entrepreneur
largely determines the firm’s behavior (Lloyd-Reason and Mughan 2002).
Entrepreneurs therefore assess the consequences of international growth
for the firm and also for themselves personally (Heinonen and Pukkinen
2005). Firm success and the personal well-being of the entrepreneur do
not always go hand in hand (Hmieleski and Corbett 2008), and there-
fore even if the firm is highly successful in its international growth the
entrepreneur may experience a decrease in job or life satisfaction or well-
being. Previous research explicitly demonstrates or implicitly suggests that
international growth means changes in the entrepreneur’s role and work
within the firm. There may be a need to delegate and to be less involved in
the day-to-day running, to focus more on planned than ad hoc activities,
to rely on informal information, and to spend less time in the home base
and travel relentlessly. On the other hand, there may be a major increase
in workload. In either case the outcome may be the exact opposite of the
owner’s life and work goals, even if the firm is successful in its interna-
tional growth. Entrepreneurs have been reported to be more satisfied with
their jobs than non-entrepreneurs, which stems in particular from the
autonomy, variety and feedback in their work (Schjoedt 2009). Accord-
ing to previous research it is these particular aspects that are at risk from
internationalization and the related changes in work practices (Andersson
and Florén 2008).

However, we should not expect opinions on international growth to be
unanimous (Wiklund et al. 2003). Depending on the motivations, expecta-
tions and primary goals for being an entrepreneur and running the firm, the
consequences may prove to be either positive or negative. For individuals
motivated by independence, autonomy, having full control over the firm,
and perceiving themselves as craftsmen actively involved in the day-to-day
and operational activities, the decision to pursue international growth, as
suggested by policymakers, may have detrimental consequences for their
personal lives. However, those who seek liberation from the day-to-day and
operational aspects of the business, who can delegate decision-making and
enjoy developing more formalized routines and practices, and who adopt a
learning-by-doing approach to the international activity, may find interna-
tionalization a major source of job and life satisfaction.

Research on the consequences of international growth is scarce and
there may be a number of misconceptions about its outcomes. It is hard
to differentiate between beliefs and reality. Therefore, it is suggested that
future empirical research on international growth should focus on its con-
sequences on the individual and firm levels. In addition, both non-economic
and economic consequences deserve attention, given the suggestion in this
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study that the role of non-economic individual consequences in particular
may have been underestimated. Finally, exploring the dark side of growth
will deepen understanding of the phenomenon and balance normative
assumptions.
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BACKGROUND

What happens to a highly international firm after it has been founded and
how and why the firm grows—or does not grow—is the focus of this book,
as introduced in the previous chapters. It is the intention of this chapter to
elaborate on this theme by comparing SMEs from France and Denmark.
The focus is on two types of firms that are international right from the
outset: the born internationals and the born globals. A third group—the
export SMEs—are used as a reference group. In accordance with previous
research (McDougall et al. 1994, Oviatt and McDougall 1994), the first
two groups can be labeled international new ventures (INVs), while the
third group is the more traditional exporters.

During the past few decades the scholarly and popular international
business literature has given considerable attention to international new
ventures (Rialp et al. 2005, Zahra 2005, Aspelund et al. 2007). Though
multiple names for and definitions of this phenomenon exist, they are fre-
quently defined in line with the terminology from the seminal work of Ovi-
att and McDougall, as “a business organization that, from inception, seeks
to derive significant advantages from the use of resources and the sale of
output in multiple countries” (Oviatt and McDougall 1994, 49).

INVs have deserved this attention because they are clearly distinct
from other types of international firms (Madsen et al. 2000, Moen and
Servais 2002, Aspelund and Moen 2005), they challenge the traditional
views of how firms should internationalize (McDougall et al. 1994, Bell
1995, Knight and Cavusgil 1996, Moen and Servais 2002), they perform
an important role in disseminating technologies worldwide (Keeble et al.
1998, Autio et al. 2000, Zahra et al. 2000) and because recent studies sug-
gest that they are growing in numbers in most open economies (Rialp et
al. 2005; Zahra 2005, Aspelund et al. 2007). The significance of the INV
phenomenon might be most apparent in small and open economies such
as in Scandinavia, but there is also evidence of widespread occurrence in
larger economies such as that of the US (Bloodgood et al. 1996, Shrader et
al. 2000), Japan (Lu and Beamish 2001), UK (Coviello and McAuley 1999;
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Burgel and Murray 2000, Crick and Jones 2000) and France (Moen and
Servais 2002, Cabrol and Nlemvo 2008).

Even though the emergence and growth of INVs is consistent in a broad
range of countries, there seems to be a great deal of heterogeneity in terms
of characteristics and strategy among INVs (Jones 1999, Aspelund et al.
2007). This heterogeneity might stem from the industry in which they
occur (Boter and Holmquist 1996; McAuley 1999) or from the character-
istics of the entrepreneurs (Crick and Jones 2000), but these factors would
only account for some of the variation. Since strategic decisions made in
the very early stages of the founding process have been found to have long-
term effects on the international development of the venture (Moen and
Servais 2002), it is tempting to look at other factors related to the founding
environment to explain more of the heterogeneity of INVs. One prime can-
didate would arguably be the national business environment from which
they are born.

This chapter thus seeks to investigate whether some of the INV heteroge-
neity can be explained from the IN'V’s country of origin. More specifically,
the purpose is to examine the strategy of INVs from two different coun-
tries, namely Denmark and France, to see whether there are any systematic
differences that can be attributed to differences in the business environ-
ment of these two countries. The study is based on survey data from Den-
mark and from an area of France that is comparable to Denmark—the
Rhone-Alps region—that will make it possible to analyze the differences
and similarities.

METHODOLOGY

In this section the research design of two separate studies—one conducted
in France, one in Denmark—are presented. As they were not coordinated
before the actual collection of data, adjusting them into one comparable
data set was a challenge. The original data sets were aligned in terms of
founding year of the company and the type of company—they were mainly
SME:s in a number of manufacturing industries.

The French Study

The objective of this study was to examine the internationalization French
SMEs, all registered in the Rhone-Alps region. Due to the diversity of its
economic activities and lack of dominating metropol, the region is consid-
ered to be the most representative of the economic landscape of France.
With six million inhabitants and an area of 43,698 sq. km., it is the sec-
ond largest and wealthiest region of France, and one of the ten wealthiest
regions within the European Union.
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The sample for the study was derived from Telexport, which is a database
that gathers data on French exporting companies. First, exporters from the
selected region were separated. They represented all main industrial sectors
(all in all, 25 categories of NACE codes), but only companies meeting the
definition of SME in the European Union (less than 250 employees) were
included. This resulted in 2,774 companies, but only 550 of them met the
criteria of being founded between 1993 and 2000, and having international
sales activity between 1193 and 2002. Subsidiaries, spin-offs or companies
which had been created as a result of a merger were excluded from the
study (cf. Zahra 2005).

In 2003, mail questionnaires were sent to these 550 firms, and after dis-
carding some for database errors or unfilled questionnaires, 111 valid ques-
tionnaires were obtained, i.e., a response rate of approximately 25 percent.
In order to assess the extent of internationalization, several relevant criteria
derived from the literature were used (Reuber and Fischer 1997, Zahra et
al. 2000). The criteria included: (i) the international sales as a percentage of
the total sales; (ii) the entry mode adopted to approach foreign markets; and
(iii) the geographical areas targeted. The authors then compared the evolu-
tion of the above-mentioned indicators over time, which was from the first
year of internationalization to the last year considered in this study (2002).
The data were also checked using the Telexport database—including the
percentage of exports and imports over time, turnover, number of employ-
ees, existence of a subsidiary, countries targeted, presence of an export
manager, name of the manager, and NACE codes. Of the 111 respondents,
80 met the chosen criteria and were considered eligible for the study.

The Danish Study

Due to the lack of natural resources and the small size of the country—
approximately five million inhabitants—small and medium-sized enter-
prises dominate, and the Danish economy has produced only a very limited
number of multinational companies. Danish companies increasingly operate
abroad, just as many foreign companies establish themselves in Denmark.
Due to the decline in trade barriers and the advances in technology and
logistics, Danish SMEs are internationalizing at an accelerating rate. For
many of them, the internationalization process does not, however, follow
traditional patterns of building upon a stable domestic position before grad-
ually and sequentially engaging in international activities (cf. Johanson and
Vahlne 1977, Johanson and Vahlne 1990, Cavusgil 1980). On the contrary,
prior research suggests that a new pattern of international entrepreneur-
ship—based on rapid, if not instant, internationalization—is emerging.
Data in this study was collected for a research project “Market Strategy of
Firms in Global Environments,” which primarily focused on industrial inter-
national new ventures. Firms established in 2002 or later were disregarded,
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as no economic performance data were available, and only firms with a mini-
mum of ten employees were included. Firms established before 1982 were
included only if they had more than 50 employees. The population of busi-
ness firms studied was identified by means of a public database, which lists
all private Danish business firms; 3,048 firms met the criteria.

Initially, a letter was sent directly to the CEO of each of the firms.
Attached to the letter were seven questions of central importance for the
total project. These seven questions were the basis for classifying firms as
different types of ventures. As a next step, as mentioned in the initial letter,
all CEOs were approached by telephone in order to ask them to participate
in the survey and to answer the seven questions. In 2004, a marketing
research company carried out this part of the data collection, supported
by the team of researchers. After the elimination of incorrect registrations
and unreachable firms (the firm was closed, further duplicates, firms with
wrong NACE codes, etc.) the population was reduced to 2,527 firms.

About 57 percent of the firms in the effective population of 2,527 firms,
altogether 1,456 firms, refused to participate in the survey. A non-response
bias test showed no significant differences between the two groups in terms
of size, year of establishment, and turnover. The test led to the conclu-
sion that no significant differences were present and that the sample was
representative.

The Population of the Study

In order to make the two data sets comparable, only exporting SMEs (meet-
ing the EU definition) that were founded after 1990 or later were included
in this study. Next, the companies were classified into three groups. Several
alternative classifications exist for this purpose. The seminal articles by Ovi-
att and McDougall (McDougall et al. 2003, 1994, Oviatt and McDougall
1994, 1995, 1997, 2005a, 2005b), divide firms into four groups in accor-
dance with the type of international activities and number of countries served.
These include the multinational trader, the geographically focused start-up,
the global start-up, and the export/import SMEs. However, this typology is
difficult to use in an empirical setting; for example, it is not clear exactly how
one defines a “few” or a “large” number of countries.

Another possibility is to use the classical born global definition of 25
percent or more export during the founding period of the irm—which is
typically seen as three years, but may be from one to six years (see Knight
and Cavusgil 1996, Knight 1997, Knight and Aulakh 1998, Knight et al.
2000). Yet another alternative is to define the born global firm or INV as
a firm with export and sourcing outside its own continent within the first
three years, as in Knight et al. 1999, Rasmussen and Madsen 2002, Servais
et al. 2006, Moen and Servais 2002, Kuivalainen et al. 2007.

As the focus of this book and this chapter is on how internationalization
and growth are interlinked, the authors have chosen to set up a relatively
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simple typology. The born global group consists of the firms with a rapid
internationalization, i.e., their share of exports exceed 25 percent of turn-
over during the first three years after inception. The born internationals
are also international during the first three years, but at a much slower
rate—their share of exports is less than 25 percent of turnover during the
first three years after inception. The export SMEs have internationalized
after the first three years. The first two groups can be labeled INVs in
accordance with the literature mentioned earlier; the born global group
also meets the criteria used earlier (cf. Madsen and Servais 1997, Madsen
et al. 2000, Knight et al. 2000, Rasmussen and Servais 2002, Gabrielsson
and Kirpalani 2004, Rialp et al. 2005). The last group—which is used for
comparison—is made up of the more traditional exporters that develop the
home market first and then go international.

The proportion of born globals in the two data sets is quite close (34
percent in the French set, 39 percent in the Danish one), while the pro-
portion of born internationals and export SMEs differs considerably. The
number of born internationals is much higher in France than in Denmark
(47 percent vs. 27 percent), thus meaning that the majority of French firms
start their internationalization within the first three years after foundation,
whereas in Denmark a large group of firms (approximately one-third) do
not go international within the first three years.

A more detailed overview shows that while only a third of French firms
can be considered as born global firms (BG), almost half of the sample is
made up of born internationals (BI) (see Table 6.1). It seems also that the
French firms belonging to both aforementioned categories recorded their

Table 6.1 Overview of the Two Data Sets

FRANCE DENMARK
Export Export
BI BG SME Total BI BG SME Total
Sample 38 27 15 80 91 130 116 337
% of the sample 48 34 19 100% 27 39 34 100%
Age of the firms in 2002 71 5,6 83 N=80 7,0 6,4 84 N=337

Time lag between the founding yearand 0,75 0,3 5,3 N=80 2,18 0,70 7,92 N=333
the first year of internationalization

Percentage of firms which had theidea 53 96 13 N=80 35 76 44 N=337
of internationalization before the
inception of the company or during the
venture creation process (1) (2)

1) The internationalization speed was given by the respondent. For Denmark, in a few cases the
number of years was extremely high (more than 100 years) indicating that it must be an error.
These few outliers have been deleted before calculating the mean.

2) For Denmark, “Did the founder focus on international sales from the establishment of the
company?” Answer from 1=not at all to 7=to a great extent. The percentage here includes the
answers in category 5, 6, and 7.
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first international sales during the year of their inception. On average, it
was during the first quarter for born global firms, but at the beginning of
the fourth quarter for born international firms. Export SMEs, however,
went international much later—on average five years after their inception.

As far as French born global firms are concerned, almost all of them (96 per-
cent) had the idea of going international before the inception of the company
or during venture creation, while seven out of ten went international on their
own initiative. This picture contrasts with French born international firms, as
only half of them had the idea of internationalization before their inception
as well as themselves initiating international sales proactively. It is also worth
mentioning that only 13 percent of French exporting SMEs thought of inter-
nationalization before or during the creation of the venture. This is consistent
with their later arrival in international markets. But more than 50 percent of
such firms initiated international sales on their own initiative.

Taking a closer look at the Danish firms in Table 6.1, the percentage of
born global firms is almost the same as in France, but in France the percent-
age of born internationals is much higher than in Denmark. Instead, there
was a high percentage of exporting SMEs in Denmark. As can be seen in
the table, the French and the Danish firms are in many ways similar to each
other. The youngest firms in both countries are the born global type of
firms. The time between the founding and the first year of internationaliza-
tion is very short in both countries for the born global firms. And in both
countries the founders of the born globals focused on the international
markets right from the beginning.

Table 6.2 shows that the industrial distribution in all three groups
of French firms—born internationals, born globals or export SMEs—is

Table 6.2 1Industrial Distribution in the French Data Set

Export
BI N=38 BG N=27 SMEs N=15

Industry (EU NACE code) obs. obs. obs. Total
Code 1: food industry, tobacco, 4 10% S5 19% 2 13%11/14%

textiles
Code 2: chemistry, plastic, min- 20 53% 9  33% 4 27%33/41%

eral products, metal equipment,

machinery

Code 3: furniture, computer, electrical 8 21% 7 26% 3  20% 18/23%
equipment, radio, television, commu-
nication, electrical products; medical,
optical products, car industry

Code 7: computer activities 6 16% 6 22% 6 40% 18/23%
(software)

TOTAL 100% 100% 100% 101%
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Table 6.3 Industrial Distribution in the Danish Data Set

Export
BIN=91 BG N=130 SME:s
Industry (EU NACE code) obs. obs. N=116 obs. TOTAL
Code 1: food industry, tobacco, 9 10% 15 12% 9 8%  33/10%
textiles
Code 2: chemistry, plastic, 58 64% 54 42% 79 68% 191/57%

mineral products, metal equip-
ment, machinery

Code 3: furniture, computer, 21 23% 48 37% 23 20% 92/27%
electrical equipment, radio, televi-
sion, communication, electrical
products, medical, optical prod-
ucts, car industry

Code 7: computer activities 3 3% 13 10% S5 4% 21/6%
(software)
TOTAL 91 100% 130 101% 116 100% 100%

rather diverse. Moreover, no particular industry seems to be characteris-
tic to born globals. In fact, while born internationals are most often active
in the Code 2 industries (53 percent of such firms belong to that category)
and export SMEs in computer-related activities (Code 7 industries), born
globals have no particular typical industry background. Although the
small sample size does not allow strong conclusions, the data indicates
that other factors than the type of industry better explain the choice of
this international growth strategy.

Tables 6.2 and 6.3 both show differences between the two countries
studied, independent of the group of firms studied. However, the data sets
also share some similarities, particularly in terms of the profile of born
global firms: The majority of these firms are active in the Code 2 or Code
3 industries.

ANALYZING THE DATA—PATHS OF GROWTH

In this section, the patterns of growth in both countries are presented.
However, as the data was not collected using identical questionnaires, not
all information was available in both countries.

Regarding the French data, the extent of internationalization was mea-
sured through three variables: the foreign sales percentage, the entry modes
adopted and the geographical areas entered. In so doing, the evolution of
these indicators was compared over time—that is, the time between the
first year of internationalization and the last year observed (2002). In order
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to identify the path of growth, two indicators of growth were introduced:
the turnover and the number of employees. In fact, whatever the indicator
considered, growth is measured as the variation (increase/decrease) in the
value of that indicator between the first year of internationalization (year
0) and the last year observed (2002) divided by the value of the indicator
considered during the first year. For instance, in terms of turnover, growth
is measured as: turnover in year 2002 - turnover in year 0/turnover in year
0. Table 6.2 provides an overview of their growth patterns.

For all indicators examined, Table 6.4 shows shifts in values between
the two dates considered, with some differences in amplitude depending
on the variable considered. In fact, the average number of employees
is three times higher in 2002 as compared to the first year of interna-
tionalization, whatever the group considered (born international or born
global firms). An exception of this is for export SMEs with a lesser—but
still important—increase of 80 percent. This may suggest that ceteris
paribus born global firms, as well as born international firms, have a
much higher potential for growth than export SMEs. During the same
period, the average turnover increased significantly as it is multiplied
by numbers ranging from three, in the case of exporting SMEs, to more
than four (4.28) for born global firms and even close to six (5.7) for born
international firms.

At the same time, there is also an increase in the average percent of
international sales for each of the three types of firms studied: very low in
the case of born globals (only 5 percent) but particularly high for exporting
SME:s (63 percent) and born international firms. For born global firms, the
quasi-stability can be explained by the fact that their market is international

Table 6.4 Comparison of International Sales, Turnover, Number of Employees and
Geographic Areas Entered between the Three Types of French Firms

BI firms BG firms Export SMEs

Year 0 2002 Growth Year 0 2002 Growth Year 0 2002 Growth
Turnover (KEuros) 497 2849 473% 1038 4453 329% 921 2961 221%

% of international  11% 25% 127% 63% 66% 5% 8% 13% 63%
sales

Number of 6 17 183% 9 25 178% 1§ 27 80%
employees

Average number of 1.4 22 57% 1.7 3 76% 1.3 1.6 23%
geographic areas

targeted

Western Europe - 21% 19% 36%
only

Europe only 54%  38% -30% 44% 22% -50% 54% 50%

N.B.: Year O signifies the first year of internationalization.
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by essence, insofar as their presence in international markets is optimized
or maximized soon after their date of origin. As a result, few improvements
are expected over time in this area.

Despite the lack of a control sample, shifts observed in the values of
variables studied over time seem to be indicative of an accelerated inter-
nationalization. Regarding the geographical areas reached by the firms
in the sample, Table 6.4 indicates a tendency of stability for exporting
SMEs, but a possible acceleration insofar as the increase goes beyond 50
percent for born international firms and born global firms. It appears
also that, on average, over the period examined, both born international
and born global firms entered an additional geographical area. More-
over, whereas the same half of exporting SMEs have their international
activities focused solely in Europe, the percentage of born international
and born global firms with sales activities restricted to Europe (“Western
Europe” and “All Europe”) decreases strongly, from 44 to 22 percent
for born global firms and from 54 to 38 percent for born international
firms.

These results partially contradict the PTT perspective—particularly for
born global companies but also to a small degree for born international
firms as well—because during the first year of international activities, the
majority of them do not develop their international activities merely in
countries geographically close to France. It seems that during the last year
studied, geographical diversity was more important for born global firms,
as sales activities of such companies covered, on average, included three
different geographical areas a couple of years after their creation. This is
consistent with Jones and Crick (2004) who found that INVs—particu-
larly high-tech ones—do not necessarily have the opportunity to gradually
develop on the domestic market before going international. Market demand
for high-technology products may also limit the window of opportunity for
exploitation of new products, thus moving firms quickly to the most attrac-
tive rather than the most culturally similar markets.

Table 6.5 Comparison of International Sales, Turnover, Number of Employees and
Geographic Areas Entered between the Three Types of Danish Firms

BI firms BG firms Export SMEs

-5 2001/ -5 2001/ -5 2001/
years 2002  Growth years 2002  Growth years 2002  Growth

Balance  24.486 50.618 N=62 28.717 38.595 N=76 26.041 34.196 N=85

(1000 106% 34% 31%
D.kr.)

Number of 25 33 N=56 33 45 N=68 39 46 N=82
employees 32% 36% 20%

Due to legal constraints we have data only from the year of survey (2001/2002) and five years before. Only
firms with information from both years have been used.
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On the other hand, the data from our Danish study indicates to a large
extent the same patterns of growth as the French data, even if not all the same
data is available (Table 6.5). Initially, the largest firms are the export SMEs,
followed by the born globals and the born internationals. However, the inter-
national new ventures are growing at a faster pace than the export SMEs.
Furthermore, the data show that the born globals are, nearly all of them, sur-
vivors, while one finds a large number of failures among the export SMEs.

HOW AND WHY SMES GROW—OR DO NOT GROW?

Next, the possible linkages between internationalization and growth are
discussed from two points of view. First, how do firms—especially inter-
national firms—grow? The starting point here is data driven: which types
of firms grow, when do they grow and what are the differences between
regions or countries? Secondly, why do firms grow, or what are the drivers
behind the growth? The theoretical background for this discussion can be
found in prior research related to networks and growth (see e.g., Zahra and
Garvis 2000, Zahra et al. 2000, Zahra 2005, Zahra et al. 2005, Nummela
et al. 2005, 2004, Freeman et al. 2006, Gabrielsson and Kirpalani 2004,
Autio and Yli-Renko 1998, Briiderl and Preisendorfer 1998). The following
themes are of interest here:

¢ Differences in the macroeconomic environment and their influence on
internationalization and growth

e Drivers of growth, including the role of networks

e Consequences for growth in the case of rapid internationalization

In this study we classified the companies studied into three groups:
born globals, born internationals and export SMEs. Contrary to what one
might expect, the authors found that the share of born globals in Denmark
and France is almost the same. If the general impression of the differences
between France and Denmark is correct, the share of born globals should
have been much lower in France than in Denmark. On the other hand, the
French data set included a relatively large number of born international
firms compared to Denmark, while Denmark had considerably more export
SMEs. This indicates that the small firms in France tend to be more interna-
tionally active after the foundation of the firm than in Denmark.

From the viewpoint of industry, we can conclude that both studies con-
firmed a rather diverse industrial distribution. The notion that born global
firms ought primarily to be found in high-tech industries is thus not con-
firmed, either in France or in Denmark.

In both countries, the born international firm is the most growth ori-
ented, followed by the born globals. But the “largest” firms are found
among the export SMEs, which are not internationally oriented from the
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onset. In addition, the export SMEs are not growing as fast as the two other
groups. We can thus conclude that internationalization and growth are not
necessarily linked. Seen from a resource perspective, the born global firm
is restrained in its resources because of its focus on international activities,
typically in several countries at the same time. Its resources are used to
develop contacts and relations in these countries and to build a sales orga-
nization capable of handling the large complexity of a highly international
firm. In contrast, an export SME will typically be a sub-supplier to a large
number of domestic customers, which enables it to start on a much larger
scale than the two INV types of firms.

Looking at the growth of the three types, it is interesting to see that the
highly international firms—while starting out at a small scale—are grow-
ing much faster than the domestically oriented type of firms. It can thus
be expected that the INVs will outgrow the domestic firms if they do not
extend their internationalization.

Regarding differences in the number of INVs, their internationaliza-
tion, growth and development, no major differences between France and
Denmark were found. The percentage of born global firms was almost the
same in the two countries, but there were more born international firms
in France than in Denmark. In contrast, there were more export SMEs in
Denmark. These firms can be seen as typically Danish sub-suppliers with
a focus on specialized production processes. Compared to the INVs they
will have a larger number of employees from the foundation of the firm,
but will tend not to grow further—and internationalization, if there is any,
happens slowly. Whether this type of firm will survive in the long run is an
open question, but it is clear that there are fewer and fewer of them either
in Denmark or in France.

It could have been argued that the export SMEs would have a large
potential for growth in France as this country has a huge home market, but
this is clearly not the case. They grow faster than the same type of firms in
Denmark, but not as fast as the two INV types of firms. We can thus—with
some caution—conclude that a prerequisite for growth among SMEs is an
international strategy, both in France and Denmark.

When we first started the discussion of how to compare French and
Danish SMEs and their internationalization and growth, we expected to
find huge differences between the two countries. Instead, we have found
very small differences in, for example, the number of born global firms in
the two countries. It can be argued that this is due to the specific area of
France that we have used in our research—the Rhone-Alps region—but as
this part of France is often used as an “average” part of France we do not
believe that this is the case.

Instead, we see this research as documentation of the similarities among the
smaller firms in the EU. When one looks at the facts and ignores the few large
world-renowned companies, the reality for the small firm is, to a large extent,
the same in a number of European countries as we have seen in France and
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Denmark. The manager of a small firm in both countries—and in a number of
other European countries—has to think and act on an international scale, and
the growth of the firm comes to a large extent from its international activities.
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7 International Growth Strategies
in Different Marketing Contexts

Svante Andersson

INTRODUCTION

Internationalization is an important strategy for firms that want to grow,
especially in countries with a small home market. Even if the phenome-
non has been studied for some time, there still is need for more research
dealing with the different contexts within which different firms operate.
In this study international growth strategy is regarded as a process (cf.
Melin 1992), and important parts in that process include what is produced
(goods, services), where the products are sold (markets) and how the firms
enter foreign markets (entry modes) (on dimensions of internationalization,
see Welch and Luostarinen 1988).

Many different models have been developed to increase the understand-
ing of international growth strategies (e.g., Andersson 2000, Autio 20035,
Doole and Lowe 2008, Johanson and Vahlne 1977, 1990, Oviatt and
McDougall 1994). Common to these models is that they do not focus on
the different marketing contexts that are valid for different firms (e.g., dif-
ferences between consumer, service and industrial marketing). The theories
and models developed discuss internationalization of firms on a general
level or use other determinants to discuss different international growth
strategies.

In marketing literature, however, separate research streams exist for
consumer marketing, industrial (business-to-business) marketing and ser-
vice marketing (Gummesson 1999). There it is also suggested that firms
should adapt different strategies in the different marketing contexts. And
yet, although international growth is an important part of many firms’
marketing strategies, there have been few attempts to discuss international
growth and marketing strategy together and to explore the relationships
between different marketing contexts and firms’ international growth
strategies (Andersson 2002, Coviello and Martin 1999).

To fulfill this gap, this study aims to explore international growth strat-
egies in different marketing contexts, from the viewpoint of marketing
theories. Different international growth strategies will be identified and
explanations why those patterns have emerged will be discussed. In other
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words, this study attempts to explore if firms in different marketing con-
text develop different international growth strategies and whether different
streams of internationalization literature are more applicable in different
marketing contexts.

First, a literature review is carried out. Next, the methodology adopted in
this study is presented. Thereafter follows a discussion based on case stud-
ies that focuses on firms’ international growth strategies in different mar-
keting contexts. The different theoretical approaches are compared with
the cases and conclusions are drawn. Finally, some practical implications,
limitations and propositions for future research are brought forward.

INTERNATIONALIZATION LITERATURE

Internationalization Process of the Firm

Different models have been developed to increase the understanding of the
firm’s internationalization process (e.g., Johanson and Vahlne 1977, Bilkey
and Tesar 1977, Cavusgil 1980, Reid 1981). One of the most frequently
applied models in this field of research is the ‘Uppsala model’” (Johanson
and Vahlne 1977, 1990), in which the internationalization process is con-
sidered to be cyclical, and market knowledge to be the explanatory vari-
able (Johanson and Vahlne 1990, Andersen 1993). Theoretically it is based
on the behavioral theory of the firm (Cyert and March 1963) and on the
theory of the growth of the firm (Penrose 1959).

In line with Penrose (1959), two types of knowledge are distinguished,
objective and experiential. Experiential knowledge, which can only be
acquired by personal experience, is viewed as the main way to reduce mar-
ket uncertainty. The learning-by-doing aspect is central in explaining a
firm’s international behavior. The internationalization process is seen as
a learning process, in which resource commitment and market knowledge
are the basis for proceeding (Johanson and Vahlne 1977).

The Uppsala model has been operationalized in two ways: in terms
of the sequence of foreign market entry, and the pattern describing the
increasing commitment to a single market. The concept of psychic distance
has been developed to understand firms’ choice of geographical markets
and is defined as “factors preventing or disturbing the flow of informa-
tion between firm and market. Examples of such factors are differences
in language, culture, political systems, level of education, level of indus-
trial development, etc.” (Johanson and Wiedersheim-Paul 1975, 308). The
firm’s international behavior in a single market is a consequence of a suc-
cessively greater commitment; i.e., at the beginning there are no regular
export activities, then export takes place via independent representatives,
later through sales subsidiaries and eventually a manufacturing subsidiary is
established (Johanson and Wiedersheim-Paul 1975). In this tradition firms
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relate to their market via relationships with other organizations. The model
has mainly applied to firms operating in business-to-business markets.

International Marketing: The Textbook View

An alternative approach to internationalization has its roots in strategic
management and economics. According to this tradition, international mar-
keting decisions are made after a rational analysis of, for example, trans-
portation costs, tariffs and non-tariff barriers, transaction costs, relative
wages and market size. Additionally, it is argued that a firm has to analyze
firms’ internal and external factors to come up with the best alternative.
Based on these analyses, an international marketing plan can be developed
and be implemented using various marketing mix tools. This view is fre-
quently presented in numerous textbooks in international marketing and
strategy (see, e.g., Hollensen 2007, Doole and Lowe 2008).

International Entrepreneurship

An increasing number of researchers argue that the dominant views on
internationalization, such as the ones reviewed earlier, are not enough to
understand the marketing strategies of small, young and resource-con-
strained firms, the “Born Globals”(Andersson and Wictor 2003, Autio
2005, Knight and Cavusgil 1996). These firms are international from their
inception, and enter markets rapidly without time for learning from earlier
market entries (Oviatt and McDougall 1994). In contrast to other interna-
tionally operating firms, they rely more often on complementary competen-
cies of other firms. For example, their distribution channels are often based
on hybrid structures with a network of partners (Andersson, Gabrielsson
and Wictor 2006, Crick and Jones 2000, Gabrielsson et al. 2002, Mad-
sen and Servais 1997, Petersen and Welch 2002). From the viewpoint of
marketing strategy, the entrepreneurs’ attitude toward marketing (Anders-
son 2000) and the entrepreneurs experience and networks (Andersson and
Wictor 2003) are decisive.

MARKETING LITERATURE

Marketing Management for Consumer Goods

The management of marketing consumer goods is the marketing school
that is dominant in marketing literature (Vargo and Lusch 2004). Most
textbooks in the area (e.g., Kotler 2003) and most theories and models in
marketing are developed mainly for marketing of consumer goods. The
underlying assumption in this research tradition is that there is one large
seller who needs to reach many individual customers (for a more detailed
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review of the approach, see Gronroos 1994, Brown 1995 or Vargo and
Lusch 2004).

To be able to obtain information from customers, and to communicate
with them, they are commonly classified into a number of segments, and
the seller may focus their marketing activities on one or several segments.
Several ways to segment a market exist: for example, geographic, demo-
graphic, psychographic and behavioral criteria may be used (Kotler 2003).
After selecting the optimal number of segments, the marketing offer is tar-
geted to them with an attempt to differentiate compared to competitors. In
this context, brand building and advertising are the most important pro-
motion tools (Kotler 2003).

Industrial Marketing

In industrial (business-to-business) marketing, both parties—the buyer and
the seller—are organizations. In many cases the buyer may be bigger and
more powerful than the seller, thus having an influence on the exchange
process. The offering is often more complex, and therefore the information
flow between seller and buyer is more multifaceted. Altogether, business-
to-business relationships are typically more complex than relationships
in consumer markets (Hikansson 1982). Therefore these markets are not
based on single transactions but on long-term interactions between sellers,
buyers, and other parties across multiple firms for mutual benefit (Hakans-
son 1992, Coviello et al. 1997). This is facilitated by the fact that the num-
ber of customers is smaller, so the needs of these significant stakeholders
can be handled individually.

In industrial markets, the buyers are professionals who spend all their
time buying more efficient and higher quality products. However, the for-
mal buyers are not the only ones who influence the buying process; other
actors, such as technical experts, CEOs and other decision makers, and
users are important actors in the buying process (Webster and Wind 1972)
and each seller-customer relationship is of importance. Existing research
on industrial marketing has mainly focused either on organizational buy-
ing behavior (Webster and Wind, 1972) or relationships and networks
(Anderson et al. 1994, Héakansson 1982), both being central themes in
these markets.

The relationship among the different actors in the network is important
in order to understand the network (Hakansson and Johanson 1992). Over
time, mutual knowledge and the trust that has been developed in relation-
ships form the basis for future business in the network. The actors can be
linked to each other through technical, social, cognitive, legal, economic or
other ties (Hammarkvist et al. 1982).

The network is difficult for outsiders to grasp (Forsgren and Johanson
1992), as it is not controlled by one actor but changes continuously, which
has consequences for the internationalization of the firm. For example,
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Axelsson and Johanson (1992) found in their study that the traditional
textbook view of foreign market entries was not applicable, as it was
not possible to gather important information from a market (network)
without being a part of it. This finding is in line with Penrose’s (1959)
concept of experiential learning. The entry process gradually evolved
through interactions among the actors in the network and involved trial
and error learning processes. In other words, the network view shares
the same theoretical base with the Uppsala model, which was described
earlier. In both of these research streams, knowledge seems to be the main
explanatory factor behind international growth (Johanson and Vahlne
1990, 2003).

Services Marketing

Services differ from goods in a couple of crucial aspects: they are intan-
gible, that is, they cannot be seen, felt, heard or tasted before they are con-
sumed, and cannot be protected with patents. They are also produced and
consumed simultaneously. Therefore, it is not possible to manufacture a
service in one place, distribute it to another place, and consume it later. The
consumer is also involved in the production, sometimes together with other
consumers. Services are also perishable and cannot be stored. They do not
provide economies of scale from centralized mass production, standardiza-
tion is challenging, and quality is difficult to control (Zeithaml et al. 1990).
Recently, a new dominant logic has emerged to understand them better,
focusing on their intangible characteristics such as skills, information and
knowledge and ongoing relationships (Vargo and Lusch 2004).

Services are consumed in direct interaction between the consumer and
producer, and therefore the behavior and appearance of front-line staff is
of great importance. To complement the intangible side of services, physi-
cal evidence can be used to communicate high quality to the consumers
(cf. Shostack 1984). For example, hotels and restaurants may pay a great
deal of attention to interior décor. Consumers are a part of the production
process, and firms can try to educate consumers to take even more respon-
sibility for the process. For example, banks try to share some of the routine
work with their consumers via information technology (IT) services and
cash machines.

Because of their unique features, internationalization of services requires
more resources and is therefore more risky (Carmen and Langeard 1980,
Cowell 1991, Gronroos 1990). Tariff barriers have also decreased in the
service sector, but non-tariff barriers have continued to increase, which
complicates the international growth of the service sector (Javalgi and
White 2002). Also the marketing context is of importance: Coviello and
Martin found (1999) that internationalization of services was quite similar
to internationalization in business-to-business markets, as the importance
of networks was stressed in both sectors.
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INTERNATIONAL GROWTH STRATEGIES IN
DIFFERENT MARKETING CONTEXTS

Previous research on internationalization has developed theories and mod-
els applicable to all types of firms. The advantage of such an approach is
that the models are simple and may be generalized to a larger population.
But they are probably not detailed enough to catch the complex phenom-
ena of individual firms’ international growth strategies. Arguably, it is not
possible to catch the variety of firms’ internationalization with a single
approach; several approaches focusing on different perspectives would be
preferred.

Our literature review concluded that internationalization literature is
based on different theoretical origins. Internationalization process litera-
ture has its base in organizational literature (Cyert and March 1963) and
focus on organizational learning. The textbook view in international mar-
keting literature has its base in economics and strategic management and
has a marketing view similar to mainstream consumer marketing (Coviello
et al. 2002). International entrepreneurship literature focuses on the entre-
preneurs’ experience and personal networks (Rialp et al. 2005). However,
in all these research streams there is no deep discussion on how the firms’
relations to their marketing contexts influence the international develop-
ment in the firms.

In marketing the research streams also have their roots in a variety of
theories and dominant logics (Vargo and Lusch 2004). Marketing manage-
ment for consumer goods has its base in economics, and as already men-
tioned is close to the textbook view in international marketing. Industrial
marketing has connections to the internationalization process literature,
and literature on service marketing is also linked with the internationaliza-
tion process literature, both highlighting the role of relationships. In other
words, overlap and linkages are prevalent, and therefore by using input
from both the internationalization literature and the marketing literature,
a matrix can be developed that can be used to analyze how firms implement
international growth strategies in different marketing contexts.

Based on the literature review, four aspects of international growth have
been identified to be relevant in analyzing the different contexts. They are
(1) speed, (2) barriers, (3) markets, (4) entry modes. All these will be used in
further analysis of the international growth of selected case companies.

CONDUCTING THE STUDY

Case Selection

Ahrens Rapid Growth (a Swedish consultancy firm focusing on growing
firms) publishes regularly a list of high-growth firms in Sweden. They are
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Table 7.1 Case Companies in Terms of Type of Buyer and Offer

Type of buyer

Type of offer Organization Consumer
Goods Roxtec Histens

Jomed H&M

Electrolux

Services IBS Hemfrid

Intentia

IFS

firms with an average growth of turnover of more than 25 percent over the
last six years. This list was the main source of information for selecting the
illustrative cases for this study, although some complementary information
from business press and Stockholm Stock Exchange was used to identify
business-to-business service firms. In order to demonstrate the variety of
different marketing contexts, altogether nine cases were selected (Table 7.1).
Please note that the size of the companies varies considerably, and some of
them (such as Electrolux and H& M) do not fit the criteria for SME.

Data Collection and Analysis

As this study is exploratory in nature, a case study approach was considered
to be the most appropriate (cf. Yin 1994). Eisenhardt (1989) also recom-
mends case studies as a fruitful way to give a deeper insight when view-
points in earlier literature are conflicting, which is also a central feature of
this study. The case descriptions are mainly based on data from face-to-face
interviews, but complemented with secondary data, such as articles from
business magazines, annual reports and internal documents.

The interviews were conducted among key decision makers and peo-
ple implementing companies’ international growth strategies. The inter-
viewees included both CEOs and middle management (export directors,
export salesmen and subsidiary managers). However, access to corporate
elite was not straightforward (cf. Welch et al 2002), and there was clearly
a difference across sectors. In Nordic countries, there has been a tradition
of corporate elites being willing to cooperate with academic researchers
(Welch et al. 2002). However, in this study a distinctive difference could be
noticed between firms marketing to organizations and those marketing to
consumers. It was much easier to get access to firms marketing to organiza-
tions. An explanation could be that business-to-consumers firms are much
better known to the public, and therefore overloaded by numerous requests
for collaboration from academics and students. Nevertheless, although
access was also granted to the two largest case companies—Electrolux and
H&M—the top management could not be interviewed.
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A semi-structured interview guide was used, including questions on
where, when, how and why the firm had grown, with a focus on foreign
markets. A snowball technique was used; i.e., former interviews led to the
identification of individuals who were central in the decision making and
implementation concerning international growth strategies (cf. Mason
1996, Welch et al. 2002).

The data collection resulted in an extensive amount of data, which was
analyzed in several phases. First, the information from interviews and
other sources was written down in descriptive narratives, including graphs
on, for example, the development of international sales. This helped to
cope with the large volume of data (cf. Pettigrew 1988, Mintzberg and
McHugh 1985), and allowed the researcher to become intimately famil-
iar with each case and also the unique patterns from each case to emerge
before cross-case comparison (cf. Eisenhardt 1989). Following Eisenhardt’s
(1989) recommendations, the analysis included several iterations between
theory and data.

In order to improve the reliability and validity of findings, the intervie-
wees were given the opportunity to read and comment on the drafts of
narratives (cf. Yin 1994). Usually it was the most knowledgeable informant
from each case company who was asked to do that. However, this revi-
sion round did not bring much new information, the requested changes
in the narratives were minor in nature. Altogether, no significant sources
of error or serious concerns of the validity of the findings were identified.
The power gap between interviewer and interviewee was not considered to
be a problem (cf. Welch et al. 2002), perhaps because the interviews were
carried out in Sweden, which is regarded as a country with a low power
distance (Hofstede 2001). The interviewees were also very open (cf. Welch
et al. 2002), although the top management seemed to be a bit more open
than the middle management. This can be explained by the possibility that
the middle management might fear their comments could be scrutinized
and used against them by top management.

INTERNATIONALIZATION IN DIFFERENT
MARKETING CONTEXTS

International Growth of Business-to-business
Firms with a Product Offering

The first case company to be introduced is Roxtec, which was founded by
four colleagues in 1990. Their main product is a standardized system of rub-
ber cable entries and seals, although it also sells tailor-made systems. Since
its inception, the management of Roxtec has considered their markets to
be global, and by 1999 85 percent of the company’s turnover already came
from sales outside Sweden. The company entered into approximately ten
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new markets per year, and by 2001 they had a presence in 80 countries. In
the early phase of its international expansion, global presence was achieved
with the help of independent distributors. This was a deliberate strategy in
order to be able to enter many markets simultaneously with small resources.
The fact that their product was easy to transport and required little service
or education naturally facilitated this process. By 2005, the company had
also established seven sales subsidiaries, two of them having also regional
responsibilities (Madrid serving both Spain and Latin America, and Dubai
serving the Middle East region).

Another example of a rapid international expansion is Jomed, which is
in the medical high-tech sector. In 1991, a Swedish entrepreneur bought a
German production company and founded Jomed as a medical R&D com-
pany, and three years later the company started the sales of a monoleaflet
heart valve. In 1995, the company began the R&D for stents and other
products for interventional cardiology, and a year later the first genera-
tion of their coronary stent was launched. An extremely rapid international
expansion followed: their products were distributed and sold in 46 coun-
tries around the world within six months. In 1997, the group was brought
together under the umbrella of the Dutch holding company; in the same
year the company launched a second generation of coronary stents, and a
year after a third generation. A new manufacturing and development facil-
ity in Rangendingen, in southern Germany, was established, as well as the
new distribution and logistics center in Maastricht, in the Netherlands.
Direct sales activities started in Europe, where the main markets were
located. R&D continued and they next developed a self-expanding nitinol
stent. The market expansion was rapid, and further direct sales activities
in Europe, Japan and Brazil were commenced. In 2000, the company was
represented in approximately 70 countries globally.

These two cases are good examples of an extremely rapid international
expansion. This was facilitated by the fact that both companies were
started and managed by entrepreneurs with international experience and
international networks. It was also possible to manufacture a product in
one place and ship it easily and efficiently to another country. Technology
development and lower costs in the transport and communication sector
have made it easier for entrepreneurs to carry out their international busi-
ness ideas. Therefore, no significant external barriers prevented them from
internationalization.

International growth of business-to-business firms with a product offer-
ing has dominated the internationalization of Swedish economy for a long
time, and therefore it is quite natural that most of earlier Swedish research
has focused on them (starting from the seminal work of Johanson and
Vahlne 1977). However, the emerging research on international entrepre-
neurship has also concentrated on these type of firms, though the interest
has been particularly in high-tech firms (Bell 1995, Crick and Jones 2000).
Also the case studies presented here show that rapid international growth
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is possible for both those in the high-tech sector (Jomed) and those in a
traditional manufacturing industry (Roxtec), in the latter case particularly
if they use a resource-lean market-entry strategy.

International Growth of Business-to-consumer
Firms with a Product Offering

Earlier research has shown that it is easier to internationalize products than
services (Javalgi and White 2002). However, there are differences in the mar-
keting context that make the barriers for international growth higher for
firms offering products directed toward consumers than for those directed
toward organizations. The following case descriptions illustrate this well.

Histens is a company producing high-quality beds for the premium
class segment of customers. The company has grown rapidly in Sweden
using an aggressive and expensive advertising campaign. The brand name
Histens is now well established in Sweden, and since the end of the 1990s
the company has expanded abroad, In 2004, it had activities in Norway,
Denmark, Finland, Holland, Spain, France, Italy, the United Arab Emir-
ates, the UK and the US. However, despite its advertising, international
expansion would not have been possible without a distribution network.
Both supporting the brand and creating a network require significant
financial resources, but they can be considered as prerequisites to enter
new international markets.

H&M is a fashion company that first focused on the home market before
entering the international arena. H&M was founded in 1947 and their
first international venture was in Norway in 1964, followed by another in
Denmark in 1967: nine years later H&M opened a store in the UK. Also,
for H&M, entering new markets is a strategic decision, as successful entry
requires a lot of resources for marketing. Instead of a distributor network
H&M has chosen another entry mode: it operates internationally through
wholly-owned subsidiaries.

Our third example is Electrolux, which manufactures stoves, among
other things. Although a stove is a common appliance in most countries,’
the requirements for the size of the oven, for example, differ from one coun-
try to another. In Sweden a medium-sized oven is required—in order to
bake and cook with the oven regularly—whereas in the UK and the US
a larger oven is required, and again, in France they traditionally have a
smaller oven, as they seldom make their bread at home. This case illustrates
how consumer goods are influenced by national culture and habits.

As the number of potential customers on the home market is consider-
able, a company offering goods to consumers can grow on the home market
for a longer time before looking for opportunities abroad. Because of the
number of potential customers, personal selling is not the dominant pro-
motion activity; on the contrary, advertising has been the decisive part of
the promotion mix of our case companies. This naturally has its challenges,
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because of the media structure and language differences in diverse coun-
tries. Additionally, in the highly competitive environment that consumer
products compete in, branding is an important part of their marketing
strategy. However, branding requires heavy investments in order to be
effective. Because of these marketing-related aspects, the strategic decision
to enter foreign markets is considered to be an investment decision with
risks. Therefore, potential markets and entry modes are carefully scanned
and compared based on collected market information.

International Growth of Business-to-business
Firms with a Service Offering

As mentioned earlier, for business-to-business firms with a service offering
international growth poses many barriers, because services are consumed
and produced simultaneously and therefore internationalization of services
requires strong presence on the chosen markets. Compared with consumer
goods markets, relatively few—but extremely important—customer rela-
tionships exist.

In this study the case companies—IBS, IFS and Intentia—were selected
from the Swedish Enterprice Resource Planning (ERP) industry. The ERP
industry consists of companies producing business systems software. The
software is used to increase the efficiency of business processes in, for
example, manufacturing and distribution. Besides the systems, as an ele-
mentary part of their whole offering—these firms also offer services (imple-
mentation, education, upgrading, etc.) and about 50 percent of the firms’
turnover normally comes from services.

The case companies had an incremental international growth strategy:
first they aimed at establishing partnerships, which would then be devel-
oped into joint ventures and gradually into wholly-owned subsidiaries.
This development is in line with the development described in the Uppsala
internationalization model (cf. Johanson and Vahlne 1977, 1990). How-
ever, the main reason behind incremental internationalization was not lack
of market knowledge—as suggested in the Uppsala model—but lack of
financial resources.

However, this barrier was significantly lowered as two of the case
companies listed themselves on the Swedish Stock Exchange (Intentia
in 1996, IFS in 1997). This decision offered them additional resources,
which allowed them to grow faster through acquisitions, instead of gradual
organic growth. As a result, for example, the annual foreign turnover of
IFS grew from 32 percent to 52 percent in 1997. Nevertheless, compared
to the manufacturing case companies in business-to-business markets (e.g.,
Roxtec), these companies were not as international.

Business-to-business markets are based on close customer interface, and
therefore internationalization is also more dependent on the relationship
with the customer than cultural differences. Also, for the case companies,
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the concept of psychic distance could not explain the market chosen; rather
they entered in accordance with customers’ demand. Usually, if the cus-
tomer was present in numerous countries, the company was asked to serve
them in every location. Additionally, network relationships with third par-
ties are important for the firms’ international development. For example,
in this industry the firms are dependent on the operating platform. Both
Intentia and IBS use IBM’s platform and have been able to cooperate with
IBM in their international expansion.

International Growth of Business-to-consumer
Firms with a Service Offering

One could argue that firms offering services to consumers have the high-
est barriers and they need most resources to implement an international
growth strategy. In order to illustrate this, a company called Hemfrid—
supplying home services—was chosen for the study. For this company it is
not possible to transfer the service overseas easily, as local presence on the
market served is always required. Consumer services are also more cultur-
ally sensitive than industrial products, which complicates their internation-
alization. Marketing is expensive, as a lot of potential customers have to be
reached, and as personal relationships are important in service marketing,
more resources are required compared to marketing of consumer goods,
thus making international growth very expensive.

The case company started in Stockholm, Sweden and their growth strat-
egy was to enter other large Swedish cities. Its first product was a clean-
ing service, and they then added other home services (such as laundry and
childcare) to their selection. Gradually it expanded to other large cities
within Sweden, but it has not entered international markets yet.

CONCLUSIONS AND IMPLICATIONS

International growth is a strategy dependent on many external and inter-
nal factors (Andersson 2003). However, our illustrative cases show that
depending on the firms’ marketing context, there are different barriers for
international growth and different international growth strategies are more
likely to be chosen (Table 7.2).

It can also be added that international growth for firms that offer tangi-
ble goods to other organizations is less complicated than in other marketing
contexts, as there are fewer barriers, and therefore rapid internationaliza-
tion is possible without large resources. Firms do not have to grow large
or have extensive external capital to be able to expand abroad, and born
globals are more often found in this context (cf. e.g., Andersson and Wic-
tor 2003). Therefore previous research which has been conducted under
the title “international entrepreneurship” (cf., e.g., Autio 2005; Rialp et al.
2005) is often applicable in this marketing context (Table 7.3).
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Table 7.2 Comparison of the International Growth of Strategies in Different
Marketing Contexts

Type of buyer
Type of
offer Organization Consumer
Goods 1. Rapid internationalization 1. Moderate internationalization
2. Low barriers for international 2. Some barriers for international
growth growth:
3. Many markets are entered - There are more potential customers
simultaneously in consumer markets; consequently
4. Many different entry modes the home market is larger and the
simultaneously firm can grow within a country
before expanding abroad.

- High marketing costs due to brand
building and advertising, which
are important but costly marketing
tools.

- Consumer goods are more affected
by cultural differences, which often
implies costly product adaptation.

3. Markets are entered after strategic

analysis, including sales potential.

4. Entry mode is an important stra-

tegic decision following the firms’
business idea.
Services 1. Moderate internationalization 1. Slow internationalization
2. Some barriers for international 2. High barriers for international
growth: growth:
- Services cannot be stored or trans- - There are more potential customers
ported. in consumer markets; consequently
- Local production is required, which the home market is larger and the
requires large resources. firm can grow within a country

3. Markets are entered incrementally, before expanding abroad.
client-following is a usual way to - High marketing costs due to brand

choose a market building and advertising, which
4. Incremental growth via export, are important but costly marketing
middle-men and subsidiaries tools.

- Consumer goods are more affected
by cultural differences, which often
implies costly product adaptation.

- Services cannot be stored or
transported. Local production
is required, which requires large
resources.

3 and 4. Focus on the home market

Among our case firms, the ones offering goods to consumers internation-
alize later than firms offering goods to organizations. This is due to the fact
that it takes longer for them to saturate the demand on the home market,
but also because entering foreign markets would require more resources.
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Table 7.3 Relevance of Internationalization Literature in Understanding the
International Growth in Different Marketing Contexts

Type of buyer
Type of offer Organization Consumer
Goods International International marketing
entrepreneurship text-book view
Services Internationalization n.a.

process literature

For these firms it is not possible to grow incrementally as with industrial
products (cf. the Uppsala model, Johanson and Vahlne 1977, 1990). On
the contrary, to be successful you need resources to be able to compete
with local competitors. Consumer goods are also more influenced by local
culture, which makes entry into new countries more expensive, as products
need to be adapted to fit different markets.

A firm producing consumer goods should therefore start to penetrate the
home market before it enters new international markets. It should also con-
centrate its resources on fewer markets than firms in business-to-business
markets. The traditional textbook view of international marketing fits this
context. Entering a new market is a large investment, and as both market
and entry mode choices are important strategic decisions, market research
and careful planning are needed to cope with the risk involved.

For firms offering services to organizations the individual relations with
customers are more important than national cultures. As their relation-
ships are relatively few, it is possible to handle them individually. However,
as services are labor- and resource-intensive, it is not possible to interna-
tionalize as rapidly as in the manufacturing industry. As a result, markets
are entered incrementally, in line with the Uppsala model (Johanson and
Vahlne 1977, 1990).

Firms offering services to consumers face the highest barriers and need
the most resources to grow internationally. Additionally, the home market
is often big enough for their growth aspirations, and foreign expansion is
not necessary. If they decide to grow internationally, they will need expen-
sive marketing tools and may also need to adapt their services to different
national cultures. Often it will be advisable to diversify into new products
in the home market before the firm decides to go international.

However, there are resource-lean ways to grow internationally, such
as franchising, and some quite successful concepts have been introduced
internationally (such as McDonalds, Subway, etc.). Nevertheless, this strat-
egy is hard to implement if you do not have a strong brand. As this study
did not have any case examples of internationalization in this category, no
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conclusions are drawn here. This is also a category of firms where there are
still regulations and differences among countries that hinder international
expansion. These barriers are currently being intensively discussed in the
European Union.

This study explores whether firms in different marketing contexts
develop different international growth strategies, and whether some
streams of internationalization literature are more applicable than oth-
ers depending on the marketing contexts. This study does not imply that
marketing contexts are the only factors influencing firms’ international
strategies; however, marketing contexts reveal varying barriers to inter-
nationalization that are important to deal with for firms intending to
expand abroad. For managers, this study shows the importance of ana-
lyzing the characteristics of a firm’s offer and market situation when
decisions on international expansion are dealt with. These factors might
influence the speed of internationalization, which markets are entered,
and which market channels should be used. This study has also shown
that different streams of literature and theory are appropriate to various
marketing contexts.

LIMITATIONS AND FURTHER RESEARCH

This exploratory study carried out in Sweden cannot automatically be gen-
eralized to other countries. For example, developing countries may have
too small a home market for some types of products, and firms in these
countries may develop other types of internationalization patterns than
shown in this study (cf. Andersson, Eriksson and Lundmark 2006). US
firms with a large home market may, in contrast, have the opportunity
to grow within their home market before international expansion. Firms
in other small western European countries may show similar patterns as
the firms treated in this study. Globalization changes the circumstances in
different industries. In the fashion industry new Swedish firms (such Acne,
0Odd Molly, Filippa K, Hope, and Nudie Jeans) have been successful with
an international growth strategy. Globally-minded entrepreneurs in the
fashion industry have found opportunities worldwide; they have been able
to attract venture capital and grow internationally by using resource-lean
alternatives. That is, it seems that it is possible for entrepreneurs in differ-
ent industries to overcome structural barriers and internationalize rapidly,
which makes the research stream treating international entrepreneurship
even more important. Further studies are needed to catch up and under-
stand how globalization and other changes influence firms’ international
development. Additionally, studies that focus on firms’ marketing contexts
from different international settings are also recommended to enhance and
deepen knowledge of different types of international growth strategies.
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8 Analyzing the Moves of International
Entrepreneurial Organizations

The Entry of SMEs to Complex Markets

Antonella Zucchella

INTRODUCTION

The realm of international entrepreneurship is very scattered and is even
missing a generally agreed definition of the field. Definitions have been pro-
posed in the literature, activities (Oviatt and McDougall 1995, 2000, Etemad
2004) and more recently a process-based view of international entrepreneur-
ship (Jones and Coviello 2005, Zucchella and Scabini 2007). In this latter
vein, there is a particular need for better understanding of how the entrepre-
neurial process addresses and confronts foreign markets.

This chapter aims at adopting a process-based view of international entre-
preneurship (cf. Jones and Coviello 2005), following the idea that entrepre-
neurship is better represented as a process over time, rather than as an isolated
act (such as the foundation of a company, for example). Additionally, it high-
lights antecedents and consequences of action, as well as the development of
the capability of acting as entrepreneurial organizations (cf. Zucchella and
Scabini 2007). In particular, this contribution focuses on the process related
to the decision of entry to a complex market, this being an expression of the
international entrepreneurial attitude of a small firm. The entry to a complex
market is a demonstration of an international entrepreneurial organization,
as it involves both orientation and capabilities to face the risks involved.

The definition of complex market is actually missing from the international
business agenda. Traditionally foreign markets have been approached as:

e Being uniformly “different”. For example, Schumpeter (1934)
described internationalization as an act of entrepreneurship and
innovation, without differentiating foreign markets. The mainstream
literature on international business (IB) in explaining the reasons for
internationalization focuses more on the difference between domestic
and foreign markets (as well as between FDIs and exports) rather
than among markets in general.

® Being progressively different. Interest in the characteristics of the sin-
gle foreign markets (or clusters of foreign markets) is relatively more
recent and finds its origins in the “behavioral turn” of IB studies. The
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attention to the internationalization process (Johanson and Vahlne
1977) gave rise to studies on markets’ psychic distance (Johanson
and Wiedersheim-Paul 1975), paralleled by research on cultural dis-
tance in international organizations (Hofstede 1983). The concept of
psychic distance is particularly relevant to this research because it
underlines a subjective perspective of differences among countries,
dependent on firm experience and vision.

® Becoming progressively more homogeneous. This perspective pertains
to the seminal work of Levitt (1983) on the growing integration and
interdependence of markets across the world, which has given rise to
global strategies and global companies. The global strategy is also
pointed out by other authors (Porter 1986), among other strategic
orientations.

® Being organized in regional blocks, which shape international strate-
gic behavior (Rugman 2007).

Of the above listed approaches, the second one is applied here, assuming
that markets are

e subjectively different from the viewpoint of the internationalizing
firm, depending on their knowledge base (cumulated experience);

e highly different with respect to institutional, sociocultural and eco-
nomic dimensions; and

e perceived by firms as having different degrees of complexity in terms
of risk/uncertainty, distance (geographic and psychic), and internal
market structure, thus resulting in difficulties in managing market
entry, penetration and stabilization of market presence.

The most complex markets represent a very relevant challenge, especially to
smaller firms, which needs to be compensated by adequate opportunities.
The quest for more opportunities, at the expense of taking higher risks,
characterizes international entrepreneurial organizations (Zucchella and
Scabini 2007). The analysis of when and how a firm takes this decision,
how it is managed over time, and which learning and operation conse-
quences it bears allows us to highlight a relatively neglected field both in IB
and in IE studies. This chapter starts from a conceptualization of market
complexity and related firm behavior, and then provides an exploratory
analysis of two cases, concluding with suggestions for improved constructs
and future research agenda.

THEORETICAL FRAMEWORK AND KEY CONCEPTS

This contribution rests on two conceptual pillars: (1) the firm, with its
bundle of resources and capabilities, the ways it accumulates international
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knowledge through learning processes and how it approaches new markets,
and (2) the construct of complex markets, which represents a relatively
unexplored field of research.

Market Complexity

The concept of complexity has been adopted and studied across differ-
ent disciplines and fields of research, but it has rarely been applied in the
international business literature. An example of an exception to the rule is
Duncan (1972), who states that “environmental complexity as perceived by
foreign managers concerns the extent to which environmental factors in a
host country are diverse and heterogeneous.” Additionally, Luo (2002, 48)
analyzed how MNEs exploit and develop their capabilities when entering a
foreign complex market. In that study, “complex” referred to some emerg-
ing economies, and was defined as having a set of contextual hazards, such
as “environmental complexity (the host country diversity), industrial struc-
ture uncertainty (its volatility), and business culture specificity (its culture
uniqueness).”

Furthermore, it is proposed here that complexity may refer to both devel-
oped and developing countries. For example, the US market has been repeat-
edly reported as a complex one by many European firms, notably SMEs
(Zucchella and Costa 2007). This is due to its institutional and consumer
complexity, market structure, domestic competition, and quickly evolving
managerial practices, among other factors. As an example, O’Grady and
Lane (1996) reported that Canadian retailers expanding in the nearby US
market experienced losses and even retreats due to underestimation of the
two countries’ differences. Although the authors concentrated exclusively
on the firms’ lack of knowledge and underestimation of the venture, and
did not specifically explore the possibility that the high complexity of the
US market might have been one of the reasons of these failures, these two
issues may be strongly interrelated.

Psychic Distance—A Subjective Approach to Market Complexity

In the 1970s, as a part of the behavioral stream in IB studies, scholars
explored the concept of psychic distance in relation to firms’ behavior
in foreign market entry. According to that view, the difficulty in enter-
ing a market is only partially dependent on the market characteristics (as
expressed by their distance from the home country of the firm). In addition,
the complexity of a foreign market is also dependent on the experiential
knowledge possessed by the firm. This indicates that market complexity
has also a subjective dimension, through the cognitive frame and knowl-
edge base of the decision maker.

Psychic distance is a composite of the Greek word “psychikos,” refer-
ring to an individual’s mind and soul (Simpson and Weiner 1989), and

>
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“distance,” which is based on perceived cultural differences between a
“home” country and a “foreign” country, over and above the physical
time and space factors that differ across diverse cultures (Usunier and Lee
20035). Consequently, the concept exists in the minds of individuals, and it
is their subjective perceptions that uniquely determine the psychic distance
in question (Sousa and Bradley 2005).

The origins of the concept “psychic distance” can be traced back to
research conducted by Beckerman (1956) and Linnemann (1966). Later,
Vahlne and Wiedersheim-Paul (1973) described it as “factors preventing
or disturbing the flow of information between potential or actual suppliers
and customers.” These factors are associated with country-based dissimi-
larities and can be classified into four groups: (1) linguistic differences and
translation difficulty, (2) cultural factors, (3) economic environment and (4)
political and legal system.

Although the concept had already been described by the early 1970s, the
study of Swedish multinationals by Johanson and Vahlne (1977) is generally
accepted as the concept’s real genesis (Sousa and Bradley 2005). Their study
concluded that a firm’s international expansion progresses into markets with
successively greater psychic distance. In other words, firms enter new markets
where they are able to identify opportunities with low market uncertainty,
then enter markets at successively greater “psychic distance” (Johanson and
Vahlne 1990). Since then, the concept has become very popular, and contem-
porary literature on the internationalization process cites “psychic distance”
as a key variable and determinant for expansion into foreign markets.

However, there has been a recent surge in IE studies proposing models
of international growth that are not necessarily influenced by gradualism
and risk minimization. Research on born global firms (for a review, see
Rialp et al. 2005) and international new ventures (Oviatt and McDougall
1994, 1997) highlight the fact that these firms approach foreign markets
and entry modes differently. Johanson and Vahlne (1990) also recognized
that firms may skip stages and enter quickly into distant markets, leverag-
ing on other factors, such as networks. This implies that the learning pro-
cesses about foreign markets are not necessarily dependent on experience,
but may be complemented by other kinds of learning. Entrepreneurial orga-
nizations are driven by the need of exploring and exploiting opportunities
quickly on a global sale, and need to develop learning processes that are not
exclusively dependent on experiential learning.

Firm Orientation, Knowledge Base and Learning Processes

This chapter is built on the two pillars of market complexity and firm
behavior toward market complexity. The two dimensions are interrelated,
as market complexity may also be subjectively perceived in terms of psychic
distance and firm experience.

The attitude of a firm toward complex markets is related to its entrepre-
neurial posture, as defined by Covin and Slevin (2002). Complex markets
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involve a wider set of opportunities, counterbalanced by a higher set of
risks, related to the heterogeneity, variability or number of elements for the
decision maker and to the uncertainty of performance. International entre-
preneurial organizations possess the posture to face these challenges, as
they are characterized by a strong international growth orientation (Zuc-
chella and Scabini 2007).!

Together with its entrepreneurial posture and international growth ori-
entation, a firm making decisions about entering complex markets needs
resources and capabilities to enable it to exploit these opportunities. Finan-
cial and technological resources might be important, but human resources
(especially at the top management level) and their knowledge base are par-
ticularly relevant. Therefore, the key question in this study is this: due to
their high specificity, can complex markets be approached in the light of
experiential learning and progressive extension of geographic scope, as the
traditional Uppsala model suggests, or do they represent a discontinuity in
firm’s foreign operations, so that cumulated experiential knowledge is help-
ful only to a limited extent?

RESEARCH DESIGN

This study can be described as mainly exploratory and, to some extent,
descriptive, as our aim is “to build a rich description of complex circum-
stances that are unexplored in the literature” (cf. Marshall and Rossman
1999, 33). Two main approaches or methods—quantitative and qualitative—
are available to researchers. The qualitative approach implies an emphasis on
processes and meanings that are not measured in terms of quantity, amount,
intensity or frequency. This approach provides a deeper understanding of the
phenomenon within its context. Moreover, qualitative researchers stress the
socially constructed nature of reality, including the relationship between the
researcher and the phenomenon under investigation. According to Sullivan
(2001), when there is little theoretical support for a phenomenon, it may be
impossible to develop precise hypotheses, research questions, or operational
definitions. Thus, a qualitative approach was chosen here.

The empirical part of this study is based on two in-depth case studies.
The subjects are two Italian companies, which provide rich longitudinal
description of alternative internationalization processes, involving—at dif-
ferent stages of their life cycles and internationalization experience—an
entry or entries to one or more complex markets. One of the firms operates
in business-to-business markets, manufacturing espresso machines. The
other one operates on business-to-consumer markets, in the food indus-
try, producing rice and rice-based food products. The first one has been
international since its inception, starting in the most complex market from
their point of view, i.e., the US. The second one started selling abroad after
many decades of growth in the domestic market, beginning in the nearest
countries and only later entering the US market.
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Data from the case companies were collected with face-to-face inter-
views, focusing on a predetermined set of discussion topics. However, in
order to encourage free discussion, an interview guide was used, providing
topics or subject areas within which the interviewer was free to explore,
probe and ask questions that elucidated and illuminated the subject under
investigation. It also enabled us to build a conversation within a particular
subject area, to ask questions spontaneously, and to establish conversa-
tional style, but with the focus on a particular predetermined subject (cf.
Marshall and Rossman 1999).

Between January and April 2009, four interviews were conducted in
each company, with the CEO and the marketing/foreign operations man-
ager of both firms, each interview lasting about two hours. The data and
notes were carefully transcribed and read through in order to form a gen-
eral understanding of the studied phenomenon. Information from the
interviews was complemented with secondary sources, such as company
documentation and press releases. Based on the case studies, a more refined
conceptualization of complex markets will be provided, as well as a frame-
work for successful management of this kind of entrepreneurial strategy.

CASE: RISO SCOTTI

Riso Scotti is the Italian industry leader in rice production and in the rice-
related food products (such as rice flour pasta, biscuits, rice flakes and rice
oil). The company was founded in 1860; since then it has grown and diver-
sified its products and businesses, but still maintains a strong family busi-
ness governance and management, being managed by Angelo Dario Scotti,
the heir of the founding family. Today it employs about 150 employees and
had a consolidated turnover in 2007 of 210 million Euros, with a forecast
for 2008 of 240 million Euros.

The firm includes a number of companies, some specializing in culti-
vation, research and experimentation, others in manufacturing and pro-
cessing rice and rice-based products. Today, the group features a strong
international component as it sells its products in more than 50 countries
(23 of which are non-European), and the proportion of exports in its annual
turnover is approximately 22 percent. It was only in recent years—since the
consolidation of the Italian market—that the company decided to interna-
tionalize, and it now aims at increasing market share and recognition as the
best in its field in Europe.

Growth and Internationalization

The company started growing in the local, then in the domestic market.
Only after reaching market leadership in Italy did they start searching for
international growth (see Figure 8.1). Their growth pattern clearly resembles
the “rings in the water” process proposed by Madsen and Servais (1997). In
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Figure 8.1 The growth process of Riso Scotti.

fact, in geographic terms the foreign expansion follows the Uppsala model:
local-domestic-close countries-distant countries. It should also be noticed
that continuous growth on domestic market first required product diversi-
fication and only later, when it had a good range of complementary rice-
related products, could the company expand internationally.

Until 1992 the company had one product—packed rice-sold only on the
Italian market. Although rice still remains the core product of the company,
the stronger growth orientation of Dario Scotti resulted in developing, manu-
facturing and selling other rice-related products, such as bread sticks, rice
flakes, rice milk, and rice-based pasta, biscuits and crackers. In 2002 the
company started exporting through foreign distributors. However, interna-
tionalization was not only a question of straight exports; the first foreign
investment of Riso Scotti was the Danube project, which focused on develop-
ing the production and marketing of rice in Romania. Since 2002 the com-
pany has also had an effective and planned international strategy, rather than
the earlier unsolicited orders obtained from foreign customers contacted at
trade fairs and exhibitions. Previously the company had also had no agree-
ments with foreign distributors or distribution channels for foreign markets.

Their main geographic focus of internationalization is the European
market, with special attention to Central and Western European countries.
As for the countries of Eastern Europe, Riso Scotti plans to serve them in
the next few years through its production in Romania, where land and
climate conditions have been found appropriate for Italian rice cultivation.
However, exports are not limited to Europe, but extend also to India, Can-
ada, Africa, South America and North America. Since 2007, the company
has been trying to enter directly into more complex markets; in the US and
India, it has done so through the creation of a sales office and a joint ven-
ture respectively. Top management considers the North American market
as their biggest challenge, but also probably their biggest opportunity.

Motives for internationalization are connected to the need of getting global
visibility, at least in their niche (Italian rice and rice-related products).

We have been striving hard in the domestic market to reach leadership
through a differentiation strategy, based on overcoming the common
perception of rice as a commodity and shifting competitive advantage
from price to quality, innovation and brand. Lately we realized that our



122 Antonella Zucchella

competitive space was less and less the domestic one: with or without
us, the competitive space was turning global.

Consequently, it is possible to distinguish three phases in the company’s
process of internationalization, as illustrated in Figure 8.2.

India is also an interesting market for the company from the point
of view of both imports and exports. It offers the company a particular
opportunity to learn more about the basmati rice, which is fairly different
from the Italian variety and therefore cooked differently. The complexity
of this market is related to its strong but different rice culture—a challenge
where exports are concerned, but an advantage for imports from India and
thus an opportunity to become a global player. However, exploiting this
opportunity would require close collaboration with a strong local partner
in the form of a joint venture.

In addition, Riso Scotti intends to expand its business on the North
American market by establishing a sales office in the US. So far it has been
exporting its products only occasionally, through local distributors and
brokers, whose customers have been mainly Italian restaurants and shops.
The top management considers the market to be a highly complex one and
therefore a carefully planned strategy, clear commitment and investment of
resources are needed.

Riso Scotti and the US Market

Entry to the US market can be considered as an entrepreneurial act. It
requires risk-taking and considerable resource commitment—both financial

Until 2002 the management did not see the internationalization as a
First stage P strategic choice, and the only foreign customer relationships
stemmed only from occasional and marginal spot sales.

From 2002 to 2007. In this period the Group begun to consider the
Second stage internationalization as a strategic choice, mostly based on export
and productive FDI in the case of Romania.

From 2007 onwards the company decided to approach foreign
Third stage sales in a more committed way (joint venture and sales office) and
planning entry in more complex markets, such as the US and India.

Figure 8.2 The internationalization process of Riso Scotti.
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(the firm finances its operations mainly through its own cash flow) and
human (the staff dedicated to foreign operations is small, consistent with
the size of the company and its limited international business experience).
On the other hand, the country-of-origin image of Italian food is very posi-
tive, and Italian rice might offer an interesting, novel and healthy alternative
to the large and sophisticated customer base. All this probably facilitates
the exploring and exploitation of the market opportunity, but offers the
company the possibility to learn from the most advanced markets of the
world.

However, the US market is not homogeneous. Although there is a grow-
ing trend toward eating healthy, organic and fat-free foods, the impact of
this trend has been strongest in the western parts of the country, particu-
larly in California. Therefore Riso Scotti has decided to enter the market
through this state and set its sales office in San Francisco.

From the company point of view, the challenges of entering this complex
market can be summarized as follows:

e the business risks/uncertainty and the different entry barriers;

¢ the dominant role of intermediaries, especially trade channels, in cus-
tomer interface;

e the deep understanding of consumer preferences and their continuous
evolution;

¢ the need of adapting the product to local conditions (regulations and
consumers’ orientations).

The three first challenges could also be labeled as barriers—the two first
ones being both entry and permanence barriers—both typical for complex
markets. These markets are not protected by very high traditional barriers
of entry (such as duties, permissions, quotas) or natural barriers (such as
physical access, cultural differences), but by less obvious ones. Whereas the
traditional barriers of entry are easy to detect in advance, the US is per-
ceived to be complex because as mentioned in the interviews: “It looks like
an insidious ground, where barriers are mostly hidden and unexpected and
come out when you are already investing money there.”

These “invisible barriers” were also the reason why it took years for the
company to actually enter the market and grow its business. Among the
most significant barriers are the competitive and commercial ones. Local
competition is quite strong and the competitors know the customers well.
On the other hand, the distribution channels are dominated by large retail-
ing chains, which have a very high bargaining power toward the manufac-
turers. From the viewpoint of Riso Scotti, however, the real gatekeepers are
the buyers representing the specialty food shops and ethnic restaurants.

The interviews indicate that the entry to the US market is perceived as
a point of discontinuity in the firm growth and internationalization pro-
cess. The management considers that it has now reached for a different
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international scale, as well as a higher level of learning. The firm’s knowl-
edge base is still limited and has been built up mainly during the last few
years. Even their recent entry to the UK market is not considered to facili-
tate preparation of the entry to the USA.

The complexity is further highlighted by the need to adapt the product
to local conditions. It is not the rice in itself that needs adaptation; rather
the company must select the most appropriate kind of products from their
product range, the ones which will have the best chance to succeed in the
US market, after which it then needs to obtain product certifications, and
finally must adapt the packaging and other elements of the marketing mix.
The case company decided to enter the American market with an organic
and gluten-free product, and after analyzing the market carefully, Califor-
nia, and San Francisco in particular, was selected as the most suitable place
to start. On the US market, certification of the products is crucial: the main
approvals needed are from the USDA (organic: certification required for all
companies wishing to export their products in the US), the NOP (National
Organic Program; the products must be absolutely 100 percent organic),
and OU Kosher certification (symbolized by a golden circled U).

The entry strategy of Riso Scotti in the US can be characterized as com-
mitted (in its careful pre-planning and considerable investment and defini-
tion of financial and human resources to employ), selective (in its choice of
market area, small number of partnerships and limited range of products)
and learning-oriented, rather than sales-oriented. Consequently, the pro-
cess of internationalization in the US is incremental in terms of geographic
areas involved and product offered, but committed in terms of entry modes,
in order to maximize learning and business opportunities.

CASE: BRASILIA

Brasilia was founded in 1977 as a spin-off of Gino Rossi (now Rossi
Corp), a family firm committed to the production of components for the
espresso coffee machines since the 1950s. The entrepreneur, Giampiero
Rossi, son of Gino, recognized a business opportunity when one of the
leading Italian espresso machine manufacturers was suffering from a cri-
sis. Instead of just providing the “engines” for the machine, they could
supply the overall machinery to customers in the horeca (hotels, restau-
rants, cafeterias) sector.

The firm was international from its inception, mainly because the Ital-
ian market was already crowded by competitors (most of them its previous
customers) and already had some good ties with foreign distributors and
buyers in some countries. A decisive kick-off took place in 1983, when
the company launched a line of compact machines. This was a start of an
increasingly strong orientation toward exports and enabled their gain of
a significant share of the world market. Currently, the company employs
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more than 200 people at its Italian headquarters, where the production and
R&D are concentrated. Additionally, it has a number of foreign subsidiar-
ies and partnerships in the main markets. In 2007 the products were avail-
able in more than 100 markets, the most important ones being Portugal,
the US and France. It sells about 97 percent of its production abroad and is
the second largest manufacturer of espresso machines in the world.

Growth and Internationalization

The company’s growth has resulted from a couple of important early deci-
sions. First, the company addressed those foreign markets where the coffee
culture was less developed, but where, thanks to the presence of a signifi-
cant community of Italians immigrants, it could take off quickly. This was
the case in the North American market, where Brasilia began to sell its
products in the early 1980s.

Second, by the 1980s the company had begun to explore the business
opportunities of both coffee machines used at home and the so-called
“office-coffee system.” Particularly concerning the latter, the company
chose not only to manufacture the machines but also to accompany
them with complimentary offerings, such as equipment. In the manufac-
ture of these machines the company collaborates with another company
in the family group—Rossi Corp—in order to achieve some synergies in
manufacturing.

Third, perhaps their most significant decision, they introduced the first,
still unique, industrial espresso machine. In 1999 the company patented a
machine for dairy industries, confectionery and beverages, with a produc-
tion cycle capable of delivering 5 liters of pure espresso in the traditional 30
seconds, with chemical and organoleptic characteristics far exceeding those
of a coffee obtained through the process of percolation.

Brasilia is still targeting high global growth, supported by consumers’
increasing preference for Italian espresso. In order to achieve this global
expansion, they must adequately develop the Ttalian coffee-making culture.
For this reason they develop cooperative relationships with the customers
(who are typically coffee-roasting companies and their baristas), through
the offering of training courses, advisory services (such as coordination
and project management for starting and conducting coffee shops, and the
design and creation of innovative formats for the bar business), technical
publications and dissemination.

Strategic factors for the international activity of Brasilia can be consid-
ered to be its knowledge about global competitors and local customers, and
about the most effective ways to serve the latter through quality in product
and service before and after sales, and the development of new products
and new production technology. In a market where there is a strong pres-
ence of medium to large firms, Brasilia has implemented and still imple-
ments strategies to market entry based on export of machines produced in
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Figure 8.3 The growth process of Brasilia.

Italy. Exporting strategy is grounded on strong relationships with buyers/
importers and distributors, and on the presence of foreign sales offices, with
the role of customer assistance. In recent years the firm has also turned to
foreign production for some machines, through the acquisition of three
production units in China, whose products are destined to be sold in the
local market.

As Figure 8.3 indicates, Brasilia can be considered a born global com-
pany because it began operating abroad immediately after its founda-
tion, starting from distant countries and expanding its foreign sales very
quickly. The first market approached was the US one, thanks to the link-
age with a US distributor. Relationships with foreign distributors are
key factors for foreign market penetration for many businesses; this is
particularly true when the product is primarily destined for a business-
to-business market and requires technical understanding, user train-
ing and after-sales assistance. The nascent company was able to benefit
from the previous experience of the entrepreneur in the production of

The 1980s: Born global company, soon embracing expansion
First stage abroad starting from distant markets (US), through export driven by
relationships with buyers

The 1990s: Product innovation goes together and is nurtured by
geographic diversification, through differentiated customer
experience. Geographic scope broadens, foreign sales subsidiaries
are opened, new markets like China are explored together with new
entry modes (FDIs and JVs)

Second stage

A 4

The 2000s: global leadership through technological innovation and
consolidation of core world markets. Selection of core markets
involves re-thinking original presence in the latter, due to their
complexity. This is the case of US and paradoxically, Italy.

Third stage

Figure 8.4 The internationalization process of Brasilia.
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components for coffee-making machines and from his system of relation-
ships abroad.

The company has already gained good experience in establishing sub-
sidiaries abroad, a strategy which characterized its second stage of devel-
opment, illustrated in Figure 8.4. All through the 1990s, geographic
diversification was paralleled by the growth of foreign subsidiaries, espe-
cially in important markets (see Figure 8.4). In some cases the choice was to
rely on strong relationships with local distributors; in other cases the firm
established wholly-owned subsidiaries (Germany, Brazil) or joint ventures
(UK, Spain) in order to get a stronger market presence.

The after-sales service is ensured through a network of centers coordi-
nated either by subsidiaries in each country or by importers and dealers,
who usually receive the necessary support in terms of technical documenta-
tion, a supply of spare parts and training courses from the headquarters.

Brasilia and the US Market

From the viewpoint of the case company, complexity is a function of mar-
ket structure, in which local competition and access to the final customer
(through knowledge and distribution channels) are fundamental factors.
Also the size of the country matters, because it might oblige the company
to organize its logistic activity and after-sales support in a complex, multi-
located way. The marketing manager of the company named two markets
as complex ones for them: the US and—quite surprisingly—the home mar-
ket, i.e., Ttaly.

Although the company entered the US market at the time of inception—
mainly because suitable distributors were available—the management still,
after 30 years of experience, considers that they are unable to exploit the
market potential fully. This is due to limited knowledge of local customers
and the lack of brand awareness—the latter because the products are sold
under the name of the US distributor who also takes care of the after-sales
support. “We found out that being there since 30 years did not turn into
adequate experiential learning and local customer knowledge. The latter
remained at the distributor level.” As a consequence, they realized that fac-
ing the challenges and capturing the opportunities of a complex market like
the US one involves a stronger presence, branded products, a multi-located
logistics strategy, and frequent visits by the Italian managers. Therefore, in
20035 a sales subsidiary and two logistic centers were established, but good
relationships and commercial agreements with the former distributors were
also maintained.

In the future, the company plans to serve new market segments and
new areas (particularly the east coast) via its US branch. In addition to
the existing distributor network, also new partnerships will be created
with importers of different and complementary machines for cafeterias,
bars and restaurants. The market has recently been divided into five areas:
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inside each one they rely on a main distributor and on a consultant, who
is responsible for the social network and is in charge of developing local
relationships with final customers. The product range and characteristics
have been simplified (only four products are actually offered in the US)
and adapted to the market in order to provide the needed certifications,
not only on the overall machine, but on all its components. In other words,
a multi-modal and multi-located strategy with a simplified offering is con-
sidered more appropriate for the US market, particularly at a stage when
the company considers it a core one, involving dedicated presence and
localized learning.

What may seem surprising is that the definition of complex markets
holds also for the domestic market, which seems to contradict any theory
on gradual internationalization and psychic distance. According to the case
company, “The choice of being a born global firm led us to treat the home
market with less attention from the beginning.” As mentioned earlier, this
was due mainly to the strong competition as well as the fact that some com-
petitors had been their customers earlier. However, as the future strategy
focuses on the leading markets in the world, Italy will certainly be among
them and their presence there needs to be strengthened. Italy is a lead-
ing market, not just in terms of history or espresso consumption, but even
more important, in terms of trendsetting, advanced technologies for coffee
making and sophisticated customer tastes. This is why the case company
has already challenged its main Italian competitors with its latest prod-
uct: a machine especially addressed to espresso bars and serving a “perfect
espresso,” tasty and topped with a thick, long-lasting crema.

To sum up, for the case company, the definition of complex markets is
based on the idea that these markets are dominated by distance: they do
not mean inter-country distance, but the distance between the company
and its final customer—this being dependent on the chosen entry mode
and length of distribution channels. Therefore, complex markets need to
be approached through strong commitment, close presence in the different
areas (which may be approached gradually) and simplified product offer-
ings, focusing on those products that are likely to fit the local needs best.

DISCUSSION

Early literature on foreign market entry concerned the choice between
exporting and FDL. In this decision a crucial issue is the possession of firm-
specific advantages that could compensate for the liability of foreignness.
Firm-specific advantages connect to the literature on core competences as
drivers of firm growth (Penrose 1959, Hamel and Prahalad, 1990). On the
other hand, early literature (e.g., Knickerbocker 1973) also points out the
perspective of market structure and its influence on entry strategy whereby
oligopolistic reactions and exchange of threats are outlined.
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According to a more dynamic perspective, markets are chosen according
to “sequences” of firm behavior, and Vernon’s (1966) life cycle, for example,
highlights a sequence of internationalization decisions (concerning foreign
markets and entry modes) based on the evolution of competitive conditions
and the possession of a technological advantage to be exploited abroad. On
the other hand, the Uppsala model (Johanson and Vahlne 1977) suggests
that a gradual commitment is dependent on the firm’s progressive acquisi-
tion of knowledge through experience, and that country/mode decisions
follow an incremental, experience-driven path. Together with experiential
learning, the construct of psychic distance between markets is fundamental
to the model. Consequently, the characteristics of countries become more
relevant, because they drive the entry sequence and influence the establish-
ment (entry modes) chain. This literature highlights incremental changes
among countries and thus supports a linear perspective of country selection
as well as a linear perspective of entry modes selection.

Nevertheless, the two case studies reported contradict the linearity of the
process, as some markets are characterized by complexity in terms of dyna-
mism, heterogeneity, and uncertainty. These markets are not necessarily
distant in cultural or geographic terms. For both companies the most com-
plex market is the US one, even though both companies have international
operations in many countries and in different continents. Moreover, as the
first case indicates, the home market may also be considered complex.

Based on these cases, one may conclude that complexity refers to the
following elements:

e Market knowledge, referring to the difficulty of knowing deeply a het-
erogeneous and sophisticated market and effectively serving customers.
It is interesting to note that for both companies the US market is highly
complex from this point of view, due to its high consumer behavior
heterogeneity and change, to the level of advanced goods consumption,
and to its trendsetting role in many markets, while the second market
mentioned is for both companies the one where the consumption of
the specific product is the more advanced one (India for rice, Italy for
espresso coffee), even though India has a significant cultural distance for
the Ttalian firm, while Italy is the home market for the other company.
This creates customer-related barriers for entering these markets.

e Length and power of the distribution channels, referring to the challenge
of using local distributors but retaining sufficient market knowledge and
presence. Without shared knowledge with the partners, the company
may meet considerable distribution-related barriers in these markets.

e Complex markets are also often mature markets with strong local
competition. Because these competitors have an advantage in terms of
their local market learning curve as well as in establishing their own
distribution systems, companies may suffer from severe competition-
related barriers.
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These three elements of complexity create more barriers to market suc-
cess than barriers to entry, because they are difficult to understand and
analyze before the entry decision is taken. The case company Brasilia
entered the US market at inception but did not achieve what they really
wanted until they decided thirty years later to increase their market com-
mitment and develop local learning and customer experience with their
own branded products, sales offices and after-sales support. On the other
hand, the other case company, Riso Scotti, adopted an exploratory strategy
by selecting a geographic and market niche (health-food-oriented Califor-
nians) for learning purposes: based on that advance customer experience,
the product could be better adapted to the market and distribution chan-
nels further developed.

Complex markets are also characterized by geographic complexity, which
means not only distance but also size and topography of the country, lead-
ing to multi-located company presence and increased investments. Addition-
ally, cultural distance may be involved, although the case companies did not
emphasize this aspect. It is likely that cultural complexity better expresses
what the management’s perceptions of these markets, i.e., their heterogene-
ity and dynamism, their uncertainty and the level of commitment needed to
handle it. For example, both case companies highlighted that the US is char-
acterized by high institutional complexity, due to its federal organization and
to the existence of a number of federal and national regulations.

Figure 8.5 summarizes the dimensions of complexity as perceived by the
internationalizing firm. The upper three represent the barriers to market

GEOGRAPHIC AND
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COMPLEXITY

COMPLEX
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Figure 8.5 The dimensions of complexity.
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knowledge and understanding, and the two below represent barriers to
market/customer access. The decision to enter into these markets is driven
by entrepreneurial posture and international growth orientation in particu-
lar. This decision involves a significant resource commitment.

Growth in complex markets needs to be supported by committed entry
modes, which not only improve sales but also enhance learning, as a prereq-
uisite of sales. In both case companies market complexity involved a signifi-
cant marketing mix adaptation, starting from the product and implied also
investments. Complex market were characterized as “resource-consuming”
by both firms, meaning that they required not only financial investments
for establishing local subsidiaries and for product adaptation, but also
demanded significant input of valuable human resources, such as the time
of members of the top management team.

On the other hand, the costs and risks (or better, uncertainties) of com-
plex markets need to be balanced by relevant opportunities of doing busi-
ness there and of developing learning that can enhance global competitive
positioning, innovation and overall performance.

CONCLUSIONS

Foreign market expansion represents a critical incident for a firm, and
influences its growth and performance over time. This contribution high-
lights the decision to enter into a complex market, which brings out novel
challenges that have not been extensively discussed earlier. Bringing out the
aspect of complexity does not mean rejecting the well accepted concepts of
physical and psychic distance in the internationalization literature. How-
ever, it points out it is possible to complement this discussion with a per-
spective that more deeply considers the characteristics of some markets. To
some extent, complexity is an expression of distance, and in particular of
psychic distance, because it involves lack of specific market knowledge and
experience. The construct of market complexity has thus both an objective
dimension (market structure and evolution) and a subjective one (the firm’s
perception, orientation and knowledge).

The case companies share the idea that psychic distance is mainly—
though not exclusively—a distance between the firm and the final cus-
tomer, more than between the firm and the market in general. The former
is mostly determined by the nature of local needs (heterogeneity and vari-
ability) and by the length and role of distribution channels, and determines
the need of committed entry modes, adapted marketing mix and customer
experience development.

Entering complex markets may represent a discontinuity in the interna-
tional growth of a firm, which involves tolerating uncertainty and com-
mitment of resources. Consequently, it includes a new, incremental process
based on experiential learning. This apparently contradicts some recent
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streams in IB literature, which underline the relevance of learning through
networks and foreign partners. The development of experiential learning
involves committed entry modes from the beginning, thus highlighting that
country and mode decision are neither linear processes (as a complex mar-
ket entry represents a path discontinuity, and the establishment of a subsid-
iary before exporting constitutes a leapfrogging behavior) nor independent
ones (the market complexity requires committed entry modes, whereas the
establishment chain may prove ineffective and time consuming).

Finally, the subjective nature of market complexity also refers to strate-
gic orientations of the firm and to its entrepreneurial posture: international
growth orientation and willingness to trade higher risks (uncertainty) for
higher opportunities. These seem to be required for succeeding in complex
markets. However, as this study is exploratory in nature, the findings can-
not be generalized to a larger population. Therefore, its main contribution
is to shed some light on the international growth of SMEs, and in particu-
lar on the relationship between firms and foreign markets, introducing the
concept of complexity and leveraging it to improve the understanding of
non-linear international growth.

NOTES

1. International growth orientation is a construct meant to differentiate com-
panies according to their motivation to seek growth in international mar-
kets, and thus for identifying the factors behind the chosen growth strategies
(Nummela et al. 2005). It encompasses both external pressures and the inter-
nal factors that might drive the firm, such as the manager’s attitude or global
mindset (cf. Levy et al. 2007), and the assessment of the perceived risks in
foreign operations (cf. Wiedersheim-Paul et al. 1978).
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9 The Binary Choice Facing
SME Internationalization

Colin Campbell-Hunt and Sylvie Chetty

INTRODUCTION

In this chapter we explore the internationalization paths of SME-scale
competitors growing into the global economy, particularly those doing so
from an isolated home market. We ask in particular whether the small
size and isolation of these firms might lead to patterns of internationaliza-
tion distinct from those theorized for much larger enterprises growing out
from much larger and more globally integrated economies. Specifically, our
study investigates what happens to a firm’s marketing, product scope and
manufacturing strategies as its geographic market scope expands. By com-
paring these trajectories to those predicted by current internationalization
theory, we are led to conclude that SMEs face a binary choice between two
radically different strategies for internationalization. While one of these has
been recognized for some time in the born global model, the existence of
its opposite has not previously been identified. Furthermore, the two path-
ways encourage SMEs to adopt strategies that are, in important respects,
diametrically opposite to those predicted by the stages model of large-firm
internationalization.

The context of our enquiry is a large-scale, long-term investigation into
the evolution of competitive capability in a small number of New Zealand
enterprises. A full account of the project, termed Competitive Advantage
New Zealand—CANZ, is given in Campbell-Hunt et al. (2001).! These
firms have achieved remarkable levels of internationalization, with offshore
sales typically exceeding 90 percent of total, active participation in 50 to
60 countries globally, and leading market shares for their tightly focused
product portfolio in major regional markets.

Like the country they spring from, these firms are distinctive for being
small and having their home base as far removed as possible from the major
markets of the world. These attributes separate these firms radically, we
argue, from the bulk of contemporary internationalization theory. The fact
that these firms have found ways to rise to these distinctive challenges has
commanded our respect, and an acceptance that what they have learned
might have greater validity for the context they experience than theoriza-
tions developed for other sizes and places of business. It is a context shared
by many SMEs pursuing internationalization strategies from peripheral
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home markets such Finland (Autio et al. 2000) and Portugal (Fontes and
Coombs 1997).

In the following sections, we first summarize the main tenets of contem-
porary internationalization theory. We then describe the internationaliza-
tion strategies of the New Zealand companies in our study. Finally, we
contrast our account of SME internationalization with that of contempo-
rary theory, and attempt to identify the reasons for the sometimes radical
differences that emerge between the two.

CONTEMPORARY INTERNATIONALIZATION THEORY

In this section we give a brief overview of two dominant models of firm
internationalization as a basis for comparison to the findings of our study.

The Internationalization Process Model

The most widely-accepted view of the internationalization of firms is the
“Uppsala Internationalization Process model” (IP model) by Johanson and
Vahlne (1977). Despite critiques of its explanatory power (Millington and
Bayliss 1990, Hedlund and Kverneland 1985), and of its continuing rele-
vance in an age of radically-decreasing communication and transport costs
(Oviatt and McDougall 1997), the IP model has been found to be consis-
tent with the internationalization of firms in a broad range of countries and
industries (Johanson and Vahlne 1990). The model’s conceptualization of
internationalization as a process of gradual learning, scale-expansion, and
the internalization of value-adding functions in foreign markets, predicts
that more globalized firms will display a greater preference for resource-
intensive direct market representation and offshore manufacturing, while
less globalized firms will use less resource-intensive strategies such as
agents, distributors and licensing (Johanson and Wiedersheim-Paul 1975),
and that markets will be developed in order of their cultural or psychic
distance from the home market (Johanson and Vahlne 1977).

For the purposes of this chapter, it is helpful to recognize explicitly in
the IP model an array of virtuous-cycle positive feedback loops, as shown
in Figure 9.1. The inner loop describes the stages of successive value-add-
ing internationalization in which exposure to (sales in) a market lead to
learning about the potential of the market for the firm (both as an outlet
for its products, and as a base for its own value-adding activities), then
to increased resource commitment and a further cycle of increased expo-
sure, learning and commitment. The addition of the inter-market stages
model generates a further level of positive feedback processes. The firm’s
exposure to, and learning in, one market increases the firm’s potential to
learn about markets that are psychically close, setting off cycles of learning
and commitment in those markets too. To the circular reinforcing dynamic
of intra-market learning is added an expansive dynamic of inter-market
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Figure 9.1 Learning cycles in stages theory.

learning. In systems terms, the entire array constitutes an attractor of con-
siderable potential power to drive the firm’s internationalization.

SME and New Venture Internationalization

Since the IP model was first developed, steady reductions in the economic,
regulatory and informational barriers to trade have led to a burgeoning of
internationalized businesses of SME scale (Oviatt and McDougall 1997).
This in turn has attracted the interest of a growing number of researchers.
In this section we summarize the emerging consensus on these internation-
alization trajectories.

First, it is suggested that smaller firms enter the internationalization expe-
rience with an notably smaller portfolio of resources than do larger firms
and will, for that reason, realize better financial performance by extending
their resource base through alliances with offshore partners (Agndal et al.
2008, Lu and Beamish 2001, Jones 1999). Although the IP model assumes
that firms acquire knowledge and resources gradually as they mature, small
and young firms can acquire these more quickly by forming strategic part-
nerships (Reuber and Fischer 1997). For example, the cost of direct modes
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of sales representation, such as developing a sales office in large markets,
means that using a distributor will remain a more attractive option for
SMEs (Burgel and Murray 2000).

Second, SMEs that are better equipped to progress through the learning-
intensive experience of internationalization will be able to sustain faster
international growth. For this reason it is argued that innovative SMEs
such as knowledge-intensive new ventures will internationalize more rap-
idly, a result found to be consistent with the experience of Finnish new
ventures in electronics (Autio et al. 2000). If such firms do not interna-
tionalize quickly enough they may lose their technological advantage (Bur-
gel and Murray 2000). Consequently, they need to have the capability to
accumulate knowledge and to learn quickly, as this will have an important
impact on the rate and scope of internationalization (Autio et al. 2000,
Jones 1999). An internationalizing SME has to develop the structures and
routines that can support its internal resources and competencies, and help
it acquire knowledge about its foreign markets (Eriksson et al. 1997).

The key differences that emerge between new venture internationaliza-
tion and the stages model are thus:

e Knowledge-intensive SMEs will grow foreign sales at a faster rate
than less knowledge-intensive SMEs, due to their superior ability to
learn from the experience of internationalization.

e For any given degree of internationalization, SMEs will display
greater use of indirect means of foreign market engagement, relative
to larger firms.

METHODS

The methods used in this investigation are broadly those of theory develop-
ment using multiple cases (Eisenhardt 1989, Yin 1989, Eisenhardt and Graeb-
ner 2007, Gibbert et al. 2008). We use multiple cases because they provide us
with rich empirical evidence and the historical accounts of the phenomenon
we wish to study (Eisenhardt and Graebner 2007). In addition, multiple cases
allow replication logic to occur by comparing, contrasting, and extending
each case to the emerging theory (Eisenhardt 1989, Yin 1989, Eisenhardt
and Graebner 2007). We chose the case study method as it allows us to use
multiple sources of data collection that includes interviews and secondary
sources (Eisenhardt 1989, Yin 1989, Eisenhardt and Graebner 2007).

Sample Design

We selected a purposeful sample (Patton 2002) of companies that display the
behaviors we wish to explain (Pettigrew 1990). Patton (2002, 40) describes
purposeful sampling thus: “Cases for study (e.g., people, organizations,
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communities, cultures, events, critical incidences) are selected because they
are ‘information rich’ and illuminative, that is, they offer useful manifes-
tations of the phenomenon of interest; sampling, then, is aimed at insight
about the phenomenon, not empirical generalization from a sample to a
population.”

Thus we used purposeful sampling to choose companies that have grown
from New Zealand origins to display sustained competitive advantage in
international markets. To identify these firms we were guided by an advi-
sory panel of industry leaders, policy advisors, business support agencies
and business journalists familiar with a wide range of New Zealand firms.
The panel’s task was feasible because of the limited size of the New Zea-
land economy, and the relatively small number of firms with exemplary
histories of long survival and growth.

We chose to work closely with a small number of firms because resource-
based sources of advantage are expected to be causally and socially complex
and quite invisible to non-intrusive inspections (Rouse and Daellenbach
1999), and because a study of a firm’s internationalization and the evolution
of its advantage over time requires rich contextual material on the strate-
gies and environmental conditions in which these processes are embedded
(Pettigrew 1990).

Eight firms were studied over the first two years of the project, sufficient
to allow the “constant comparisons” that are required for theory develop-
ment (Eisenhardt 1989). Since then, other companies have been added in a
process of theoretical sampling to explore the sensitivity of our conclusions
to salient contingencies. The analysis presented here is based on the first
eight firms studied.

Our focus on evolutionary processes, and the path dependencies expected
in the internationalization of distinctive competitive assets (Dierickx and
Cool 1989), argued for a historiographic approach (Goodman and Kruger
1988) as the only practical way to achieve the long perspectives required.
Goodman and Kruger argue that historiographic methods are well suited
to theory development because they produce contextually rich accounts
of inter-temporal evolutions. In historiographic explorations, the theoriza-
tion of causality is developed on the basis of inter-temporal relationships,
rather than the more common correlational design of counterfactual con-
trol groups. For this reason, the sample design did not seek to match exem-
plar firms with lower-performing controls.

Data Acquisition

Over a two-year period, three waves of interviews were held with each
organization. The first two involved the strategic apex of the organization,
aimed at assembling a long historical overview of the firm’s development,
in a broad strategic context. The third involved more focused studies of
aspects of each firm’s development, including its internationalization; its
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manufacturing, human resource, and technology strategies; its decision-
making processes; and the influence of leaders, owners, national culture
and government regulatory change on the firm’s evolution.

The limitations of data derived from participants’ recollected accounts
are discussed by Huber and Power (1985). We followed many of the proce-
dures they recommend to minimize the motivational, perceptual and infor-
mational limitations they identify. We triangulated accounts of key events
given to us by the several managers we talked to in each company, and
complemented interview data with a comprehensive collection of all mate-
rial on the company in the public record; company reports and documents;
researchers’ field notes; records of team discussions; and in several cases
plant tours.

Interviews with CEOs were attended by a case writer? and at least two of
the research team drawn from different disciplines In this way, we acquired
multiple-researcher, multidisciplinary perspectives on each interview
(Eisenhardt 1989). We imposed very little structure on these interviews ex
ante and allowed our informants to respond to broad areas of inquiry in
their own terms and using their own constructs.

Data Analysis

As is common with these methods, we first constructed case histories for
each of the eight companies from the various data sources we had assem-
bled (Eisenhardt 1989).> These histories are of a type described by Pet-
tigrew (1990) as chronologies: accounts constructed to assemble the story
of a firm’s evolution in rich contextual detail, and closely grounded in
the sequencing of events. Data acquisition and case writing together took
approximately six months, involving twelve case writers and all members
of the core research team as reviewers.

Further analysis of these histories has involved a large research team,
including specialists in human resource management, operations manage-
ment, organization theory, decision theory, organization behavior, interna-
tional marketing, and strategy. The design of the project has thus generated
multiple perspectives on managers’ accounts of events. All members of the
research team read both case studies and transcripts, and perceptions were
shared in meetings of the research team. In all cases, at least two of the
research team had been present at the interview.

Triangulation of information was conducted by comparing information
acquired from respondents with information from written documents and
websites. We addressed issues of reliability and validity by checking for
biases and accuracy of our interpretation of the data and for inter-coder
agreement by moving between the transcripts and case studies. We regu-
larly moved backward and forward between the tables, case studies and
transcripts to confirm conclusions and interpretations. We discussed our
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findings with the rest of the research team to obtain multiple perspectives
and to check for reliability and validity.

Feedback and Extension

Drafts of the histories were corrected and commented on by our sources.
Interpretive work produced by the project has been fed back to participat-
ing executives in drafts, and to participating firms in management seminars
at which the study’s interpretation of events has been open to challenge.
Interpretations have been altered where firms produced additional evidence
to support a different view, or where errors made by the research team were
pointed out.

Finally, a series of two dozen briefing seminars, involving approximately
400 people in total, have been held with practicing managers around the
country, at which the conclusions of the study have been open to assess-
ment and comment. These have allowed the project some ability to assess
the validity of its interpretations beyond its immediate sample. Every semi-
nar produced examples of firms not involved in the study that shared the
experiences given salience in our interpretation of the competitive evolution
and internationalization of sampled firms, and seminar assessments indi-
cated high levels of approval for the relevance and accuracy of the interpre-
tations offered.

In sum, we address validity (Andersen and Skaates 2004) and reliability
issues raised by Gibbert et al. (2008) by using pattern making logic, data
triangulation, review of transcripts by peers and key informants, feedback
seminars to respondents, cross-case analysis, rationale for case study selec-
tion, and by developing a case study database that includes transcripts, case
studies and secondary data for each case.

PATTERNS OF INTERNATIONALIZATION

The eight companies presented two distinct profiles of international scope.
Four firms concentrated largely on the Australian and New Zealand mar-
kets, which represented about 80 percent of their total sales, and were
active in fewer than ten countries beyond the region. They had a strong
domestic market before they began to internationalize. These firms had
established positions of leadership in both markets, and we have called this
group “regional leaders.”

The remaining four firms were active on a global scale, participating
in 50 to 60 country-markets worldwide, with leading positions in major
regional markets, and a significant or leading share in the global market as
a whole, in some cases up to a third of the total. As can be seen in Table 9.1,
they export up to 100 percent of their sales, with most of these sales going
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Table 9.2 Configurations of Global and Regional Leadership

Market scope Global leader Regional leader

Innovation World-leading Strong Regional-leading or
differentiator global-constrained

Product scope Focus Broad

Market representation Most indirect Direct

Manufacturing location ~ Consolidated in NZ In NZ and Australia

Strong differentiator

outside New Zealand and Australia. Global firms have a strong domes-
tic market before they start to internationalize. We have called this group
“global leaders.”

We describe the internationalization paths of these two groups in turn,
showing how the small size of these firms has had a profound influence
on the internationalization strategies they have adopted. Table 9.2 gives a
summary of the configurations of strategy emerging in each group.

Regional Leader Internationalization

Regional leaders have evolved a particular configuration of strategic
responses to the challenges of internationalizing from a small isolated
home market. The configuration represents a complex set of interdependent
choices, each element of which is coherent to other choices in the set, and
produces an array of mutually supportive strategies with its own internal
logic. Our historiographic approach gives insight into how this configura-
tion developed over time.

Fundamental to the regional leader configuration is a particular resolu-
tion to the challenge of building sufficient scale to meet the fixed costs of
lumpy investments, such as manufacturing facilities and sales organiza-
tions, within markets that are too small to support product specialization.
The BetaProducts (all company names are disguised) CEO portrays the
choice faced by these small firms this way: “Narrow market, broader prod-
ucts; wider market, narrow [product] focus.” BetaProducts has taken the
first path: “We really looked for markets that we could get to amortize the
cost of the machine over a larger range of products . . .” Regional lead-
ers meet the challenge of scale by extending their product scope, and over
time develop competitive advantage from this diversification. To take an
extreme example of this phenomenon, EpsilonCorp has developed on the
order of a thousand different products for a wide range of industrial uses.
Like other regional leaders, Epsilon believes it gains competitive advantage
over much larger, compartmentalized, global-scale competitors by being
able to address clients’ needs across a broader spectrum. To do so, however,



144  Colin Campbell-Hunt and Sylvie Chetty

direct relationships with customers and influencers are required, and all
firms in the regional leader group have evolved a preference for direct rep-
resentation. The following remarks from Epsilon’s CEO are typical of the
logic behind the representation strategies of regional leaders: “We believe
that we tailor our products for the customers’ needs and nobody but our-
selves can establish that relationship. We’ve tried agents but they really get
in between you and the customer.”

We summarize the essential features of product and marketing strategies
in these firms as follows: (1) SMEs following the regional leader trajec-
tory resolve the competitive limitations of small scale through developing a
broad product scope. And (2), to develop competitive advantage from this
diversity, regional leaders build close and direct relationships with custom-
ers to tailor solutions to customer needs. Regional leaders therefore have a
preference for direct modes of market representation in both domestic and
offshore markets.

The need to derive advantage from a diverse product portfolio, produced
on a relatively small scale, has motivated in regional leaders the adoption
of flexible manufacturing strategies suited to high-mix, low-volume opera-
tions. BetaProducts’ CEO outlines his firm’s manufacturing strategies as
“shorter volume, just in time, being flexible, being able to produce many
things [products] using high volume production techniques . . . It’s set up
for higher volumes but you are using your people to get the flexibility out
of it.” As the quotation shows, the pursuit of manufacturing flexibility at
these small volumes requires a highly flexible production workforce: “If
you have a skilled workforce, you can produce different things even in our
processes. So we have set up cellular-based manufacturing, self-managed
teams and activity-based costing systems down to those people.” In these
firms, flexible production capabilities have been developed to a point of
competitive advantage, relative to the Australian economy where the chal-
lenges of small-scale production are less keen. This has been a necessary,
but not sufficient, reason for these firms to locate manufacturing in both
countries.

The further pressure motivating offshore manufacture has been the rela-
tively low unit margins available to regional leaders. Regional leaders are
active in industries with relatively low value-to-bulk ratios and, lacking the
world-leading innovations that characterize global leaders, regional leaders
do not demonstrate a capacity to defend high premiums for their products.
The combination of low margins and competitive advantage in production
capabilities has, in every case, motivated regional leaders to locate manu-
facturing facilities in the Australian as well as the domestic New Zealand
market, wherever possible.* In sum, regional leaders locate manufacturing
facilities in both domestic and offshore markets. The product diversity of
these firms, combined with their small scale, has motivated the develop-
ment of competitive advantages in flexible manufacturing that can be car-
ried into the offshore plant. The absence of world-leading innovation in
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these firms has also produced relatively low unit margins, which discourage
expensive transportation between countries.

The lack of world-leading innovation also appears to limit the geo-
graphic scope of these firms to a regional domain. Where global leaders
are impelled to internationalize rapidly to realize the global potential for a
product innovation, regional leaders have either never faced the opportu-
nity, or, like AlphaSystems, have opted not to follow it. Alpha was the first
company in the world to develop an electronically controlled dispensing
system for its industry, but after assessing what would be involved in glo-
balizing the innovation, the company decided instead to develop point-of-
sale systems and security systems on a regional scale.

The experience of these cases leads us to characterize innovation as the
portal that gives SME access to markets on a global scale; in the SME
regional leader configuration, the lack of a world-leading innovation limits
the geographic scope of firms to the proximate region.

Global Leader Internationalization

Global leaders have evolved a radically different configuration of strate-
gies to deal with the same challenges of internationalizing from a small
isolated home market. For them a world-leading innovation opened up the
possibility of expanding the geographic scope of their business well beyond
the home market. For RuaTech, new product technology offered greatly
increased power and energy efficiency that increased global market size
several fold; at ToruProducts, a revolutionary product design offered lon-
ger production lives and substantially lower operating costs; Whalndustries
was first to world markets with a product consistent with what became the
global standard in their industry; TahiSystems was among the first in the
world to apply full NC-control to the design of production lines in their
industry. These innovations created the opportunity for these firms to enter
a wide range of global markets.

We summarize the importance of innovation to the global leader trajec-
tory as follows: in the SME global leader configuration, world-leading inno-
vation is the strategy that makes possible a global scope of operations.

Of necessity, firms responded to this potential with strategies that accom-
modated their small size relative to the global markets opening before them.
For these very small firms, the process of global expansion was character-
ized by a scale-up of very great magnitude and speed. For example, the
first offshore order received by TahiSystems was for a system twenty times
larger than anything it had done before. When starting from a very small
base of operations, expansion on this scale dictates that the expansion will
be experienced as rapid. Internationalization also places particular pressure
on SME:s to develop offshore markets for their innovative products quickly
before competitors can gain the lead. Thus RuaTech spent a hectic period
of three to four years building a network of European dealers for their
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innovative systems before a local competitor with competitive technology
could cover these markets. RuaTech won the race and today retains the
dominant share of the European market. We have called these brief periods
of rapid growth into multiple international markets “the gusher.” Small
firms also have very limited resources to fight off violations of their intellec-
tual property, which adds to the urgency to capture markets quickly. These
considerations suggest that in the SME global leader configuration, the rate
of expansion into global markets must be rapid to capture the benefits of
the firm’s world-leading innovation.

In every case, these SME global leaders have had to respond to the pres-
sures of very large-scale, very rapid expansion from a very limited resource
base. Their small size has virtually required them to focus their entire oper-
ations on the rapidly-growing innovative product.

Another consequence of rapid internationalization is that global leaders
have little choice but to develop foreign markets through indirect market-
ing channels such as dealers and distributors. Because they are still quite
small firms and have to find a way to satisfy the diversity of multiple local
markets, most global leaders retain a preference for indirect representation
a decade or more after their period of rapid internationalization. Product
and distribution strategies for global leaders are thus best summarized as
follows:

e For SME global leaders, the competitive limitations of small scale are
resolved by focusing product scope on the innovative product that
opens up the possibility of global expansion.

e The rapid rate of expansion required to realize this potential leads to
a preference for indirect modes of market representation in offshore
markets, a preference sustained by the very much larger scale and
diversity of offshore operations relative to the firm’s home base.

Despite two decades of expansion to positions of global leadership in
their tightly defined product markets, these firms remain of SME scale,
typically employing no more than half of the 500 usually taken as the upper
limit of the SME category (Whalndustries is an exception, with a work-
force of 750). As such, efficient scale of production has motivated all of
these firms to concentrate their entire global manufacturing into one New
Zealand-based site.

Several global leaders have built world-class, highly automated flexible
manufacturing facilities to serve their diverse markets. With low labor
costs, these plants are largely location-neutral and permit ongoing domes-
tic manufacture. The manufacturing strategies of these firms are thus best
summarized as follows: in the SME global leader configuration, the small
scale of operations motivates firms to concentrate all manufacturing facili-
ties in the domestic home base.
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Table 9.3 Comparison of Theories on the Internationalization of the Firm

Internationalization
process of the firm SME internationalization
Order of market entry Gradual, in order of psy-  For global firms, rapid and
chic distance universal exploitation
Direct market Rises with degree of Falls with degree of inter-
representation internationalization, nationalization
but less in SMEs
Offshore location of Probability rises Probability falls
manufacturing with degree of with degree of
internationalization internationalization
Focused product portfolio Required to achieve broad
geographic scope; the
result of innovation
Innovation Permits faster international Required to achieve broad
growth in SME geographic scope Requires

rapid internationalization

It is important to appreciate that regional and global strategic config-
urations represent radically different solutions to the challenges of SME
internationalization from a small and isolated home market. There is no
dynamic process inherent in the regional leadership strategy that allows
an incremental mutation into global leadership of the kind described in
the IP model. Rather this requires, in the experience of these cases, a prod-
uct innovation of world-leading potential. Before its transformation into a
global leader, RuaTech had developed a position of regional leadership in
both Australia and New Zealand with less innovative products, but in the
words of their CEO “We didn’t really have a big strategic advantage. We
never had an advantage until we joined the world economy.” Conversely,
when global leaders are presented with such an innovation, there is no moti-
vation for them to begin its internationalization with a regional first step.

CONCLUSIONS ON SME INTERNATIONALIZATION THEORY

The conclusions developed in the previous section are grounded in the expe-
rience of SME internationalizing out of New Zealand’s small and isolated
economy. In this section we contrast these with contemporary internation-
alization theory, and to more recent attempts to adapt this theory to the
SME domain (cf. Table 9.3).

The most striking point of contrast is that the core propositions of
the IP model, in particular that more internationalized firms will prefer



148 Colin Campbell-Hunt and Sylvie Chetty

direct market representation and offshore manufacture, are reversed in
the logic of SME internationalization (Table 9.3). As the discussion of
the previous section has shown, this reversal is the result of a complex
interplay of influences in which small size, product diversity, innovation
and limited time interact to produce advantages to SMEs from strat-
egies that are thought to be inferior in the general case. The salience
that product diversity and innovation display in our view of SME inter-
nationalization has been absent from the IP model; but we argue that
these strategies play a central role in SME internationalization, and are
responsible for reversing the preferences of smaller firms for manufactur-
ing and representation.

Placing innovation at the start of the complex process of SME interna-
tionalization opens up an evolutionary path with its own distinct strategic
logic, undiscovered by larger firms. The first step down this novel path is
to recognize the unique urgency of innovation-driven internationalization
when experienced by a very small firm. Autio et al. (2000) have argued that
a greater innovative capability in new ventures permits faster international
growth. In our account this is appreciably strengthened to suggest that
SME:s find themselves in a learning race to quickly and appreciably extend
the geographical scope of their innovative product (Table 9.3).

The speed of this global exploitation of a world-leading product requires
a very different form of learning from that envisaged by the stages model. In
the stages model, learning involves the gradual accumulation of knowledge
about successive local markets on what local agents (consumers, licensees
and dealers) already know about the idiosyncrasies of each market. In our
SME account, the internationalizing firm is racing into the unknown to
discover what the global potential for its innovation may be—and in which
markets it may be—before competitors capture the leading position for
themselves (Table 9.3).

We have observed that the need to rapidly internationalize a world-lead-
ing innovation virtually forces SME following the global leader trajectory
to focus all their limited resources on the internationalizing product. The
consequences for the SME’s product scope of the need for rapid interna-
tionalization have not previously been recognized to play an important role
in the TP model of large-firm internationalization. In our model it plays
a key role in linking the competitive appeal of innovation to the distinct
marketing and manufacturing strategies adopted by regional and global
leaders.

The result of this radical and sudden transformation or reconfiguration of
the SME is a firm that is typically still small by world standards, but tightly
focused on one world-leading product and engaging with a wide diversity
of international markets. The distinctive challenges posed in this state to
SMEs’ manufacturing and representational strategies are best resolved, in
our experience of these cases, with indirect local-market representation
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and consolidated manufacture. The slower evolution of much larger firms
into multiple national markets, where the advantage stems from absorbing
knowledge more than from creating it, has a quite different logic that leads
the firm gradually to absorb functions into its own operations, as predicted
by the IP model.

Conversely we argue that regional leader SMEs that have not experienced
this innovation-led transformation, and whose broader product portfolios
have no more than regional potential, seek advantage from their product
diversity by establishing direct relationships with the much smaller range
of clients that they serve. Use of direct representation among regionally
focused SMEs has also been observed for Finnish SMEs (Holmlund and
Kock 1998). We theorize that these results are the result of the mediating
effect of the regional leader’s broader product range.

Reflecting on the reasons for the sharp novelty of our representation,
we observe that the great majority of work on internationalization has not
concerned itself with the distinctive challenges of SMEs until very recent
times. Well grounded as the IP model is for its own context, the roles of
innovation and product diversity that are so salient in our account of SME
internationalization have not emerged as being of any importance until
recently.

More recent attempts to investigate SME and new venture interna-
tionalization have been primarily attracted to the phenomenon of small,
innovative enterprises that internationalize extensively and very soon after
founding: the born global model (Gabrielsson et al. 2008, Knight and
Cavusgil 1996, 2004, McKinsey and Co. 1993). Contrasts between this
model and the IP model have been sharply drawn on the pace and breadth
of entry to foreign markets and the use of networks of business partners to
substitute for the firm’s own direct sales effort. The group of firms in our
study we have termed global leaders share these attributes with the born
global model. Our study has in addition uncovered consequential strategic
choices on the location of manufacturing and product scope that have not
previously been recognized as playing an important role in the born global
model. Our case histories also support the claim by Bell et al. (2003) that
the phenomenon of rapid and extensive internationalization of SMEs can
also occur to firms later in life, consequent on a world-leading innovation:
so-called born-again globals.

What is more novel in our model of SME internationalization is the
existence of the third trajectory of the regional leader, distinct from both
the large-firm IP model and the rapid internationalization of the born
global firm. Where the IP model predicts steady and incremental growth
in both the scope of international markets and the depth of engagement
with those markets, the histories of firms in our study suggests that SME
face a binary choice between on the one hand exploiting the global poten-
tial of an innovative product in many global markets but constrained by
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their small size to a limited depth of engagement in those markets, or
on the other hand being constrained by a lack of innovative appeal to a
limited geographic scope of proximate markets developed in depth with
offshore marketing and manufacturing required to service a broad prod-
uct line. The three trajectories are shown in Figure 9.2: the large-firm
path moving up the diagonal in both geographic market scope and depth
of engagement at the same time, the regional and global paths growing
along one of these two axes, but not both. Figure 9.2 gives a graphical
representation of the diametrically opposite predictions of our model of
SME internationalization and the IP model on offshore marketing and
manufacturing investment as a function of a firm’s geographic scope.
Where the IP model predicts that depth of engagement rises with geo-
graphic scope, our model predicts the reverse. The key role of innovation
and product scope in producing and discriminating between the two tra-
jectories of global and regional leader brings these strategies to the fore in
SME internationalization theory.

We believe that the insights we have reached have also been greatly
widened by our participation in a broad-based, multidisciplinary, multi-
ple-researcher program of research. By this means we have been encour-
aged to see firms’ internationalization experience as part of a wider
process of evolving competitive capabilities. We have also been required
to examine the evolving patterns of coherence between successive stra-
tegic choices across a broad domain of strategic action. We think that
as a result we have been led to explore the distinctive interplay of size,
innovation, product diversity and market scope that produces in SMEs
a radically different set of preferences on manufacturing and representa-
tion strategies.

A regional leaders

IP model
depth of
market
commitment

global leaders

—p

v

scope of markets

Figure 9.2 Internationalization trajectories of SME and large-firm models.
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EXTENSIONS

We close by noting some features of the internationalization experience
of our cases that deserve further investigation. Like other elements in our
theorization, these are linked to the complex configurations of strategy that
stem from the smallness and isolation of these firms. But we have yet to
fully explore the extent of the differences between global and regional lead-
ers on these features of SME internationalization.

The first concerns the search behaviors used by these firms to identify
promising markets. We argue that SME global leaders must quickly iden-
tify promising markets for their world-leading innovations, yet consistent
with Agndal et al. (2008) and Lu and Beamish (2001) they have a dis-
tinctively limited resource base with which to investigate this potential.
We observe that many companies in this group adopt a strategy of broad-
cast exploration across a wide range of geographic markets, using low-cost
strategies such as trade fairs, leaflets, and articles in trade and professional
magazines. A salient example of this was the injunction by RuaTech’s CEO
to his sales force that, since any country on earth was en-route between
New Zealand and the company’s emerging European markets, they should
take a different route each time and take a day or two to scout the poten-
tial for the company’s innovative product in each market. Only where
promising leads are opened up are resources committed to further explora-
tion and development. O’Farrell et al. (1998) have found a similar ad hoc
approach to market selection in UK-based SME internationalization. We
call the search strategy “sow and reap,” and the consequent development
of promising markets “focus and grow.” These strategies combine broad
and rapid exploration of global potential with a husbanding of limited
resources for only those opportunities that show real market appeal. Both
features are, we argue, dictated by the distinctive challenges of rapid SME
internationalization.

These strategies are in contrast to the use of elaborate market-research
studies that are the norm in large-firm internationalization practice. In our
study, there is also some evidence that regional leaders adopt more consid-
ered search processes when investigating their much more focused market
options in neighboring Australia; but our evidence on this is not extensive.
We believe that similar issues are raised by the strategies used to protect intel-
lectual property in these firms, but these too need further investigation.

The second issue concerns the distinctive risk faced by global leader
SME in the “going global” transition. This conflates into one transform-
ing experience three significant sources of risk, any one of which has the
potential to destroy the firm. First, the “gusher” requires the firm to grow
in scale very quickly, typically increasing ten-fold over a period of three to
four years. In every case, our companies have struggled to maintain quality
and delivery expectations that threatened the firm’s emerging reputation in
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new markets. Second, the firm is expanding into several markets in a short
space of time, many of them widely different (and distant) from the home
market, which contradicts Johanson and Vahlne’s (1977) model. Third, the
entire expansion is driven by an innovative product whose global potential
is unproven. This is consistent with the point made by Burgel and Murray
(2000) that they might lose their technological advantage if they do not
internationalize quickly.

Finally, the capacity of global leader SMEs to absorb learning at the
pace and scale required raises important questions for investigation, rela-
tive to regional leader SMEs and large-firm transnationals. This contrasts
with Johanson and Vahlne (1977) who do not make a distinction between
size and strategic orientation of internationalizing firms. Given the prefer-
ence of global leaders for indirect representation channels, it seems likely
that their knowledge of individual markets is less complete than in other
categories of internationalized firms. But we speculate that the wide scope
of participation in global markets, and the extremely high levels of inter-
nationalization in these firms (typically on the order of 90 percent of total
sales being foreign), requires in their executives a capacity to conduct strat-
egy on a global scale that may match that of the most sophisticated large-
firm transnational.

We share others’ view that the phenomenon of SME internationalization
is an important focus of study (Mathews and Zander 2007, McDougall and
Oviatt 2000). We believe we have shown that the distinctive challenges of
size and isolation faced by SMEs require an internationalization strategy
that is radically different from that theorized for much larger firms. And we
believe that there remains much more to learn about a remarkable group of
very small, very internationalized enterprises that Simon (1996) has rightly
called “hidden champions.”

NOTES

1. See also the CANZ project website at www.vuw.ac.nz/fca/research/canz.

2. Case writers were all recent MBA graduates, familiar with the concepts of
competitive advantage and the analysis of firm strategy.

3. Several of these are available on the CANZ website, www.vuw.ac.nz/fca/
research/canz.

4. For DeltaCo, the nature of the product requires processing close to the
domestic source of raw material.
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10 Technology-based New Ventures
and Critical Incidents in Growth

Jani Lindquist, Olli Kuivalainen
and Sami Saarenketo

INTRODUCTION

In this chapter we explore the critical incidents leading to new growth and
internationalization of rapidly internationalized technology-based new
ventures. The growth of technology-based new ventures plays a major role
in wealth creation in most economies. However, despite the fact that there
is a substantial number of frameworks describing the growth of the firms,
there is still no comprehensive theory to explain which firms will grow and
how they grow. Indeed, it is quite clear that not all the high-growth firms
grow in the same way (Weinzimmer 2000, Delmar et al. 2003). This is
partly due to the context specificity of growth; there are firm, industry and
country-specific determinants which affect the growth patterns and path-
ways in pace, content and regularity.

Delmar et al. (2003) also note that there is a shortage of comprehensive
studies in which not only are various growth measures used but also mea-
sures of potential causes and consequences of growth. In such studies life
cycle models are useful tools in the conceptualization of the growth pro-
cess, i.e., to analyze different types of phenomena which grow and mature
over time. For example, they have been used to study dynamic relationships
between the entrepreneurs or the management and the small business (e.g.,
Gibb and Davies 1990, Cope 2003) or the development of the product and
market (e.g., Moore 2004).

The whole life cycle of the firm usually proceeds hand-in-hand with
the life cycle of its products, services, customers and markets, and often
also correspondingly with the internationalization life cycle. Much of the
literature on internationalization of the firm concludes that the interna-
tionalization process involves a series of incremental stages. According to
the so-called process or stage models, a firm incrementally builds up an
involvement in international operations, starting with exporting in nearby
countries (cf. Johanson and Vahlne 1990).

Although in the stage models the number of stages varies there has been
a common underlying assumption that firms get well established in the
domestic market prior to developing international operations. However,
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since the 1990s there has been a widespread emergence of studies reporting
on companies that start operating internationally very early on—even from
the first day of their existence. While these businesses—often referred to
as born globals' (Rennie 1993, Knight and Cavusgil 1996), international
new ventures (Oviatt and McDougall 1994) or global start-ups (Mamis
1989; Oviatt and McDougall 1995)—first emerged in countries with small
domestic markets, they are now appearing in large numbers all over the
globe. This indicates that it is an important phenomenon and there is a
need to better understand the critical incidents that push or pull the firms
forward in the process. Accelerated market entry can be seen as an impor-
tant goal, as the shortening of the time span between foundation and for-
eign market entry can mean increasing the chances of fast and solid returns
(Bloodgood et al. 1996, Oesterle 1997).

Despite the growing number of research on born global firms (see Rialp
et al. 2005 for a review) and their differences with traditionally interna-
tionalizing companies (e.g., Knight and Cavusgil 1996, Moen and Servais
2002) accompanied by studies offering more holistic internationalization
models (e.g., Bell et al. 2003, Crick and Spence 2005), the literature remains
fragmented. There is still a lack of comprehensive theoretical explanations
and a scarcity of studies focusing on the sequential growth and internation-
alization patterns of technology-based new ventures (the few exceptions
include, e.g., Jones 1999). It seems that the question “what happens after
initial rapid internationalization” remains partially unanswered.

Consequently, the aim of this chapter is to study the critical incidents
leading to new growth and internationalization stages of technology-based
new ventures following a born global pathway. These incidents are analyzed
through the life cycle model of the firm. Accordingly, the chapter opens
with a brief review of existing literature on life cycles and critical incidents
in new venture growth and internationalization. Then, it proceeds to the
research design of the study. Specifically, we have conducted four explor-
atory case studies of Finnish software companies, which we illustrate from
the viewpoint of the critical incidents in their growth pathways. Software
industry was chosen as the focus of our study, as the firms operating in this
domain face numerous challenges in their internationalization. Finally, we
conclude with a discussion of the findings and their scholarly and manage-
rial implications.

LITERATURE REVIEW

Firm Life Cycle and Critical Incidents

Life cycle models are used in the analysis of different types of phenomena
which grow and mature over time. In organizational theories the life cycle
models are used to portray changes that take place in the set of activities
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and structures of an organization in the course of time. The activities along
the life cycle refer to decision-making and operational procedures while the
structures refer to relationships, distribution of power and different orga-
nizational forms (Lester and Parnell 2008).

The life cycle consists of stages that indicate the status and characteris-
tics of the firm, with regard to, e.g., its size in terms of turnover or person-
nel, the rate by which it is growing, or the complexity of its organization
structure. One of the most studied angles during life cycle is the perspective
of the management. There seems to be a consensus that for long-term suc-
cess, firm founders must be capable of 1) transforming themselves from
entrepreneurs to managers, and 2) delegating responsibility in the organi-
zation, even to the extent of detaching completely from the firm (cf., e.g.,
Churchill and Lewis 1983).

In extant literature the number of stages varies between three and ten
(cf. Hanks et al. 1993). However, most often the models consist of three
to five stages, of which the five-stage model is the most common one (see
Lester and Parnell 2008 for a review). The five stages in the firm life cycle
include 1) existence, i.e., the initial phase of the firm with an accompanying
high level of entrepreneurial spirit, 2) survival, or growth-seeking stage, 3)
success, sometimes called professional phase or maturity, when delegation
of responsibilities starts to take place, 4) renewal, or diversification and
coordination and §) decline, when grown bureaucracy may suffocate the
company (cf., e.g., Hanks et al. 1993).

During its life cycle, the challenges a firm faces may snowball into cri-
sis situations, in which the management is unable to cope with existing
resources, methods or tools. Thus the management has to make greater
changes or sacrifices to overcome the crisis (cf. Churchill and Lewis 1983,
Quinn and Cameron 1983, Hanks et al. 1993, Oesterle 1997, Greiner 1972,
Bell et al. 2001). Depending on how the organization faces each crisis situa-
tion defines whether it moves to a more mature life cycle stage or straight to
decline. Thus, the company may enter the stage of decline anytime it cannot
rise up to the crisis it is facing.

The often-cited crisis types that occur during growth include: 1) crisis
of leadership, 2) crisis of autonomy, 3) crisis of control and 4) crisis of red
tape (Greiner 1972). Further study on crises has been done by Dodge and
Robbins (1992), who point out that the problems a firm faces may appear
in an early stage, but accumulate as actual crises only later. Based on their
empirical study of small firms, Dodge and Robbins (1992) argue that the
problems in early life cycle stages are mostly related to external environ-
ment, e.g., in making contacts with the customers and in making accurate
market assessments. In later stages, firms tend to have more difficulties with
internal issues, such as financial and business planning as well as organiza-
tion design and personnel.

For high-tech product firms in small open economies to grow, it has often
been mentioned that internationalization is an inevitable undertaking. This
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makes internationalization an integrated part of the life cycle of a firm.
Thus, to understand the development of high-tech firms originating from
small markets, we need to add the determinants of international develop-
ment to the life cycle.

Internationalization and Stimuli

Internationalization has been traditionally discussed in terms of “stage,”
or “incremental internationalization” models. The models are based on a
typical risk-averse behavioral pattern of firms. Firms gradually increase their
involvement (e.g., resource allocation) in international operations as they gain
more knowledge of their target markets (cf. Johanson and Vahlne 1977). In
a typical case, a firm first focuses on its domestic markets, and only after a
while due to changes in internal or external environment, does it decide to
enter the international marketplace as well. Moreover, frequently the target
market is in a neighboring country and the form of internationalization is
export via agents or answering to unsolicited orders (cf. Bell et al. 2001).

Although, for example, Oviatt and McDougall (1994) note that early
internationalizers have existed for centuries, and that recent technological
advances have increased possibilities for internationalization from the incep-
tion, these “born global” firms represent a special, rapid case of internation-
alization. They typically operate in a narrowly defined market niche and
therefore, as mentioned above, cannot thrive in a single, small domestic mar-
ket (Rialp et al. 2005). A high degree of specialization requires international
expansion if the firm wants to achieve substantial sales growth. In addition,
competition for typical high-technology born globals is very intense and their
products may become obsolete in a short period of time. This leads to the
above-mentioned situation in which a firm is forced to penetrate concurrently
into all major markets, to be able to take the full advantage of the market
potential before the so-called “window of opportunity” closes.

A firm’s involvement in international markets can be measured by its
“degree of internationalization” (DOI) (cf., e.g., Sullivan 1994). The indica-
tors that are used in measuring the DOI include foreign sales compared to
total sales, sales growth, operation mode and the number of countries where
the company is present (Welch and Luostarinen 1988, Sullivan 1994). Thus
DOI is a measure of the international structure of a firm together with its
development speed and coverage in international marketplace.

Internationalization pathways are typical patterns or routes that a firm
follows when it internationalizes, and they also depict typical forms of DOI
development.? This means that in the same time span the DOI is different
for firms following different pathways. For example, the DOI indicators for
a born global firm after three years’ time might look similar to those of a
traditional firm after fifteen years. In Figure 10.1, a hypothetical example
of such developments is presented.

After most researchers had moved their attention from incremental inter-
nationalization models to “born globals,” Bell et al. (2001) in their study of
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Figure 10.1 Indicators of internationalization in different stages.

so-called “born-again globals,” raised the issue that the internationalization
of the firm may comprise of “critical incidents,” which launch “epochs” of
internationalization. This means that a firm may quickly change its inter-
nationalization pathway due to changed circumstances. Bell et al. (2001)
argue (in line with Dodge and Robbins 1992) that the critical incidents are
brought forward by either internal or external stimuli. By internal stimuli
they refer to new ideas, resources and skills or product development, etc.
External stimuli, in turn, are stimuli that come from factors such as new
customers, regulatory market changes or competitors.

In addition to the fact that small home market size pushes many firms to
become international at an early age, researchers have been reporting many
stimuli that initiate and accelerate internationalization process. Oesterle
(1997) highlights the importance of “innovation set” of a new firm as a basis
for the timing and speed of internationalization. This means that immediate
internationalization is undertaken by firms that have radical innovations
with little demand domestically, whereas sequential internationalization is
promoted by positive domestic market situation for the innovation. Crick
and Spence (2005) note that the rapid timing of initial internationalization
decision is facilitated by the existing connections and networks of the own-
ers/managers. Bell et al. (2001) found that a management change can get
a firm to internationalize rapidly after many years of domestic operations.
Moreover, Crick and Spence (2005) suggest “serendipitous encounters” as
potential triggers for internationalization, or as a stimulus to such incidents
as recruiting during growth and internationalization.

It is important to note that in many previous internationalization stud-
ies a combination of “critical incidents” and “forces” have been discussed
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in the sense that they are initiating the internationalization process
(Oesterle 1997, Bell et al. 2001). Thus, we have a plethora of studies
focusing on the antecedents and determinants of the born global phenom-
enon (cf. Rialp et al. 2005). However, to us it seems that there is a need
to incorporate time in a more precise manner to born global studies (see
also Coviello and Jones 2004) and that we could learn a lot from the life
cycle literature, in which the view is more clearly on the development of
the firm in the course of time.

As we explained, in organization life cycle research stream the focus is
often set on “critical phases” (Steinmetz 1969), “growth hurdles” (Parks
1977) or developmental “problems/concerns” (Dodge et al. 1994). When
company founders target internationalization from the beginning due to
the external stimuli, the occurring “incidents” can be perceived as both
prerequisites and accelerators for further growth of the firm. The involve-
ment and maturity in international markets thus increase as accelerating
incidents take place. In Table 10.1 we summarize the problems and stimuli
that have been suggested in the literature on organizational life cycles and
internationalization.

Having discussed the earlier literature on critical incidents in growth
of technology-based new ventures and internationalization, let us now
approach our research design.

Table 10.1  Stimuli and Problems Encountered in Different Internationalization
Stages of Firms Following a “Born Global” Pathway (based on
Churchill and Lewis 1983, Dodge and Robbins 1992, Hanks et al.
1993, Oesterle 1997, Bell et al. 2001, Crick and Spence 2005)

Pre-start Start Growth Maturity
Internal - Entrepreneur- - New ideas - Cash flow - Maintaining
problems and  ial spirit - Access to - Delegation flexibility
stimuli - Radical more resources - Coordination  (red tape)
innovation - New skills - Business plan- - Production
- Matching of - Product ning and facilities
business and  development - Organization
personal goals - Change of design and
- Personal ownership personnel
networks
External - No domestic - New custom- - Relocation - Expansion
problems demand ers - Keeping cus- - Planning of
and stimuli - Lack of busi- - Regula- tomer contact marketing
ness knowl- tory market - Market assess- operations
edge changes ment and
- Cash avail- - Actions by identification
ability competitors

- Market niche - Location
identification
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RESEARCH DESIGN

The case study is a research strategy which focuses on understanding of
the dynamics either in a multiple or single settings and is especially feasible
when studying new areas (Eisenhardt 1989). Although the extant literature
has covered life cycle models in a detailed manner (e.g., Lester and Parnell
2008) the life cycles of rapidly internationalizing SMEs are studied in a
lesser extent. The antecedents of born globals or international new ventures
have been studied extensively (cf. Rialp et al. 2005) but the dynamics of the
growth of these firms is less understood. Hence, we have chosen to utilize
the case method in our study.

We adopted an exploratory multiple case study approach to analyze the
critical incidents of four Finnish software companies. According to Pauwels
and Matthyssens (2004, 128) [multiple case studies study design] “is built
upon four pillars—theoretical sampling, triangulation, analytical pattern-
matching logic and analytical generalization—and one roof—validation
through juxtaposition and iteration.”

Regarding sampling, the software industry was chosen as a case indus-
try because most firms operating in this field face several challenges at the
same time. These include, for example, constantly forming and growing
new markets, short and rapidly changing product life cycles, existence of
network externalities (the value of the product often depending on the
number of other users of the product) and the need to harness emerging
technologies and adapt to collapsing markets (cf. Aijo et al. 2005). Thus
software industry was seen as a good example of an industry where rapid
internationalization is almost imperative.

In the selection of the cases we followed the general criteria on sampling
SMEs used by Bell et al. (2001):

e A firm should be a current exporter and fulfill the requirements of
born global firms; it should have internationalized rapidly and oper-
ate in multiple countries (e.g., Knight and Cavusgil 1996).

e A firm should employ less than 250 staff and be independent and
indigenous (not a subsidiary of a larger domestic or international
company, to avoid potential resource and cultural influences on deci-
sion making). These criteria are in line with the EU criteria for defin-
ing SMEs, although in practice all the selected case firms had less
than 50 employees.

The selection of the firms was made in spring 2004. All the chosen
firms are, as noted above, born globals. However, they operate in dif-
ferent domains of software. Each of the firms is first analyzed indepen-
dently regarding its internationalization life cycle and critical incidents,
after which cross-case analysis is conducted. In constructing the critical
incidents and growth paths of the case firms, we have utilized multiple,
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primarily secondary sources of information (on data triangulation, see,
e.g., Tellis 1997). These sources include Finnish business magazines, busi-
ness press databases such as Talentum, presentations, company websites,
among others. In order to validate the drawn findings and interpretations
of the group of four researchers the assembled texts were reviewed by the
managers of the focal companies who confirmed their accuracy. In dis-
cussion section we aim for the analytical generalization by presenting a
model which describe accelerated/born global pathway from the life cycle
perspective.

CASES: FOUR FINNISH SOFTWARE COMPANIES

We now illustrate the growth and internationalization paths of the case
companies and depict the stimuli and the subsequent critical incidents in
their growth paths, which consist of four stages. Our intention is to analyze
these companies to better understand their rapid international growth and
reveal the critical incidents behind the growth processes. Concurrently, we
will provide a framework for the following cross-case analysis.

Case Descriptions

Company A was founded in 1997, being the oldest of the four case compa-
nies. The company’s main offering is a software product for data erasure.
Its customers are companies who need to protect their business secrets,
clients’ privacy or otherwise sensitive information. Currently the company
has a turnover of over €2.5 M, from which 90 percent comes from interna-
tional markets. The company is operating in all the continents of the world,
mostly through dealer network and partners. The company itself is still
small; the number of employees is below thirty.

In terms of growth path, we can conclude that the company has reached
“consolidation” phase nine years after it was established in 1997. During
the first two years of operations, in a pre-start phase, the company focused
on R&D-intensive projects and was supported by a local business incuba-
tor. The company developed two relatively unsuccessful innovations, but
eventually the third innovation, a method for data overwriting, became
a success. It was commercialized in 1999, and sold altogether 100,000
licenses within the first one and a half years.

The company actually started its operations in 2000, when it decided
to concentrate its efforts on the development of the data erasure product
and building its brand. The company started branding, and the product’s
brand name became the corporate brand. Soon afterward, the company
became the market leader in Finland and was ready to aim for international
markets. The company’s approach to internationalization was to draw up
country-specific strategies and create partnerships accordingly to support
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them. They entered several markets in Northern Europe, as well as Ger-
many and Benelux countries.

High growth and internationalization strained the company’s finances,
and a venture capital investment was attained in early 2000. Due to the
investment, the resources for further growth were assured. More experi-
ence of the markets in Northern Europe was added to the board by the
venture capitalist (VC), and sales increased. After the increase in capital,
the internationalization process continued with major leaps, when a global
finance corporation became a client. This client led the company’s mar-
kets to cover 23 countries, and its reference value was substantial for the
company.

The company entered the major growth phase in 2002, when the half-
million mark of sold licenses was reached, and the pace continued. Only a
year after that, a total of a million licenses had been sold. It grew its inter-
national sales coverage through its own offices in order to improve the stan-
dard of service for its increasingly international or even global customer
base. The growth was supported by the launch of a new product generation
with more extensive features.

Since 2006 the company has entered a stable consolidation phase, where
it focuses on managing its international operations actively and enters new
partnerships when opportunities arise. It has increased its turnover and
profitability by securing heavy users as customers while continuing to enter
into partnerships. New markets are not proactively sought for, but the firm
still intends to increase its share in current markets.

Company B was founded in 2000; its products are electronic patient
diaries and wireless data collection solutions in all therapeutic areas. It
targets a very narrow market segment with an innovative product. The cus-
tomers are patients, clinical research professionals, site coordinators and
data managers. The company has 13 out of 20 top pharmaceutical com-
panies as clients, whose patients use their products in about 50 countries
globally. The firm’s main markets are the US and Europe, where the largest
medical companies are located. The company’s turnover has reached €8M,
50 percent of which comes from the US.

It seems that the company has gone through three distinct growth phases
in its nine years of existence, and is currently in the “growth” phase. First,
a short description of the pre-start phase: it was founded by people with
experience from both the medical field and the telecom industry. Moreover,
one of the founders has a famous relative in the telecom industry, and thus a
highly recognizable name. Three months from establishment, the company
introduced its first product. The commercialization of the product was suc-
cessful and the company got three customers immediately. As the busi-
ness idea appeared successful and the company targeted overseas, private
investors also became interested in the company. The famous name among
the founders brought even more credibility and lowered the threshold for
investment. The first round of financing was used for speeding up R&D
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process, sales and international expansion. A new, improved product was
introduced after the first concept.

The company’s activities started in 2001, and the actions taken toward
international expansion were considered the right choice by the investors;
a second round of financing followed soon after the first one. It decided to
invest in customer service in its most important international markets. It
had some 30 employees after establishing offices in the US, Sweden, and the
Czech Republic. The internationalization efforts were supported by intro-
ducing internationally experienced board members and a third round of
financing. By the end of 2002, the company already had 20 out of its 60
employees working in the US.

Since 2003, the company has been in the growth phase, starting from
the funding it received from Tekes (Finnish Funding Agency for Technol-
ogy and Innovation) and the other existing venture capitalists to develop a
new product. The launch of the product was spurred by new international
recruitment, including an American CEO. Increasing concentration on
international markets also followed. Since then, the product and the com-
pany have received awards for innovativeness and the most recent evalu-
ations suggest that the company’s turnover will multiply in the following
years.

Company C was founded in 1999 to develop mobile e-mail and office
solutions. Its main product provides real-time access to different e-mail pro-
grams from mobile devices, and the customers are operators, device manu-
facturers, enterprises and individual consumers. The company is present in
five major European markets through its own offices, and the product is
available for corporate users in a number of European countries through
partners, while individual users are able to obtain the product globally. In
2004, the company had a turnover of €200,000-400,000 and 40 employ-
ees; a year later was acquired by a US competitor in an all-stock trade.

In terms of growth, the company went through three distinct phases in
its six years of existence. The acquisition in 2005 brought the company to
its “consolidation” phase. When the company was in the pre-start phase,
the mobile revolution was at hand in Finland and success in international
markets was always the target. Consequently, English was the official com-
pany language from day one and foreign employees were deliberately hired
soon. The company founders tried out several business and product ideas
on industry experts, after which they adjusted them a few times before
commercialization. Its original idea was to make the processes in field
maintenance easier in several industries. The company introduced a busi-
ness concept entailing a mobile middleware for enterprises.

Soon after foundation, the company’s start had a major boost, when
an experienced business angel joined the company as chairman. In addi-
tion to supporting decision making, and giving partner and customer leads,
the business angel introduced the company to additional investors. The
first round of financing from two venture capital companies was attained
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mostly due to the business angel’s help. After that the venture capitalists,
together with the business angel, contributed to fine-tuning the business
plan. They decided to focus on developing mobile e-mail to telecom com-
panies. The investments were used for speeding up the R&D process and
building an international partnership network. The internationalization
process was supported by recruitment: some 20 people were added to the
company roster.

The growth spurt started when the company secured a second round of
financing and attracted additional investments from Tekes. This led to new
product introduction and establishment of a bridgehead in European mar-
kets with two lead customers in smaller markets. Soon after, it acquired a
company in the UK, whose technology was wrapped with the company’s
existing application. More venture capital was attracted to support the new,
larger company with a more extensive product. The larger company entity,
the additional investments, and the increase in international presence were
followed by a major recruitment effort. The company hired a foreign, inter-
nationally experienced CEO.

The internationalization development continued to be strong; partnerships
and collaborative programs were used to increase recognition and market
coverage. Additionally, their own network of offices was expanded in major
markets. The consumer version of the product was made available globally,
while its enterprise version had been licensed by partners and was available
in major business centers in Europe and Asia. The year 2004 saw the turn-
over triple, but the company had not yet succeeded in making a profit.

In 2005, the company was acquired by a US competitor and reached
the end of its independent growth phase. The acquirer revealed that the
acquisition was based on the company’s complementary market coverage
and established partnerships with major players. The merged company now
operates in all major markets and has many of the largest mobile operators
as clients.

Company D was founded in 1999 to produce a wide range of digital
entertainment. Currently it focuses on the development and publishing of
downloadable games for mobile devices; the end customers are consumers,
who are reached through a number of partners, including major telecom
operators, media companies and entertainment portals. The company was
acquired by a competitor in 2004 and remains as the European department
of the acquiring company. Currently it has some 120 employees in Finland
(out of a total of 400) and a turnover of €7.1 M from Finland.

The company went through three distinct growth phases in its five and a
half years of independent existence, and the acquisition brought it to “con-
solidation” phase. The pre-start phase took place in 1999-2000, when the
company was founded by two graphic designers, who initially employed a
few software developers. There was little business or marketing knowledge
in the firm. During the first one to two years, the company’s business activi-
ties were very small-scale.
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The activities started in 2000, when the business concept began matur-
ing, as new people with experience from the wireless telecommunications
and gaming field entered the management of the firm. The new CEO had
experience in business analysis and his views led the company to focus on
downloadable games for mobile devices. The number of employees rose to
eight.

The growth phase started in the middle of 2002, when a hit game was
released to take the company to a new level. The game suddenly sold a
quarter of a million copies in 40 countries across the world, and gained
approval both in the press and among the mobile game players. Awards and
rewards followed. Next year the turnover reached €1.4 M and the number of
employees increased to 15. In this rapid growth phase, the company needed
to get new products to the market, and altogether 17 games were developed
or bought from external game studios. A number of telecom operators and
independent portals have been used for distributing the games since, which
has guaranteed coverage in 50 countries worldwide.

During the observation period, the company was acquired by a US-
based mobile application development company. It has a similar type of
product offering, but with an emphasis on other types of entertainment
than Company D. According to the acquirer, the value of company D was
in its partnerships, geographical coverage, games and successful manage-
ment team. The new company attracted €10 M of new venture capital right
after the merger.

Cross-case Analysis

The previous section presented the internationalization of four Finnish
technology-based new ventures. The growth paths and the critical incidents
in them are gathered in Table 10.2.

It can be said as a summary that all the companies followed a “born
global” path of internationalization according to the indicators presented
in Figure 1. In the pre-start phase, companies A and D were founded on the
basis of the individual skills of the founders. Company A tried to accom-
plish breakthrough technological innovations, while in company D the
founders were using the dot-com boom as a means to capitalize their talent
with the help of software programmers. They were seeking a radical inno-
vation to lead them to more mature phases (cf. Churchill and Lewis 1983,
Hanks et al.1993).

In contrast, companies B and C were founded on professional and busi-
ness experience, which was to be capitalized through available connections
and partnerships (also a factor promoting rapid initial internationaliza-
tion, as suggested by Crick and Spence 2005). The commonly mentioned
challenge that firms face early in their growth path, the lack of business
knowledge (cf. Dodge and Robbins 1992), was not a problem for them.
Companies A and D managed to solve their lack of business knowledge in
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Table 10.2  Critical Incidents in the Case Companies

Company A Company B Company C Company D
Pre-Start 1997-1999 2000-2001 1999-2000 1999-2000

- Continuous - High profile - Clear business - Propeller-
search for management  profile from heads produc-
innovation - Well-defined  the beginning ing digital

- 3rd product customer seg- - Business angel: entertainment
succeeds ment experience and- Lack of

- Ist round contacts business and
financing marketing
approach
Start 2000-2001 2001-2002 2000-2001 2000-2002

- Image and - Commitment - First round - New CEO and
corporate - Clear customer financing: other experi-
branding benefit speeding up enced recruits

-VC - 2nd-3rd round R&D process - Focus on

- Unsolicited financing International mobile gaming
order from partnership
major global network devel-
customer opment

Growth 2002-2006 2003- 2001-2005 2002-2004

- Continu- - US markets - Product launch - Hit product
ous growth started to take - Major con- - Expansion of
through net-  off tracts product line
works - New product - Acquisition of (17)

- Launch of - New CEO and a UK company- International
new product  recruiting - Additional distribution
generation financing network devel-

- New CEO opment
Consolidation 2006- Potential future 2005- 2004-

- Focus on most incidents: - Acquired by - Acquired by
profitable Exit of finan- US competitor US competitor
customers ciers: IPO, - Appreciated - Appreciated

- Global net- merger or resources in resources in
work of offices acquisition acquisition: acquisition:
complemented markets and  partnerships,
by sales affili- partnerships ~ markets, prod-
ates ucts, manage-

ment team

the start phase by getting experienced board members (A) or by recruiting
a new CEO (D).The other external problems typically experienced in the
pre-start phase (see Table 10.1) can also be identified in the case companies.
Identification of a market niche and the resulting lack of sufficient domestic
demand drove them all to internationalize rapidly. Moreover, availability of
cash had to be guaranteed in the pre-start or start phase through venture
capital in companies A, B and C. Only company D did not attain equity
financing until the merger.
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The start phase was characterized in all companies by product develop-
ment and productization efforts, which were enabled by venture capital.
There were no competition- or regulatory market change—driven external
stimuli observed during the growth phase. Moreover, the difficulty of estab-
lishing new customer contacts has been mentioned both as one of the major
problems in the early growth phases (cf. Dodge and Robbins 1992) and a
stimulus for accelerated internationalization (Bell et al. 2001). Company
A had a major stimulus to internationalize when it received an unsolicited
order from a new customer. Companies C and D solved this problem by
networking (company C already being in its start phase), whereas company
B managed to get three large customers while still in its pre-start phase due
to management contacts and well-planned segmentation.

In the growth phase, the case companies were determined to expand
their market coverage and increase their involvement in their focal mar-
kets. In essence, this was a response to the challenge of location to reach
customers better, but in a broad sense, it can also be interpreted as the
delegation of responsibilities by the management (cf. Dodge and Robbins
1992, Hanks et al. 1993). The means used by case companies to increase
their involvement in new markets were distribution contracts, partnerships,
and their own offices. During the growth phase, companies B and C both
recruited new CEOs in order to manage their further growth and interna-
tional expansion. The problem of maintaining a cash flow (see Table 10.1)
was not apparent in focal companies. This may be a result from the fact
that venture capital was injected in all but company D.

Companies C and D have entered the consolidation phase in five to six
years through mergers and ended their growth as independent companies.
On the other hand, company A has slowed down its pace and entered a
more stable state, while company B has not yet reached maturity even if
it has some of the features that indicate such. It is still heavily financed
by venture capitalists, which signals a major change coming in the near
future.

DISCUSSION AND CONCLUSIONS

This chapter has sought to enhance understanding of how the life cycle
theory of the firm and the “born global” model of internationalization
intertwine. In order to do this, we have explored four case companies oper-
ating in the domain of software business and presented phases in their
internationalization paths.

Transitions between the phases have been triggered by critical incidents,
which have been solutions to either emerging or existing developmental
challenges or “growth hurdles”. The critical incidents leading to the deci-
sion to internationalize more rapidly, as presented by Bell et al. (2001) and
Oesterle (1997) were supported by our findings. The case companies were
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established by people with high growth orientation. The external stimuli
(e.g., the mobile revolution and the dot-com boom) during establishment
promoted high growth and thus internationalization.

In companies B and C, the founders were determined to grow and inter-
nationalize their businesses. Nevertheless, an extra impetus to growth was
given by the recruitment of new seasoned management (CEO). In general, it
seems to be important for the advancement of many high-technology-based
firms that the “father” of the original technological innovation is able to
step back and accept the coming of professional management.

The development of an innovative product—often not the first one—
acted as major internal stimulus for growth in the case companies. For
example, in company A, the first two product concepts would probably not
have offered such an opportunity for the firm outside its domestic markets,
but the third one came with a clear customer benefit. Furthermore, this pro-
moted external stimuli for growth in the form of new foreign customers.

The holistic approach to incidents triggering rapid initial international-
ization of the firm (cf. Crick and Spence 2005) is supported to some extent
by our study. Existing contacts and networks, together with earlier experi-
ence, have accelerated the first two phases of the internationalization pro-
cess for companies B and C.

Indeed, firms following various internationalization pathways are
expected to differ from each other regarding the prerequisites and accelera-
tors of internationalization.’ In this we follow the ideas of McHugh (1999),
who, in his book focusing on the growth of the software business, notes
that some characteristics of the firm are actually prerequisites for growth,
whereas some characteristics accelerate the growth. These drivers include,
e.g., international entrepreneurial orientation or global mindset (cf., e.g.,
Kuivalainen et al. 2004, Nummela et al. 2004). To summarize, as presented
in the extant literature (cf. Oviatt and McDougall 1994, Knight and Cavus-
gil 1996, among others) and discussed above, a firm following the so-called
born global pathway typically possesses the following characteristics:

Growth-oriented, internationally experienced management team
Credibility: ability to create “fast trust” and attract lead customers
Innovation, core technology developed in-house

Internationally  experienced board, systematic international
networking

e Packaged product/service and/or global niche market and strong
product potential

External financing (VC) and ability to attract it

Growth is often gained through networking/use of partners or acqui-
sitions enabled by external financing

These characteristics can be seen as prerequisites for a firm, as they enable
it to follow the stereotypical born global internationalization pathway. In
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Figure 10.2, the internationalization life cycle is divided into the previously
defined four stages. Following the example of McHugh (1999) we have
included so-called “steady state” into our model, as it is evident that many
small firms are not willing or simply not able to grow after a certain stage.

In order to proceed to maturity, jump back to growth phase from the
steady state, or be successful in the high growth phase which is charac-
teristic of this born global pathway, the firm needs to be able to trigger
fast international growth with several accelerators. Some of these critical
incidents after the initial start of the internationalization seem to be a con-
tinuous stream of innovations, constantly improving product development,
a sound business model and attractive value proposition for value-added
resellers, distributors and customers, and the ability to attract further fund-
ing, thus securing the needed funds for accelerated growth, and finding
suitable partners. In the case of our focal firms this is extremely important,
as the average size of the Finnish venture capital investments is rather small.
The question is not just about money either; the best possible option for a
firm is to attract so-called smart money (which also incorporates business
experience and contacts). However, the use of VC money may also deter-
mine the maturity/consolidation phase for a firm, as financiers typically
aim for a relatively fast exit, either through an TPO or a trade sale of their
portfolio companies.

Furthermore, growth management (i.e., the ability to leverage the firm’s
capabilities through effective knowledge management, recruiting and train-
ing) is needed. To sum up, a firm must succeed in numerous areas, rather
than excelling just in just one area. This is naturally a challenge for man-
agers in charge of rapid internationalization and public policymakers who
wish to help them in this process. Providing tailor-made “right support
at the right time” public support services for high-growth/high-risk firms
is a challenge. Issues in such services or programs include assisting firms
to access and leverage external sources of finance from venture capital

Pre-start Start Growth Maturity/
Consolidation
— Growth oriented, - Fast expansion to - International top — Stability and
internationally several lead management, continuity
experienced markets culturally ldivarse - Management
management - Ready product personne tools for global
— Innovation ’ acceptance ? — Mearly all sales .P opsrationgs
- High-risk/High - Global niche | from intl markets, 1 - All functional
revenue — International intl or global activities in
- Need for external networks I customers | numerous
financing - Smart VC 1 1 countries
I 1 >
Time span of 2-6 years v v
Steady State or exit

Figure 10.2  Accelerated growth/born global pathway.
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providers, for example. They also involve helping improve firms’ interna-
tional market intelligence, in which online options need to be encouraged.

Overall, it is evident that more research into the longitudinal development
of born global firms is needed. The literature to date has mostly neglected
the fact that “born globals” experience gradually increasing commitment
to foreign markets; only the length of the time span and the stages are
shorter than in firms following the traditional “stages” pathway. Notable
exceptions to this view have been presented by Hashai and Almor (2004)
and Crick and Spence (2005), who noted gradual experience building even
in rapid internationalization. Our chapter, with its four case studies, can
hopefully add to this discussion.

Our opinion is that it is imperative to study the phases or stages even if
the firm’s life cycle is “condensed,” in order to be able to understand how
future firms may become born globals. Furthermore, we believe that analy-
sis of critical incidents is an important means for gaining deeper under-
standing of the growth pathways in technology-based new ventures, and
thus our results invite further empirical research into the topic.

ACKNOWLEDGMENTS

The authors wish to thank Toivo Aijo and Hanna Hanninen for their help
in the process of developing the ideas behind this chapter and in the collec-
tion of the case materials.

NOTES

1. A common definition for a born global firm is that is has reached a share
of foreign sales of at least 25 percent after having started export activities
within three years of its foundation (e.g., Knight and Cavusgil, 2004).

2. Two main pathways for internationalization among new ventures seem to be
the “traditional pathway,” which closely resembles the incremental stage model
of internationalization (cf. Johanson and Vahlne 1990), and the so-called
“born global” pathway (e.g., Knight and Cavusgil 1996, Bell et al. 2003).

3. Naturally we have to accept the fact that there are also differences among
firms following the same stereotypical pathway, just as there are individual
differences in firms’ internationalization paths (cf., e.g., Jones 1999). How-
ever, classifications are important tools for theory development (cf. Hunt
1991) and also have heuristic and analytical value. Managers can use them
as exemplary cases in their strategic planning, for example.
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INTRODUCTION

A longstanding criticism of export research is that a “mosaic of autono-
mous endeavors” (Aaby and Slater 1989) has contributed to conflicting
findings that have only served to obfuscate our understanding of the issues.
Contradictory results have often been explained by differences in contexts,
definitions and methodological approaches (Leonidou 1995) and the failure
to build on existing research has not been helpful. Regrettably, a similar sit-
uation is occurring in the allied field of SME internationalization (Coviello
and Jones 2004) where the actors have been variously referred to as “com-
mitted internationalists” (Bonaccorsi 1992, Jolly et al. 1992) “born global”
firms (Rennie 1993, Knight and Cavusgil 1996), “international new ven-
tures” (McDougall et al. 1994, Oviatt and McDougall 1995, Shrader et al.
2000), or even “micromultinationals” (Dimitratos et al. 2003).

There is no doubt that the impact of new technologies and an increas-
ingly interconnected global business environment influenced the growing
incidence of SMEs that have rapidly entered international markets (Knight
and Cavusgil 1996). Given widespread recognition of their growing impor-
tance (Bell et al. 2003, Rialp et al. 2005, Zahra 2005, Weerawardena et al.
2007, Zucchella et al. 2007), an attempt to clarify some mistaken assump-
tions and definitional ambiguities surrounding such firms is both apposite
and overdue.

The objectives of this contribution are fourfold. First, we attempt to
understand exactly what differences, if any, exist between alternative con-
ceptualizations of rapidly internationalizing firms. Second, we discuss and
critique a number of widely held assumptions regarding such firms. We
illustrate the argument with examples from recent research conducted by
the authors in different locations, within and across a variety of industry
sectors. Third, we examine some of the existing definitions to clarify what
constitutes “rapid” and “dedicated” internationalization. Finally, we pro-
pose a typology of rapidly internationalizing SMEs that attempts to inte-
grate diverse, yet complementary, views, in order to offer a more holistic
perspective for researchers and public policymakers alike. We conclude that
this framework has important implications for policy, theory and future
research.
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THE GENESIS OF “BORN GLOBAL” AND RELATED TERMS

Although preceded by Bonaccorsi’s (1992) Italian study on firm size and
export intensity that identified “committed internationalists,” it was really
Rennie’s (1993) seminal research among Australian firms that first drew
widespread public policy and research attention to the phenomenon of
rapid SME internationalization. Conducted under the auspices of McKin-
sey & Company, it coined the catchy “born global” sobriquet that rapidly
entered the academic and business lexicon. While the study of this phe-
nomenon quickly became a legitimate area of inquiry, (Madsen and Servais
1997, Coviello and McAuley 1999, Jones 1999, Harveston and Davis 2000,
Knight and Cavusgil 2004, Rialp et al. 2005) we challenge the notion of
“born global” firms (notwithstanding that the term is widely used as short-
hand for rapid internationalizers), and a number of the assumptions that
surround them in the following section.

Our challenge is consistent with the fact that, despite the emergence of
the “BRIC” nations (Brazil, Russia, India and China) as important trad-
ing nations, a significant proportion of world trade is still concentrated
between and within Ohmae’s (1985) “triad” region of Europe, Japan and
North America (UNCTAD 2008). It also reflects the findings of Rugman
and Verbeke (2004) that only nine Fortune 500 companies were truly
global, with the remaining MNEs engaging in regional business (cf. also
Ohmae 1995, Rugman 2003, 2005).

Around the same time, McDougall et al. (1994) identified a similar
phenomenon, where firms pursued “rapid and dedicated internationaliza-
tion from inception . . . or shortly thereafter.” These firms were considered
“international new ventures” (INVs) if they generated more than 25 per-
cent of sales from exports, served multiple markets (typically more than
five) and internationalized within two years of formation. The significant
contribution of these authors is evidenced in a series of key articles (Oviatt
and McDougall 1995, 2005, McDougall and Oviatt 1997, 2000, Shrader
et al. 2000). In their later articles, the definition of INVs was extended to
include firms that had internationalized in less than six years.

More recently, Dimitratos et al. (2003) have provided evidence from a
Scottish study of emergent international business players they term “micro-
multinationals” (nMNEs). These firms operate in both high and low tech-
nology sectors, but tend to employ foreign investment modes, as well as
contractual approaches, to enable them to internationalize more rapidly. In
common with the notion of “born global” firms, there are some aspects of
the INV and mMNE definitions that merit further scrutiny.

ASSUMPTIONS IN THE LITERATURE ON BORN GLOBAL FIRMS

We begin by exploring some typical assumptions regarding “born global”
firms; first, that all “born global” firms are truly born global, when, in
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fact, few really are. At best, some may be “born international,” operating
in multiple markets; others may have a presence in regional markets (“born
regional”), or target specific “lead” markets for their offerings (Madsen
et al. 2000, Moen and Servais 2002, Chetty and Campbell-Hunt 2004).
This behavior is quite common among software firms from many coun-
tries, where the US is often regarded as a key target market, as it consumes
around 80 percent of all such products (Bell 1995). Similarly, many Finnish
software firms also target Japan, the second largest market for software
after the US, which is highly dependent on imported software products
(Ojala and Tyrvidinen 2007, 2008, Ojala 2009).

Furthermore, there is evidence that firms will target “lead” markets
irrespective of location. Loane (2006) found that the US was a lead mar-
ket for a large number of Australian, Canadian, Irish and New Zealand
knowledge-based firms. As a major user/producer of new technology,
with high per-capita income, demanding and innovative consumers and
flexible innovation-friendly framework conditions for suppliers and users
alike, it was often the first market targeted. However, regional influences
were also evident. For example, all the Australian firms were also active
in Asian countries such as China, Korea, Malaysia, the Philippines, Sin-
gapore and Thailand, with 30 percent of them active in Japan and New
Zealand. Similarly, New Zealand firms were exporting to Australia and
ASEAN countries. Conversely, while over 90 percent of Canadian firms
exported to the US, as expected, many also targeted EU markets. Irish
firms were particularly active in the EU, as well as the US. Industry and/
or sectoral considerations may also lead firms to target specific “lead”
markets.

Cases A and B illustrate these exceptions to the notion of “born global.”
They show the importance of “lead” markets, and that firms may be quite
content to focus on key international and/or regional markets. In pursuing
key market concentration strategies, rather than market spreading (Piercy
1981), many demonstrate no real ambition to achieve a “global presence”
by extending into other markets that present fewer opportunities and/or
greater challenges.

Case A: “Lead/Key market player”

A New Zealand producer of sports motion analysis software made their
first sale to the UK. Thereafter the firm entered Australia and India. This
pattern reflected the cricket-playing nations of the world, as the motion
analysis software was an invaluable training tool for coaches. Cricket
boards in these countries represent “lead” markets for the software.

Case B: “International seller/Key markets”

This New Zealand designer and producer of an innovative, versatile con-
tainer loading system, believed to be the first of its kind to operate on both
sides of the host vehicle, made their first international sale to the US. The
CEO commented, “The US military market is huge; if you want to sell to
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any military market that’s the one to go for.” Subsequent sales were made
in the UK, Australia, Dubai and the United Arab Emirates.

Case C illustrates how a domestic market focus and strategy may result
in international expansion into regional markets, where internationaliza-
tion is not a primary objective but is clearly a secondary outcome. Again, in
such cases the notion of establishing a “global presence” is notably absent.

Case C: “Born regional”

Not long after start-up, this small Finnish ICT consulting firm acquired
the rights to distribute a financial software application from a US developer.
It had originally intended to serve only the home market, but the US firm
also included the rights for Norway and Sweden. Consequently, the Finnish
firm rapidly entered these markets. It subsequently expanded its consulting
services to other regional markets such as the Baltic States and Russia.

A second assumption is that “born global” firms are new. Although
there is clear evidence that more firms are internationalizing rapidly and
the recent “drivers” of this phenomenon are clearly identified in the litera-
ture (e.g., Knight and Cavusgil 1996), “born global” firms have existed
for at least 100 years and probably more. For example, the rapid inter-
nationalization of the New Zealand dairy and meat industry came about
with the development of refrigerated shipping in the 1880s. Similarly, new
process technologies and materials influenced the rapid internationaliza-
tion of an Irish firm, Belleek Pottery, following their participation at the
Great Exhibition at the Crystal Palace in London in the 1850s. Thus, it may
be argued that innovations in communication, transport or process tech-
nologies accelerate internationalization in any era, increasing the volume of
activity and attracting new actors (Knight et al. 2001).

A third assumption is that “born global” firms are exclusive to knowl-
edge-based sectors (such as I'T, software or biotech). Analyses of the inter-
nationalization patterns of such firms dominate the current research on
early and rapid internationalization, and some firms do owe their existence
to emergent technologies and tend to internationalize rapidly because they
possess unique knowledge and are at the leading edge of developments.
However, many rapidly internationalizing firms operate in more traditional
industries (see, e.g., Knight et al. 2001). These industries are becoming
more knowledge-intensive with advances in process technologies or new
materials (for example, in clothing and textiles or food and drink sectors).
An Trish manufacturer of beverage dispensing systems for beer and soft
drinks that developed a more efficient production process, enabling it to be
internationally competitive from inception, provides an illustration of this
point (Bell et al. 2003).

Fourth, a frequent assumption is that “born global” firms are only
located in advanced Western economies. While past inquiry has tended to
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focus on such locations, there is evidence of rapid internationalization of
firms located in the new EU member states, Latin America, the Middle East
and the BRIC nations. In part, this reflects economic transformation and
greater economic integration, but technological “drivers” are also a major
factor (e.g., case D).

Case D: Rapid internationalization from emerging market

This Indian engineering services company was founded in late 2005, and
is focused on enabling the capital equipment industries to better leverage
higher capability at lower cost from India. Within 14 months, the company
had 65 employees and international Fortune 1000 clients in the semiconduc-
tor equipment, instrumentation and renewable energy industries. In 2006,
it received US$4 million funding from Intel Capital, JAFCO Asia and the
KT Venture Group. The company now has offices in North America and a
European office in the Netherlands.

Finally, both the “born global” and INV literatures focus almost exclu-
sively on “outward” internationalization, which is often measured by level
of export sales. However, as Welch and Luostarinen (1988) assert interna-
tionalization is both an inward and outward process (see also Korhonen et
al. 1996). What has been largely ignored to date are the “inward” activi-
ties of firms that source internationally and therefore have an international
orientation, but do not have any significant export activities. Moreover, in
other cases “inward” activities, such as the acquisition of new technologies
or networks, may influence future “outward” movements. Cases E and F
provide an illustration of the latter.

Case E: “Born international sourcer”

This small Australian firm was originally set up in the early 1980s to dis-
tribute imported foreign-language films to a large immigrant population.
Subsequently it began to subtitle and dub films into English. In 1992, as
the Australian film industry gained worldwide notoriety (e.g., through the
Neighbours soap), it was approached by an Australian filmmaker to dub
films into foreign languages for international distribution. Several years
later, on the recommendation of a local client, it was asked by an overseas
production company to dub foreign films into English for international dis-
tribution. The firm formed a strategic alliance with this contact and now
has export sales of more than US$2 million.

Case F: “Born international sourcer”

Established in the early 1980s, this Irish firm produced anodized alu-
minum profiles used in kitchens and showers. It also made picture frame
profiles. Even before starting production, it had to source equipment and
machinery from Germany and the US. Once it entered production, pro-
files were purchased from Norway, chemicals from the UK and other
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components from Italy. Initial sales were to the Irish and UK markets, but
within a few years it was also selling to Belgium, Holland, Germany, Swit-
zerland and even Iran. Within three years only 10 percent of sales were
obtained in the Irish market.

In both these cases, inward technology transfers improved the firms’
capabilities and influenced subsequent internationalization.

DIFFICULTIES IDENTIFYING BORN GLOBAL FIRMS

We now turn our attention to several difficulties in identifying, classify-
ing and measuring both “born global” firms and INVs (for an extensive
discussion of these issues, see Hurmerinta-Peltomaki 2004). These relate
to the scope and pace of internationalization and to the time span from
inception. As defined in the INV literature (McDougall et al. 1994, Shrader
et al. 2000), achieving an export ratio of 25 percent in multiple markets
within two (or six) years of inception constitutes “rapid” and “dedicated”
internationalization.

Such performance may be regarded as impressive in firms operating in a
large domestic market such as the US, but is not especially noteworthy for
those located in small open economies. High-technology firms located in
small countries may have no domestic sales whatever, or have export ratios
in excess of 70-80 percent (Loane 2006). Moreover, active international-
izers in “traditional” sectors in are also likely to have higher export ratios
because of a smaller domestic market.

Several issues merit further discussion: First, not all firms that meet the
INV criteria may actually be INVs, nor can they really be regarded as
“born global.” For example, a Canadian firm that exports 25 percent of its
output to the US within 2—6 years and has a further 1 percent of total sales
in four or five other countries may be an “international seller,” but cannot
really be regarded as an INV or a “born global” firm. Similarly, an Irish
or Danish firm that sells more than 25 percent of its output to other EU
countries may be “born regional,” but cannot truly be regarded as “born
global”. Indeed, in the context of EU integration, it is debatable if these sales
even qualify as “export” activity. Furthermore, employing export ratios as
a key internationalization performance measure is not wholly satisfactory,
particularly if, as suggested by Dimitratos et al. (2003), some SMEs use
investment modes in order to enter foreign markets.

Second, not all rapid internationalizers are INVs or “born globals.”
There is clear evidence from the literature that some firms internationalize
very rapidly after concentrating exclusively on the home market for a long
period. Bell et al. (2001) call these firms “born-again globals” as a change
in market focus follows a critical incident or a combination of events, such
as new ownership or management, an acquisition, involvement of venture
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capitalists or relationships with new clients with extensive international
operations (Barkema and Vermeulen 1998). Cases G through K illustrate
a variety of circumstances in which older firms suddenly began to interna-
tionalize rapidly.

Case G: Late rapid internationalizer (via new client)

Established in 1983, this Irish bakery internationalized very rapidly in
the mid-1990s. Subway had just established its Irish operations and was
seeking a local supplier of chilled part-baked bread. So successful was this
relationship that in less than two years it was also supplying Subway fran-
chisees in Egypt, Portugal, the UK and a number of other European coun-
tries. These contracts provided the impetus for the firm to develop other
markets on its own behalf in Sweden and Holland, by supplying produce
direct to large retail chains. Currently, almost half its production is des-
tined for export markets.

Case H: Late rapid internationalizer (via acquisition)

Formed in 1986, this UK firm manufactures remote-operated underwater
vehicles used in the offshore oil exploration industry. Originally the main
target market was the UK, but orders were also obtained from Norwegian
operators in the North Sea in 1990. Conscious that these oil reserves were
finite, the firm acquired a foreign company in the early 1990s to enable it to
develop alternative products and new markets. It currently employs 30 staff
and exports 55 percent of its US$5 million turnover; new markets resulting
from the acquisition include Singapore and Brazil.

Case I: Born-again global (under new management)

Founded in 1848 to print railway tickets, this New Zealand firm now
supplies printed security products (e.g., postage stamps). It first exported
on a sporadic basis, but a turning point came in late 1991 when it won a
contract to print 79 million definitive stamps for New Zealand Post. As a
result, Crown Agents in London gave it accreditation to produce stamps for
up to 40 Commonwealth countries that do not have their own production
facilities, although export volumes remained small. It went into receiver-
ship in 1999, and was bought by existing management. They invested in
new technology and the company has become a niche supplier of “special”
stamps in the southern hemisphere. It is now an aggressive exporter, with
an export ratio of 60 percent, serves over 30 markets, and has 80 employees
and a sales turnover of $NZ 9 million.

Case J: Born-again international (taken over)

A “specialist” engineering firm in New Zealand established in the early
1970s, until 1988, it had primarily focused on the domestic market, with
sporadic contracts in Australia, and had a turnover of less than US$1 mil-
lion. In 1988, it was acquired by a US company and expanded rapidly into
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a number of export markets where the new parent had business (including
Argentina, Chile and Ireland). It also obtained significant new business in
the US via the parent company. It remains a small operation with less than
30 permanent staff. Exports currently account for most of its US$5 million
turnover; these involve individually negotiated turnkey projects

Whether or not “late” rapid internationalizers like these firms are more
successful than their INV counterparts is the subject of much current spec-
ulation and requires further inquiry. However, what is certain is that inter-
nationalization is unlikely to have taken place in the absence of one or more
critical incidents that influenced the firms’ subsequent strategies.

In terms of speed of entry to international markets, vital pre-export
activities in the domestic market may need to precede international activi-
ties. For example, firms seeking to internationalize via a franchising mode
may first have to spend time to develop the business concept and format
successfully at home. Similarly, biotechnology firms may have new offer-
ings at a research and development (R&D) stage for five years, or even
longer, before they can be commercialized. Thus, there may be an extensive
“prenatal” phase required to establish proof of concept, meet legal require-
ments, etc., sometimes even before the firm has incorporated, and certainly
before they can be classified as “born global.” However, once necessary
approvals have been obtained, they may internationalize very rapidly. Case
K is an example of a firm whose internationalization fits this pattern.

Case K: Late technology-based “born global”

This Hungarian company was founded in 2001 with the goal of becom-
ing a product, service and solution provider in the field of molecular diag-
nostics and pharmaceutical R&D. Its aim was to provide high-throughput
screening of drug candidates for the pharmaceutical and agrochemical
industries. The company refined the processes involved and was ready to
commercialize by 2005. It then obtained patents and the necessary permis-
sions, which took 18 months and went to the US market, and later to the
rest of Europe. In all, it took more than six years before it was fully able to
operate internationally.

Another example is in computer software where firms often provide
consultancy services to local clients in order to obtain the revenue stream
needed to develop and commercialize applications internationally. In such
cases, the time span from inception to internationalization may be longer
than envisaged in the born global and INV literature. This raises the issue
of whether inception should be regarded as the date the firm was formed,
or if it should it be judged from when the firm first has its offer ready for
commercialization.

In many cases, the management of such firms will have a global vision
from inception, even if they are unable to implement an internationalization
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strategy straight away. Conversely, some firms may have been established
with the intention of serving clients in the domestic market, but have sub-
sequently internationalized because of referrals from clients based in the
domestic market, as illustrated by Case L (see also Cases E and G).

Case L: Initial domestic focus/late rapid internationalization

This Northern Ireland firm developed a range of card-operated elec-
tronic management systems used to monitor usage of multiple-user copiers.
Founded in 1983, it obtained orders from UK subsidiaries of large MNC
office equipment suppliers such as Xerox and Fuji. Following an MBO in
1987, it began to pursue more aggressive international strategies and sev-
eral of its UK MNC clients recommended its offerings to corporate head-
quarters or subsidiaries in other countries. Before being acquired by a US
company in 2005, it employed more than 50 staff and exported over 70
percent of its products to more than 40 markets including Australia, the
Netherlands and the US.

In these cases, the activities of a domestic client, either a local firm or
an MNE subsidiary, led to rapid internationalization because of existing
relationships with affiliated subsidiaries in other countries or other client/
supplier networks.

DISCUSSION AND CONCLUSION

We hope the points raised in the previous sections are a catalyst for debate
around rapid internationalization and not the somewhat narrower INV per-
spective, or the increasingly nebulous “born global” view. Researchers need
to recognize that rapid internationalization may occur at various points dur-
ing a firm’s development and not just at inception. Moreover, inward inter-
nationalization may occur in advance of any outward activities and the latter
may be initiated through contacts established in the domestic market.

Similarly, public policy in support of internationalization should reflect
cognizance that different rapid internationalization trajectories will neces-
sitate diverse forms of intervention, assistance and support (see Bell et al.
2003, Wright et al. 2007). In order to advance this argument, we present a
typology of rapid internationalizing firms that seeks to encapsulate and inte-
grate the extant perspectives in a more holistic manner (see Figure 11.1).

The typology of rapidly internationalizing SMEs shown in the figure sug-
gests that International New Ventures may take the form of firms that oper-
ate in global markets, adopt a regional focus, target a limited number of key
countries or operate in multiple markets, but are not truly global in terms of
reach. Additionally, such firms may source internationally, whether or not
they have any export activity. Those engaged in outward internationalization
may employ investment modes as well as contractual approaches.



186  Jim Bell, Sharon Loane, Rod B. McNaughton and Per Servais

A Late rapid internationalizer
- Born again firm (Case /, J)
- Late rapid internationalizer (Case G, H)
- Late technology-based global (Case L)
* - International franchiser
N
~,
,
.,
\\ /’
~ '
~, rd
™, s
'\\ s
\\ //
~, I
\\ //
N /
\\\ //
o~
e \\\
b M
s ~,
Vi ~
Vi ~
Yy o
/// \\
/ International New Venture
4
s
# - Born international sourcer
/ (Case E, F)
Domestic New Venture - Born international seller (Case B)
- Initial domestic focus (Case L, - Born regional firm (Case C)
also Case E, G) - Key/Lead market player (Case A)
(Firm may source internationally - Born global firm
or go international) - Micro multinational
New Venture formation
Scale of International Activities

Figure 11.1 Typology of rapidly internationalizing SMEs.

Late rapid internationalizers may be “born-again” firms that become
active internationally due to a critical incident or a combination of events
that has forced them to look outside the domestic market. Alternatively,
they may be firms that always intended to internationalize as soon as they
had the requisite capabilities, conditions and resources.

Domestic new ventures are, as the name implies, firms that focus their
initial sales efforts on the domestic market. Such firms may or may not
source internationally. They may also subsequently go international via
referrals from clients located in the domestic market or because they iden-
tify other exporting opportunities.

Born-again local ventures may be ones that have restructured, for what-
ever reason (such as an MBO, an acquisition, or being acquired), but might
also include those that significantly changed their business model, entered
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new market segments/sectors, or acquired new processes or technologies.
Again, these firms may or may not source internationally, but if they do, they
may be very active in terms of the wider definition of internationalization.

From an academic perspective, the proposed typology allows research-
ers to move on from merely classifying firms as “born global” or “INVs”
to focusing on much more critical issues, such as if and how rapidly inter-
nationalizing firms can achieve sustained international competitiveness. To
date there is a dearth of longitudinal inquiry into “born globals” and IN'Vs.
Are they able to continue to internationalize rapidly and if so, how? In the
long run, are late rapid internationalizers more successful than those that
start the process early, or vice versa? And if so, how and why?

From a public policy perspective, recognition of a wide range of interna-
tionalization patterns raises many questions. Are the support needs of early
and rapid internationalizers the same as those of born-again global firms?
Do they have the same information needs? Do they require different forms
of financial support or other assistance? Are current policy measures best
configured to assist firms that have different international trajectories, or
is it still a one size fits all approach? For example, biotechnology firms are
likely to have much higher up-front R&D costs, necessitating greater finan-
cial support compared to other knowledge-intensive sectors.

Should policymakers recognize that firm internationalization is much
broader than exporting, and consider how to enable firms to benefit from
“inward” activities such as acquiring new technologies, or sourcing lower-
cost raw materials or components from abroad? Should they be more active
in supporting other forms of outward internationalization and not just
exporting? Finally, to what extent could they influence the development
of domestic market networks that might influence future international
activities?

We believe that the answers to these and other important questions lie,
at least in part, in persuading academic researchers to focus much more
clearly on the issues that surround rapid internationalization, regardless
of whether it occurs at inception or at a subsequent point in time. To do
so requires us to reach a better consensus on definitional and theoretical
issues. Our intention is that the typology presented herein, together with the
holistic perspective it seeks to provide, may prove useful in this process.
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12 Sampling Frames for Cross-
national Survey Research in
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INTRODUCTION

Internationalization research concerns the increasing exposure and involve-
ment of firms in international business activities, whereas international
entrepreneurship (IE), is currently defined as the “discovery, enactment,
evaluation, and exploitation of opportunities—across national borders—
to create future goods and services,” (Oviatt and McDougall 2005, 540),
processes which ipso facto include internationalization, i.e., the transfer of
goods services and business activities across borders. Research in this field
(using the wider concept of IE) entails study of entrepreneurial behavior, at
the level of the individual and the firm, and comparison across countries.
In this chapter we focus on IE as a process of behavior manifest at the level
of the firm rather than the individual.

The collection of data in multiple country settings is essential to increas-
ing our understanding of international entrepreneurship and cross-country
comparisons facilitate the search for universality and highlight the nature
of differences in business processes and behaviors at individual and firm
level. The identification of suitable sampling frames presents a key chal-
lenge in that context. The sampling frame in the first instance is a list repre-
senting the population under study. If it is considered that the population of
interest is the population of firms that are involved in international business
activity, including those that are small and young as well as established and
large, those at various stages of international development, and those that
are international new ventures, born globals, multinationals and so on, the
sampling frames used must accommodate those types of firms and enable
their selection in the sampling process.

In cross-national research of IE, the sampling frames must not only cap-
ture the range of international activity with which firms are involved, they
also need to enable sampling equivalence across the countries of interest
and provide some degree of homogeneity across national samples. This is a
challenge in IE research, given that identification of firms at the early stages
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of internationalization in single countries from existing databases has con-
sistently proved to be problematic (OECD 1997).

The selection of sampling frames for cross-national surveys has received
much attention in the broader social science literature. Indeed, one study of
703 journal articles on organizations found that the majority of researchers
do not pay sufficient attention to population and sampling issues (Drabek
et al. 1982). In the international entrepreneurship (IE) context limited dis-
cussion has addressed the methodological issues and effects associated with
population identification and the adequacy of sampling frames (Coviello
and Jones 2004). Moreover, Coviello and Jones (2004) call for more atten-
tion to be paid to the discussion of sampling frames in IE research. The
purpose of this chapter is to make a preliminary selection and evaluation
as a basis and stimulus for further investigation and debate. The purpose of
this chapter is to raise questions and discussion concerning the identifica-
tion and use of sampling frames for survey research in internationalization
and IE. To that end we explore the literature on sampling frames for cri-
teria guiding the selection and usefulness of databases available for survey
research. For reasons of parsimony, we assume that the planned survey for
which a database is being sought will be a cross-national survey of small
and medium-sized enterprises (SMEs) in the European Union (EU). After
identifying suitable selection and evaluation criteria, we choose and evalu-
ate four databases that have potential for use as sampling frames to identify
internationalizing SMEs, and support survey-based primary research stud-
ies. In this chapter we do not investigate the potential of any databases for
secondary data analysis.

SAMPLING FRAMES IN CROSS-NATIONAL RESEARCH

A sampling frame is understood as a complete list of all cases in the popu-
lation from which the sample is drawn, and represents a vital component
of every survey (Lohr 2008). From a pragmatic perspective, the sampling
frame often represents a starting point for the survey, providing the defini-
tion for the surveyed population and information needed for stratifying,
sampling and contacting businesses (Colledge 1995). Provision of a sam-
pling frame and correcting frame errors can account for a significant pro-
portion, sometimes exceeding 20 percent, of the research budget (Colledge
1995). The costs concern the outlay for the frame as well as the cost of
correcting and adjusting the frame to suit the research objectives. In the
context of international entrepreneurship research, for example, identifi-
cation of smaller and younger enterprises represents a common problem
(Jones 1999).

The choice of sampling frame has important consequences for the gen-
eralizability and the impact of research findings (Kohn 1987). The classical
statistical theory and the inferential paradigm provide legitimacy to the IE
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research practice of building general theories from research on samples.
The theory allows drawing general conclusions because it assumes that the
probability distribution limits the possible biases and errors in data and that
the findings from samples can be extended to populations (Handwerker
and Wozniak 1997). This assumption only stands if probability sampling
is used, i.e., when any element of the population has a known and equal
probability of being included in the sample (Groves and Peytcheva 2008).
Finding a suitable sampling frame represents a key precondition for prob-
ability sampling ensuring that any element of the population has an equal
probability of being selected (Levy and Lemeshow 1999).

The sampling frame also affects the generalizability of findings: by
providing the definition of the surveyed population, the sampling frame
delineates the group of research units to which the researcher wishes to
generalize (Miller and Salkind 2002). Importantly, the findings apply only
to the surveyed population and one cannot generalize beyond the sampling
frame (Cowan 1991, Levy and Lemeshow 1999). For example, from a pur-
ist perspective, the findings derived from a sample of Danish born global
firms can only be extended to the population of born globals in Denmark.

The search for high-impact, generally applicable theory is but one rea-
son for extending the research beyond national borders (Harkness 2008,
Kohn 1987). Cross-national research studies either compare countries or
regions on different dimensions, or aggregate estimates from different
countries (Lynn 2003). The aggregation of data permits the extension of
findings to a larger population, thus affecting the generality and the valid-
ity of interpretations derived from single-nation studies (Kohn 1987). In
the context of IE research, these studies are fundamental to the search for
universality and the nature of differences between SMEs (Coviello and
Jones 2004).

Compared with surveys carried out within a single nation, cross-national
surveys involve an extra layer of complexity in terms of both organization
and design (Lynn et al. 2007). In comparative research, data must not only
be valid and reliable for a given national context but also comparable across
contexts (Harkness 2008). The search for comparability of results, referred
to as equivalence (Usunier 1998) represents the most important method-
ological aspect of cross-national research. Within that context, the choice
of sampling frame has important implication for sampling equivalence—
the extent to which samples are comparable (Coviello and Jones 2004).
Sampling equivalence assures the validity of results and valid results mean
that any differences detected in cross-national surveys can be attributed to
dissimilar characteristics of the countries and not caused by differences in
research samples (Sin et al. 1999). For example, Busenitz et al. (2000) and
Mueller and Thomas (2001) administered their questionnaires to business
students rather than entrepreneurs, across six and nine countries respec-
tively, in order to ensure homogeneity across respondents and avoid the
need for controls for differences in demographic variables.
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Comparable sampling frames and the resulting equivalent cross-national
samples reduces the likelihood of two types of error: sampling frame error
and coverage error. Sampling frame error is the degree to which the sampling
frame fails to account for the whole population (Lohr 2008). An incom-
plete or inaccurate list means that some cases will have been excluded, so it
will be impossible for every case in the population to have a chance of selec-
tion. In extreme cases, a potential sampling frame may be “empty” if the
frame contains no elements of the target population (Kish 1965). If a frame
includes lists of liquidated companies, efforts to contact defunct sampling
units and distinguish them as non-respondents can significantly increase
survey costs and bias (Colledge 1995).

For accurate coverage a sample must include all units in the population
of interest and coverage might be defined as a percentage of population
of interest that is included in the sampling frame (Lohr 2008). The main
concern about undercoverage is that it can lead to misleading or a biased
estimate of population quantities particularly if a segment is missed that
differs on key measurements from the surveyed population (Lohr 2008).
For example, it is relatively easy to identify older and larger, particularly if
they are limited companies or registered for VAT (value added tax, appli-
cable across EU countries at varying levels). By comparison, it is difficult to
find sampling frames accounting for very young or very small firms (Cowan
1991, Jones 1999). Sampling frames for business surveys concerned with
the study of small companies are harder to find, as smaller enterprises tend
to be more specialized and localized than larger firms (Coviello and Jones
2004, Cowan 1991). The overrepresentation of a particular segment of the
population or overcoverage can also be problematic. For example, the sam-
ple might include a disproportionately large number of firms from certain
industries: in the IE context, typically, high-tech enterprises.

In summary, identifying suitable sampling frames for cross-national
research in the context of SME internationalization represents a key stum-
bling block in moving the field forward. Sampling frames affect what we
know about small firm internationalization by influencing the generaliz-
ability of results and research errors. Sampling frames play a significant
role in integration of survey data, and their presence ensures that the data
can be meaningfully related for a synergic gain, where the combined data
sets contains more information that the sum of separate parts (Colledge
1995). The lack of adequate sampling frames precludes the identification
and delineation of and access to comparable research samples.

ASSESSMENT CRITERIA FOR CROSS-
NATIONAL SAMPLING FRAMES

Given the complex nature of cross-national research, the assessment of
sampling frames must take into account the validity and reliability of
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national samples, as well as their appropriateness of the sample for cross-
national design (Harkness 2008). In terms of general assessment criteria for
sampling frames, Kalleberg et al. (1990) examined five common databases
using three criteria including the publisher details, inclusion criteria, search
criteria, and electronic availability; timeliness, how often the database is
updated; auxiliary information, what auxiliary information is available for
each company, such as company name and address; and units of analysis,
whether or not the directory includes information to head office detail or
branch detail, which may lead to issues regarding duplicate entries. Accord-
ing to Aldrich et al. (1989), two additional useful measures for assessing
potential sampling frames are practicality, the ease of identifying units of
analysis, and costs, in monetary terms (costs stated in this article were cor-
rect at the time of research).

Furthermore, Kish (19635) posits a five-dimensional model for assessing
bias: missing elements, whether or not the sampling frame excludes units
intended to be represented in the study population; clusters of elements,
whether or not a sampling unit represents a cluster of units (for example, a
household rather than an individual); foreign elements, whether or not the
possibility of including units outside of the target population exists; dupli-
cate listings, whether or not a sampling unit is listed more than once; and
factual and temporal inaccuracies, such as the inclusion of liquidated busi-
nesses or provision of incorrect addresses. Unless a database is electronic
and updated frequently, however, this dimension is likely to render most
paper-based databases obsolete immediately after publication, due to the
frequency of firms’ going out of business. It should be noted that although
the aforementioned headings provided suitable criteria for the purposes of
this paper, formal use of this framework would require further method-
ological evaluation and verification.

Finally, Saunders et al. (2007) consider five criteria: relevance (whether
cases listed in the sampling frame are relevant to the topic), timeliness (how
up-to-date the data is), comprebensiveness, precision and control (whether
the researcher can establish and control how the sample is selected).

In addition to the general criteria, in the context of cross-national
research the problem of sampling equivalence should be considered.
Two aspects of equivalence merit particular attention for a study con-
cerned with IE. First, there is the issue of sample equivalence and the
notion of comparability of samples obtained from different national
settings (Coviello and Jones 2004). This issue pertains to the notion
of population coverage within a country. A separate question concerns
international coverage of the sampling frame and the issue of whether
populations from different countries are represented adequately. We
assume that a suitable sampling frame for cross-national research would
be accurate in terms of representing the population of enterprises within
each country and have sufficient breadth to provide data concerning
several different countries.



196 Jobnston, Jones, Morgan-Thomas and Vlachos

Based on the above discussion and considering the context and purpose
of the IE research, this study evaluates the relevant databases based on and
extending Saunders’ (2007) criteria. Thus, the criteria we use are: 1) prac-
ticality, 2) coverage, 3) precision, 4) equivalence and 5) cost. Practicality
refers to the ease of use including researchers’ ability to identify the units
within the database and to control them through relevant search criteria.
Coverage is defined as the extent to which the listing includes the all rel-
evant units of analysis. This dimension encompasses comprehensiveness
(whether all units are listed), relevance (whether cases are listed in the sam-
pling frame relevant to the topic), and timeliness (how up to date the list-
ings are). Precision refers to the ease of identification of the relevant units
of analysis made possible through auxiliary information, and its freedom
from bias. Finally, equivalence denotes the extent to which the frame gen-
erates samples that can be compared cross-nationally, and cost relates to
the price of data elements and the overall costliness of the sampling process
(Aldrich et al. 1989, Kish 1965, Saunders et al. 2007).

EVALUATION PROCEDURE

The evaluation procedure we adopted was as follows. First, based on our
knowledge of internationalization and international entrepreneurship we
established a set of criteria for the selection of databases. Next, we accord-
ingly selected four databases as examples and examined them with regard
to inclusion of the elements identified in the previous section as being rele-
vant to the process of sampling and the subject discipline. We then prepared
a descriptive overview of each database before proceeding to an evaluation
based on our five criteria.

We were concerned with the identification and evaluation of suitable
sampling frames for IE research. To be considered suitable, the potential
sampling frame had to meet four criteria. The first is that the database
should include firms of all sizes. While IE research is not confined to SME
studies their importance is such that a potential sampling frame ideally
should include listing of SMEs. There is no single, uniformly acceptable
definition of a small firm (Storey 1994) and the definition adopted here fol-
lows that of the European Commission (2003), which describes SMEs as
firms employing fewer than 250 employees.

The second is that the database should have international coverage in
order to be suitable for cross-national research. Although global coverage
would have been desired, in this study we considered European coverage as
a minimum inclusion criterion. We defined European as involving the EU
countries: that is, Austria, Belgium, Bulgaria, Cyprus, the Czech Republic,
Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland,
Italy, Latvia, Lithuania, Luxembourg, Malta, the Netherlands, Poland,
Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the UK.
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The third is that the database should be reasonably universally acces-
sible. One aspect we considered concerned the availability of listings to
the researcher. Some countries such as Norway and Sweden maintain lists
of all businesses, containing very comprehensive information, and make
these available to researchers under certain conditions (Kalleberg et al.
1990). Although the UK Office of National Statistics collects comprehen-
sive information on 99 percent of UK businesses, including details such as
industry classification, employee numbers, and turnover, such data is not
universally available to researchers by legislation. Consequently, this chap-
ter will discuss a selection of databases generally available to all research-
ers in all locations that might be used for the purposes of cross-national
as well as nationally focused studies. The availability of such sampling
frames was a noted as a problem faced by 61 percent of countries in a 1997
OECD study. Coviello and Jones (2004), commenting on this problem,
suggest that list brokering tends to prevent access by researchers with tight
budgets. Another aspect of accessibility concerns the ease of use. Although
there are several business directories and listings available to the authors,
limited language capability made it difficult for the authors to access and
use foreign equivalents of, for example, the UK Companies House list-
ings. Furthermore, local technical barriers prevented access to telnet-based
databases.

The fourth, and perhaps most important, criterion is that the database
should potentially include firms at all stages of internationalization, includ-
ing those that have not yet commenced international activity, as well as
those that may have abandoned it. Export directories, commonly used in
studies of exporting, international marketing, and international trade, do
not necessarily include firms that are involved in other modes of interna-
tional business activity. Therefore they are not fully representative of the
population of internationalizing firms.

Export directories are not the most appropriate sampling frames if the
purpose of the study is to identify internationalizing firms from a holistic
perspective in which inward, outward and cooperation modes of activity
as well as, or instead of, “export” sales are relevant. Finely grained stud-
ies seeing to examine, for example, the instances of born global firms, the
development of cross-national relationships, networks or firms’ transfer of
knowledge need to use databases that cover a wider population of firms
than that provided by export directories. Notwithstanding their obvious
suitability for export studies, we excluded export directories from this eval-
uation for the reasons discussed.

We selected four databases for evaluation that met the above selection
criteria: Yellow Pages, Kompass, Amadeus, and MarketEurope. Following
selection, we scrutinized each database for key elements for comparison
and on which to base our evaluation (Bureau van Dijk 2009, Dun & Brad-
street 2009, Kompass 2009, Yellow Pages 2009). The elements, listed as
headings in Table 12.1, are: Units of Analysis, Search Criteria, Auxiliary
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Information Returned, Timeliness, Potential Sources of Bias, European
Coverage and Estimation of Country Equivalence. Drawing on these tabu-
lated details and experience gained through online exploration of the data-
base websites, we prepared a descriptive overview of each before making a
more in-depth evaluation following the set of five evaluative criteria drawn
from the literature as discussed.

OVERVIEW OF THE SELECTED DATABASES

Electronic Yellow Pages Directories

The Yellow Pages is an easily accessible directory of business names,
addresses and telephone numbers classified under occupationally-
related headings. In terms of the search criteria available, the researcher
is restricted to searching by company name, business type or location
in each respective version of the Yellow Pages. Companies, defined as
“advertisers,” are included on payment of an annual fee. Provided by
the Yell Group, the UK edition was first launched in 1966, and contains
over 448,000 unique companies listed within its database. In addition
to its paper-based database, its online equivalent, Yell.com provides a
free-to-search database of over 1.7 million UK businesses. Although the
Yell Group produces directories only for the UK and USA, all other EU
countries have their own equivalent of the Yellow Pages, both in paper
format and online. They include the Portuguese Pdginas Amarelas, con-
taining more than 400,000 businesses, the French Les Pages Jaunes,
containing more than 556,000 businesses, and the Dutch Gouden Gids,
containing more than 650,000 businesses. As some directories are dis-
played in the local language, a comprehensive critique of all EU country
listings is not feasible in the scope of this chapter; instead we have focused
on the Internet editions, which are more widely accessible.

Kompass Database of Industrial and Commercial Companies

The Kompass database of industrial and commercial companies is a
commercial database for business-to-business commerce that, in total,
encompasses over 1.7 million companies. Kompass Group products are
franchised to major international publishers such as Reed Elsevier and
Bonnier. The researcher is given the option of accessing the databases in
print format, on CD-ROM, or via the Internet. The Western European
edition of the Kompass databases contains over 700,000 companies,
who can register a base level of data with Kompass for free, and may
elect to include additional information for a fee payment. The largest
group of users, 40 percent, access Kompass for some form of research,
including academic investigation. A wide range of search criteria are
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available to the researcher (examples are listed in Table 12.1), including
company name, number of employees, trade names, product, and year
incorporated. Kompass uses its own unique product classification system
instead of generic codes such as the US Standard Industrial Classification
(SIC) Codes. English is the primary language of all products, although
the databases have been indexed in 40 other languages to allow foreign
users to explore the database in their own languages. There appears to
be no in-depth examination of Kompass databases in a peer-reviewed
literature search.

Amadeus

Amadeus is a pan-European database containing information on 6.5 mil-
lion public and private companies. Within this figure 1.5 million companies
are located in the UK. Published by Bureau van Dijk, Amadeus data derive
from around thirty varied sources designed for both commercial and aca-
demic researchers. Indeed, Fame, a localized version of Amadeus covering
the UK and Ireland, was accessible at local university and city libraries. The
database is available on the Internet, as an intranet feed or on CD/DVD-
ROM. The authors were able to secure free-trial access to the Internet Ver-
sion of Amadeus. Company listings are compiled on the basis of the content
of about thirty different databases, including data from local chambers of
commerce. It is not possible for companies to register directly with Ama-
deus, and drawing as it does on so many other sources, Bureau van Dijk
suggests that Amadeus is the most representative databases for European
companies. The researcher is offered a very large number of search cri-
teria (examples listed in Table 12.1), including company name, number
of employees, trade names, industry, and year incorporated. It should be
noted that Amadeus uses multiple industry classifications in addition to the
US SIC. The software also enables the user to include any exclusion criteria
in searches, such as EU members-only options, for example, to eliminate
countries such as Switzerland, before presenting final results. As with Kom-
pass, there appears to be no in-depth examination of Amadeus in a peer-
reviewed literature search.

Dun & Bradstreet MarketEurope Database

Dun & Bradstreet (D&B) Corporation was formed in 1841 as the Mercan-
tile Agency to provide company information for US merchants. D&B offers
a variety of commercially available databases to suit various organizational
functions; the database of interest in this discussion is designed for sales
departments to identify new prospects within Europe. Referred to as Mar-
ketEurope, this Internet-only database contains information on around 9.5
million active European businesses. It is compiled from a variety of sources,
including official government sources. Furthermore, companies are able to
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register on MarketEurope free of charge. The researcher is offered a very
large number of search criteria (see examples in Table 12.1), including com-
pany name, number of employees, trade names, industry, and year incorpo-
rated. In addition to the US SIC codes, D&B databases, like Kompass, have
a unique classification system, known as D-U-N-S numbers, to identify
businesses for data-processing purposes.

In the academic literature relating to business and management, D&B
databases are evaluated on the basis of their usefulness for building sam-
pling frames. The general points from this literature suggests that D&B
databases tend to give varied coverage of individual industries (Murphy
2002); concerns regarding its representativeness (Aldrich et al. 1989; Kalle-
berg et al. 1990), and timeliness (Buss et al. 1991) are reported. Neverthe-
less, it should be cautioned that three of these papers were written prior
to the popular adoption of the Internet, and more up-to-date reports from
researchers using them are called for. Furthermore, D&B claim to have
increased the size of their database eightfold to reduce the bias towards
particular industries, as well as making the basic level of registration free
for new companies.

COMPARATIVE EVALUATION OF THE SELECTED DATABASES

The suitability of each database for cross-national research in the IE context
is assessed using five general criteria suggested in the literature on sampling
frames: practicality, coverage, precision, equivalence and cost (Kalleberg
et al. 1990, Aldrich et al. 1989, Kish 19635, Saunders et al. 2007). Each cri-
terion draws on several of the elements listed in Table 12.1.

Practicality

Practicality refers to the ease of use, including researchers’ ability to iden-
tify the units within the database and control them (Saunders et al. 2007).
In terms of practicality, access to Yellow Pages is readily available via the
Internet. However, a researcher may be restricted in using international
versions of the Yellow Pages, as language barriers may prevent accurate
searching. In addition, the Yellow Pages offer no facility to export records
into database or spreadsheet software, resulting in the researcher having to
enter each record manually before conducting a mail survey. Furthermore,
a researcher wishing to access the paper edition may be restricted to list-
ings from their own country, as their own municipal or academic libraries
may only stock their national editions. By contrast, Kompass, Amadeus
and MarketEurope allow higher levels of control, enabling the researcher
to search for companies using various criteria that can be exported into
any spreadsheet or database software. Amadeus and MarketEurope also
provide custom-designed record management software.
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Coverage

Coverage is defined as the extent to which the listing includes all relevant
units of analysis. This dimension encompasses comprehensiveness (whether
all units are listed), relevance (whether cases are listed in the sampling
frame relevant to the topic), and timeliness (how up to date the listings are).
Considering the problem of self-selection (firms have to pay to register),
Yellow Pages is likely to have missing elements, thus questioning its com-
prehensiveness. The Yellow Pages may also exclude companies without a
telephone number, though these are likely to be few in number: a problem
which may increase as the range of alternative communication technolo-
gies (e.g., mobile telephones) increases. As regards clusters of elements, the
Yellow Pages includes company branches as well as head office addresses,
therefore suggesting there is a risk of incorrectly selecting units outside
the target population. This also increases the risk of duplicate listings, as
does the fact that businesses may pay to have more than one listing within
a directory under different categories. Other foreign elements include the
fact that large-scale enterprises (with 250 or more employees) and pub-
lic sector organizations are listed alongside SMEs. No defining criteria or
search terms, other than broad categories, are provided by the Yellow Pages
to allow manual removal of such elements. The database is updated weekly,
although no mention is given concerning what is done to remove businesses
that have been liquidated.

A different set of limitations affects the coverage of the Kompass data-
base. Kompass is mainly restricted to companies who manufacture com-
ponents or end products; service providers, for example, are likely to be
a missing element. Not all manufacturers have registered with Kompass,
subjecting the database to a degree of bias. As regards clusters of elements,
Kompass lists branches under a main head office heading, which reduces
the risk of duplicate listings. However, companies may be listed more than
once if they pay for additional listings. Although large-scale enterprises are
listed alongside SMEs, the search criteria provided allow foreign elements
to be filtered with ease. Indeed, the majority of the database contains SMEs.
For example, 157,000 out of 180,000 companies in the United Kingdom
Gold database had 249 or fewer employees. Finally, as regards factual and
temporal inaccuracies, CD-ROM editions are issued biannually and Inter-
net editions are updated in real time. Kompass markets their product as
being continuously updated by extensive research involving company visits
and follow-up telephone calls to ensure accurate data. The database lists
only active businesses.

Amadeus does not cover all 20 million SMEs within the EU, and could
not therefore be considered comprehensive. Furthermore, inclusion is based
on minimum financial performance criteria that are sufficiently high to
exclude very small, very new firms, or those operating at low revenues. Nev-
ertheless, the database is not based on registration by individual businesses,
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broadening the general scope of the database. As regards clusters of ele-
ments, Amadeus lists branches under a main head office heading, reduc-
ing the risk of duplicate listings. The two-level search facility also enables
foreign elements, such as large-scale enterprises or non-EU members, to
be filtered with ease. Finally, as regards factual and temporal inaccuracies,
updated CD/DVD-ROM editions are issued monthly and are available for
an additional fee. Internet editions are updated in real time, and Bureau van
Dijk will, purportedly, e-mail the researcher any changes to the data of the
selected companies. Such facilities cannot be verified using the trial edition.

MarketEurope includes companies with eleven or more employees (note
that other Dun and Bradstreet databases, such as Global Reference Solution,
include firms as small as one employee). As our working definition of SMEs
includes companies of between one and ten employees, this would bias the
final sampling frame as the population would not be fully represented. As
the database is partially dependent on registration, not all companies will
have registered with the database. As regards clusters of elements, Mar-
ketEurope lists branches and company headquarters separately. However,
branch listings are easily identifiable as a “branch entry” as opposed to
an “HQ entry” and removable, reducing the risks of duplicate listings. As
regards foreign elements, some criteria, such as large-scale enterprises, can
be filtered with ease using the search criteria, though others, such as non-
EU members, need to be removed manually. Finally, as regards factual and
temporal inaccuracies, updated CD/DVD-ROM editions are issued quar-
terly and are available for an additional fee. Internet editions are updated in
real time. Each edition, according to D&B, is updated using 2,000 separate
auditing procedures. Although D&B are ready to admit that their informa-
tion changes rapidly, they offer no facility to keep the researcher informed
of the changes.

Precision

Precision refers to the ease of identification of the relevant units of analysis
made possible through auxiliary information. For example, for IE studies
that focus on smaller, younger enterprises, the auxiliary information pro-
viding information regarding the foundation of the firm would enable one
to select a representative sample of firms based on age. In the Yellow Pages
the auxiliary information provided to the researcher is restricted to basic
details such as company name, address telephone number, facsimile num-
ber, e-mail address, and Internet address. By contrast, Amadeus provides
a wealth of auxiliary information including geographic location, industry,
brand names, financial data, etc. The search facility allows a high level
of precision, for example, the researcher would be able to search for the
desired target population between types of foundation year, types of prod-
uct manufactured, and countries, superficially supporting the creation of a
statistically representative sampling frame.
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Kompass and MarketEurope records provide additional information
such as financial information, return, profit and loss information, turnover
information, and the name of the company secretary, in addition to the
search criteria in Table 12.1. Units of analysis for both databases are pro-
vided on the basis of branch and head office listings, with branch addresses
listed as separate records. If the sampling frame is intended to represent the
population of small, young and new firms, the researcher would be able to
search for the desired sample using the type of firm, the foundation year,
or the industry (using US SIC codes), which would support the creation of
a statistically representative sampling frame before carrying out a main
survey.

Cost

As regards costs, all Internet editions of the Yellow Pages are free to search,
but lack of facilities to manage and effectively search for the relevant list-
ings means that substantial costs would be incurred in selecting and sorting
the relevant entries. These expenses have to be considered when compar-
ing the Yellow Pages with the paid listings such as Kompass, Amadeus or
MarketEurope. In contrast to the Yellow Pages, all the other databases
charge per unit. The unit price is based on the amount of information being
retrieved: each additional detail about the unit incurs additional cost. To
provide some indication of the cost, MarketEurope, for example, charges
£0.14-0.15 for each company name accompanied by telephone number.
Additional information, such as the address, company size, or its age are
priced separately and added to the unit price. The researcher using these
databases faces a trade-off between either paying a high initial price for
each entry in order to assure precision and limit the number of question-
naire questions, or paying a lower initial price for each unit with a risk of
lower accuracy and lower response rate.

Estimated Equivalence

As the data is collected by a single source, MarketEurope can be considered
to have high estimation of sampling equivalence. However, subscriptions
to additional Dun & Bradstreet databases would be necessary to achieve a
fully comprehensive sample from all EU countries.

Similarly, Kompass data is collected by a single source and can be con-
sidered to have high estimation of sampling equivalence. However, as with
Dun & Bradstreet, subscriptions to additional Kompass databases would
be necessary to achieve a fully comprehensive sample from all EU coun-
tries. As the data is collected by a single source, Amadeus can be considered
to have high estimation of sampling equivalence, and is also fully compre-
hensive of all European countries. The Yellow Pages can be considered to
be fully comprehensive as equivalents exist throughout the EU; however,
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due to the other limitations discussed above, researchers are advised to
cross-check data with other lists and be prepared to spend time cleaning the
sample of duplicate listings.

A detailed literature search has indicated that, in terms of sampling
frames, the Yellow Pages is a database well used and discussed in academic
literature across disciplines. Indeed, various studies have described the UK
Yellow Pages as a useful sampling frame for business research (Burton and
Wilson 1999, Emerson and MacFarlane 1995, Errington 2008). However,
using Chi-Squared statistical procedures, Emerson and MacFarlane (1995)
found Yellow Pages to be only 62.9 percent representative of a population
census. To counter this, Kalleberg et al. (1990) suggests that the Yellow
Pages should be used in conjunction with a standard telephone directory,
referred to as the White Pages. The White Pages generally suffer from the
same problems regarding bias as the Yellow Pages. Businesses do not pay for
a White Pages listing, which increases coverage; however the White Pages
are updated less frequently (annually in the UK), will exclude companies
that have chosen to be unlisted, and only certain telecommunications com-
panies provide directories listing their own customers, with few cable com-
panies producing any form of directory. These problems are compounded
when cross-country comparative research is planned and sampling equiva-
lence using these listings seems unlikely to achieve without considerable
cross-checking and referencing on the part of the research team.

DISCUSSION AND CONCLUSIONS

In conclusion, this chapter has defined sampling frames as master lists of
a population from which a non-biased sample can be drawn. Sampling
frames, typically constructed using various types of databases, are subject
to various forms of sampling error that can affect the quality and reliability
of finished research. By conducting a systematic review of databases, the
researcher should be able to determine the best possible database for the
least possible cost. Despite this, studies and discussions concerned with
sampling frames in business and management research are limited in gen-
eral and yet are of particular importance in IE research in which the units
of analysis may be difficult to find. To this end, we proposed a multi-stage
process of selection and evaluation and by way of demonstration applied
it to four commercially available databases for potential use in a cross-
national survey of SMEs in the EU.

Cross-national surveys differ from national surveys in a number of ways.
Their main use is to compare countries and regions on different dimensions
or to aggregate estimates from a number of countries in order to provide an
estimate relating to supra-national regions (Lynn et al. 2007). A two-step
procedure is typically involved in designing the cross-national survey; first,
to decide which countries to include and second, how to select units within
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the countries (Lynn et al. 2007). We suggest that for IE research a prior step
is needed: to determine whether the population of interest is the popula-
tion of internationalizing firms, or the population of (for example) SMEs,
of which those with international activities are a subgroup, and select a
database representative of that population. To date, for example, the exten-
siveness of the born global phenomenon is undetermined, but research
addressing that question is overdue.

Our evaluation of four example databases is preliminary and invites
more detailed analysis in future research. As Table 12.1 indicates, data-
bases vary considerably in the breadth and depth of information that they
contain. Further research in this area could statistically compare the rep-
resentativeness and coverage of these databases regarding their inclusion
of internationalizing firms and data relevant to the study of international
entrepreneurship across countries.

Outside the IE field, studies in the UK and US have been carried out at the
state or county level to this effect, commenting on the exact representative-
ness of the database concerned, and any industrial or sectoral biases within
that database (Aldrich et al. 1989, Burton and Wilson 1999, Buss et al. 1991,
Emerson and McFarlane 1995, Errington 1985, Kalleberg et al. 1990, Mur-
phy 2002). These authors also suggest that, where possible, more than one
database should be used in the construction of a sampling frame.

Future research may wish to include formal tests to give statistical prov-
enance to any subjective criteria. Our preliminary database evaluation pro-
cedure was derived from a review of literature on sampling frames and
with insight from our work in the IE field. Future research may involve
developing formal sub-criteria to make the review procedure more method-
ologically robust, such as following a content analysis approach (Titscher
et al. 2000). More immediately, full and critical evaluation by researchers
of the usefulness and limitations of the databases, directories and lists used
to identify populations and samples for IE research will help in defining the
parameters of the field, the extensiveness of IE activity among firms and
across countries, and contribute to the development of robust empirical
enquiry. Most important, cross-national collaboration and sharing of data-
sets among IE researchers will enhance and strengthen the field.

NOTES

1. Authors’ names are listed alphabetically.
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13 Export Behavior, Growth and
Performance of SMEs

Does Ownership Matter?

Jorma Larimo

INTRODUCTION

The intensification of competition on a global scale has led to an increasing
number of firms seeking opportunities in international markets to achieve
their objectives, as well as to safeguard their market positions and survival.
The most common mode of foreign operation in small and medium-sized
companies (SMEs) has been export. Research into firms’ export behavior,
strategies and performance can be considered to date back to the early
1960s, the study of Tookey (1964) being the first one trying to analyze
the factors associated with successful exporting. Since then the amount
of research focusing on exports and other forms of foreign operations has
increased significantly, especially since the 1980s. At the same time, the
earlier focus on large companies has expanded to cover the exports and
internationalization of SMEs as well.

According to statistics from IFERA (International Family Enterprises
Research Academy) the role of family-owned firms is very important in
various European countries. Their share of all firms ranges from 60 to 93
percent, of all employees from 40 to 60 percent and of GNP from 40 to 60
percent (IFERA 2003). The share of family-owned companies is especially
high (approximately 80 percent or more) in European countries like Fin-
land, Greece, Italy, and Sweden. Their role among the exporting SMEs is
also important and increasing all the time. Therefore, it is really surprising
that there are only a few studies focusing on the internationalization of
family-owned companies. According to the review by Zahra and Sharma
(2004)—which covers 190 international journal articles focusing on fam-
ily-owned companies—only 3 percent of them focused on exports/interna-
tionalization. In a more recent review by Casillas et al. (2007), the authors
found only twelve international journal articles focusing on international-
ization of family firms published in 1991-2005 in five key entrepreneurship
journals. Thus there is definitely a need for more research.

The aim of this chapter is to analyze the export behavior and export
performance of SMEs, and especially to analyze the similarities and dif-
ferences in the behavior and performance depending on the ownership
background of the companies. In addition, the study takes into account
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the impact of the timing of the establishment of the firms, the field of
industry, and the speed of their internationalization. The study contrib-
utes to the hitherto limited knowledge on the impact of ownership on
export behavior and company performance. To our knowledge, this study
is the first large-scale study of the topic in Finland, and apparently in all
Nordic countries.

LITERATURE REVIEW

Based on the results of an extensive STRATOS (Strategic Operations of
Small and Medium-sized Enterprises) project (including SMEs from sev-
eral European countries: Austria, Belgium, Germany, Finland, France, the
Netherlands, Switzerland, and the UK), Donckels and Frohlich (1991, 158-
159) found the following characteristics typical for family-owned SMEs
(see also Kets de Vries 1993):

1. They are rather inwardly directed or closed family-related systems:
they are considered as family businesses, the management is in the
hands of the family, family traditions are maintained, and building
up a business for the family is a major objective.

2. Their managers are less often pioneers, more often all-rounders and
organizers, and are rather risk-averse.

3. They need fewer socioeconomic networks, and less cooperation with
other firms, including subcontracting and production.

4. They are more inclined to pay wages above the level set by wage agree-
ments and to care significantly more about the satisfaction of their
employees. However, they pay less attention, e.g., to the participation
of the employees in decision making or the education of employees.

5. Their attitude towards strategy was rather conservative, linked espe-
cially to the all-rounder and organizer types of entrepreneurs, who
often are less prepared for exports and other types of international-
ization. Furthermore, their businesses are more stable, because their
managers have weaker profit- and growth-orientation than managers
in non-family firms.

Additionally, some other studies on family firms indicate that they are
on the average older than non-family firms, but based on the number of
employees and sales they are smaller (Binder Hamlyn 1994, Graves and
Thomas 2003).

Exports and Family Firms

Donckels and Frohlich (1991) state that the share of exports was lower in
family than in non-family firms, though they do not give exact figures of
exports in family firms. Later studies in the same project (e.g., Donckels
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and Aerts 1998) also indicate similar results. Findings from other studies in
various countries are contradictory: for example, Westhead and Cowling
(1997) did not find statistically significant differences in the exports of UK-
based family and non-family firms, whereas the study of Binder Hamlyn
(1994) indicated a clear difference in the probability of their exporting.

Furthermore, based on an Australian sample Kotev (2005) did not find
any statistically significant difference either in the probability of exporting
or in the share of exports among small firms (less than 20 employees), but
among bigger companies (20-199 employees) the probability of exporting
and the share of exports compared to total sales was higher in non-family
than in family firms. And yet another Australian study, Graves and Thomas
(2003), found that though the probability of exporting was clearly lower
in family than in non-family firms, after starting exports no statistically
significant difference was found in the share of exports.

In contrast to this, a study among US-based firms (Zahra 2001) indi-
cated that the family firm background had a positive impact on the prob-
ability of exporting but a negative impact on the number of target countries
for exports. In a later study in the US, Zahra (2003) made this relationship
even more explicit: family firms had a significantly lower share of foreign
sales and number of target countries for exports than non-family firms.

A study among Spanish firms (Ferndndez and Nieto 2002) also supported
that the share of exporting companies and average share of exports was
lower in family than in non-family-owned firms. In another Spanish study,
Nieto Sanchez (2003) found that the international sales of the reviewed
firms had clearly increased in 1991-1999, and that the share of exports
was still lower in family than in non-family firms. Also based on a Spanish
sample, Gallo and Garcia Pont (1996) found that family firms started their
internationalization more slowly than non-family firms.

Internationalization of Family Firms

The motives for international expansion in SMEs can also be very diverse.
Usually the motives are classified as proactive and reactive, or internal and
external (see, e.g., Leonidou et al. 2007). In the case of proactive motives the
company takes the initiative, e.g., based on the international experience of
its management, whereas in the case of reactive motives the company reacts
to an unsolicited inquiry or to the moves of their competitors. According
to the results in several studies, an outside triggering factor—such as an
unsolicited inquiry—has very often initiated the exports of SMEs (see, e.g.,
Albaum et al. 2005). For example, Okoroafo (1999) found that the exports
of family firms had very often started after an unexpected foreign inquiry
(89.5 percent). The situation seems to have been very similar in Finnish
SMEs (cf. Larimo and Arola 1998).

It is also possible that family firms differ in terms of their internation-
alization process. Harris et al. (1994) have argued that because of their
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conservatism and risk aversion family firms tend to adopt a gradual (step-
by-step) approach to exporting. In other words, they would increase their
commitment to internationalization incrementally, first developing the
home market and then gradually expanding the operation to more distant
countries (Johanson & Wiedersheim-Paul 1975, Luostarinen 1979).

Luostarinen and Hellman (1995) have reviewed in more detail the inter-
nationalization of Finnish firms, taking into account the outward, inward
and cooperative activities. From our point of view, their most interesting
results were that the time lag from establishment to the first export delivery
was clearly longer in family firms than in non-family firms, and that the
role of psychic distance to markets was clearly more important for fam-
ily firms entering their first export markets than for non-family firms in a
similar situation.

Internationalization is generally expected to be linked to company per-
formance. Findings concerning the performance of family firms compared
to others are quite mixed. According to some studies, family firms have
performed better and grown more rapidly than non-family firms, whereas
results in some studies have indicated just the opposite or have found non-
significant differences between the two groups (see, e.g., London Economics
2002). And so far, no study particularly addressing the export performance
of family firms exists—although some studies do show a lower share of
exports in family firms, thus also indicating lower export performance.

Synthesis

Earlier literature—although limited—indicates that family firms do differ
from other firms in terms of growth-orientation, risk taking and need for net-
working, for instance. All these characteristics are bound to have an influence
on their internationalization, too. Based on the literature review, the follow-
ing hypotheses are drawn, to be tested in the empirical part of the study:

H1: Proactive motives are more important triggers for internationaliza-
tion in family firms than in non-family firms.

H2: Family firms start their internationalization later than non-family
firms.

H3: The internationalization of family firms proceeds more slowly than
the internationalization of non-family firms.

H4: In family firms, the first export countries are more often culturally
and geographically close countries than in non-family firms.

HS5: The share of international sales is lower in family than in non-family
firms.

Hé6: The market strategy of family firms is more concentrated than in non-
family firms.

H7: The performance in exports has been lower in family than in non-
family firms.
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METHODOLOGY

The data for the study was collected as a part of a larger survey analyz-
ing the export behavior, strategies and performance of Finnish SMEs in
spring 2002. The target population consisted of industrial and service
(firms in software, engineering and advertising) having 10 to 500 employ-
ees and with export experience. Altogether 2,856 companies meeting the
criteria were found from the Yritys-Suomi 2000 database, as well as from
earlier surveys made by the author. However, a closer look revealed that
202 of these did not actually belong to the target population, as they were
in bankruptcy, were too big etc. As a result, the final target population
was 2,654 firms.

In total 489 answers were received, of which 343 were usable for this
study,' resulting in a response rate of 12.9 percent. Based on the number
of employees, annual turnover and field of industry, there seemed not to be
any great differences between responding and non-responding companies.

Table 13.1 Sample Description

Total sample Family firms Non-family firms

N/Mean %o n Y% n %
Establishment 343 100 182 100 161 100
mean 1976 19724 1980
before 1990 241 70.3 137 75.3 104 64.6
1990~ 102 29.7 45 24.7 57 35.4
Number of employees
mean 66.0 SL.S 82.4¢
below 50 248 72.5 142 78.0° 106 66.25

50-250 missing info=1 94 27.5 40 22.0 54 33.75
Total sales (M€)

mean 10.1 9.0 11.1¢

below 7 M€ 235 68.5 136 74.7¢ 99 61.5

7 M€ or more missing 108 31.5 46 25.3 62 38.5
info=1

Fields of industry

Industrial goods 229 66.8 125 68.7 104 64.6
Consumer goods 66 19.2 36 19.8 30 18.6
Service 48 14.0 21 11.5 27 16.8

Statistical significance levels: a=0.1; b=0.05; ¢=0.01; d=0.001
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Furthermore, no noticeable differences were found between early- and late-
responding companies.

Approximately 70 percent of the responding firms were established
before 1990 and the rest after 1990 (see Table 13.1). Similarly, over 70
percent of the firms had fewer than 50 employees and some 30 percent
between 50 and 249 employees. Furthermore, two-thirds of the firms were
industrial firms, some 20 percent consumer goods firms, and some 14 per-
cent service companies. About half of the companies were family-owned,?
(53 percent) and the other half (47 percent) were non-family firms. Family
firms were somewhat older and smaller and concentrated more on produc-
tion goods industries than non-family firms.

FINDINGS

Motives for Exports

For all the respondents—independent of company ownership—the main
motive for internationalization had been the management’s interest in inter-
national sales (see Table 13.2). This motive can be classified as a proactive
one, and thus in the case of family firms goes against expectations. Other
significant motives included unsolicited inquiry and limited home market.
These two motives can be classified as reactive ones, which is quite in line
with earlier studies (see, e.g., Okoroafo 1999). Although the rank order of
the motives was different in the two subgroups, against expectations the
difference was not statistically significant.

In the ranking of importance, the next motives were related to mar-
keting outside Finland, the international experience of the management
and strong competition on the home market. The first two can be classi-
fied as proactive internal motives, whereas the third is a reactive external
motive. The proactive motives were more important for non-family than
family firms, whereas the reactive motive was more important for the
family firms.

Other motives were clearly of less importance; in most cases no sig-
nificant difference between family and non-family firms existed. The only
exception was the measures taken by the competitors and the positive
impact of internationalization on the competitors—both proactive exter-
nal motives—which had influenced the internationalization of non-family
firms to a statistically significant extent.

Management’s interest in internationalization was the main motive for
both older and younger firms, and for both industrial and service firms,
but for firms in the consumer sector unexpected inquiries were of more
importance. Also, in terms of the internationalization process, some differ-
ences could be identified. Whereas for incrementally internationalized firms
management’s interest was decisive, for companies who internationalized
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Table 13.2 Importance of Various Motives for Starting Exports

Total sample Family firms Non-family firms

N=316 n=163 n=153

Management’s interest in 3.99 4.03 3.94
internalization P/I

Foreign inquiry about the company’s 3.78 3.82 3.73
products/services R/E

Inadequate demand in the home 3.69 3.62 3.76
market R/E

The company has never considered its 3.18 2.97 3.40°
home market as the only market P/I

Management’s international experi- 2.84 2.59 3.10¢
ence P/1

Increasing competition in home 2.78 2.86 2.69
market R/E

Internationalization of customer P+R/E 2.48 2.43 2.53

Internationalization of competitors R/E 2.33 2.13 2.54¢

Success of competitors in interna- 2.31 2.17 2.46°
tional markets P/E

Competitive foreign subcontractors P/E 2.09 2.07 2.11

Export subsidies/subsidies for inter- 2.08 2.09 2.06
national operations P/E

Lack of subcontractors in home 1.65 1.69 1.60
market R/E

Contact from the chamber of com- 1.59 1.63 1.55
merce/other support organization R/E

P=proactive & R=reactive motive, E=external & I=zinternal motive; scale 1 . .. 5; 1=not at all

important, S=very important
Statistical significance levels: a=0.1; b=0.05; ¢=0.01; d=0.001

more rapidly, the markets outside Finland were the most important motive
for starting exports. However, in terms of motives, family and non-family
firms seem to resemble each other considerably, and thus our hypothesis 1
does not receive support.

Speed of Internationalization

Target firms started exporting on the average 9.6 years after their establish-
ment (see Table 13.3). However, there was great variation, because some of
the firms had started exports in the year of establishment, whereas in some
almost 100 years had passed before starting exports. The mean year of
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starting exports in the sample was 1986. The time lag from the establish-
ment to the starting of exports had clearly shortened: in companies estab-
lished before 1990, it was over 14 years, whereas in companies established
in 1990 or more recently the time lag was only about 2 years, which is in
line with earlier research both in Finland (e.g., Hurmerinta-Peltomiki 1995
and 2001) and elsewhere (see, e.g., Rialp et al. 2005). The time lag has
clearly been shorter in service than in the other sectors, which can partly
be explained by the fact that the service firms in this study had been estab-
lished mostly in the 1990s.

In earlier studies several criteria have been used to classify firms in terms
of speed of internationalization (see, e.g., Rialp et al. 2005), and two crite-
ria were used in this study. First, according to the looser criterion (starting
to export within the first three years of the firm’s establishment) 45 percent
of the respondents were traditional companies and 55 percent born inter-
national companies. Using the tighter criterion (starting to export within
three years and also having an export share of 25 percent or more within
three years) resulted in the classification of 78 percent of respondents as
traditional and 22 percent as born international companies.

A clear difference could be found in the time lag from the establishment
to the starting of exports between family vs. non-family firms. In the latter
group the average time lag was 7.2 years, whereas in the former the time
lag was 13.2 years (difference statistically significant at the 0.001 level). So
the bypothesis 2 assuming a slower start of exports in family firms received
support. The exports of family firms had started on the average in the year
1985, which is two years later than the non-family firms. The more detailed
results indicated that the starting of exports had clearly been slower in
those family-owned SMEs that were established before 1990 (difference
significant at the 0.001 level), whereas in the more recent period no statisti-
cally significant difference between family-owned and non-family-owned
companies could be found. The greatest difference was found in SMEs
operating in consumer goods industries, but among traditionally interna-
tionalized companies a clear difference was also found between family vs.
non-family firms, whereas among born international companies the differ-
ence in speed was clearly smaller, as might be expected.

In terms of speed of internationalization family firms also differed.
According to the looser criterion, 54 percent from the family firms were
traditional and 46 percent born internationals, whereas in non-family firms
the respective figures were 35 percent and 65 percent (difference statis-
tically significant at the 0.01 level). Taking into account the 25 percent
export share requirement showed that from the family firms 84 percent
were traditional and only 16 percent born internationals, whereas in non-
family-owned the respective shares were 71 percent and 29 percent (dif-
ference statistically significant at the 0.001 level). Thus, even based on the
stricter criteria, almost one-third of the non-family-owned companies were
born internationals.
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No statistically significant difference could be found in the average
expansion time between family vs. non-family firms after starting exports
except in the industrial goods sector. Additionally noteworthy is that those
born international family firms that had expanded to three or more coun-
tries had expanded more quickly than the non-family born internationals.

The First Target Countries in Exports

The most common first export market had been Sweden—a country geo-
graphically and culturally close to Finland. Over 45 percent of the respon-
dents had started their export operations in Sweden. The other typical first
export countries were Germany and Russia. Over two-thirds of the respon-
dents had started their exports from one of those three countries. Besides
these, first export countries included other economically and culturally
close countries, such as Norway and Estonia, but also the UK—a some-
what more distant country—and the US—a clearly more distant country.
The same countries—except the US—were also commonly the second and
third target countries of exports. In the list of most common third target
country appeared another Nordic country, Denmark.

The US was more common as the first target country for companies
which were established (and therefore also started their exports) in 1990 or
more recently. Results related to the first export markets in this study were
relatively similar to those in earlier studies focusing on exports by Finnish
firms (cf. Luostarinen 1979, Larimo and Sutinen 1995).

Sweden, Germany and Russia were the three most common first export
countries both for family and non-family firms. Sweden, however, was
clearly more often the first market for the former (103 vs. 53). Thus, geo-
graphical and cultural closeness seems to have influenced family firms
slightly more than non-family firms. This becomes even clearer when the
fourth most common first export countries are reviewed: among family
firms it was Estonia and among non-family firms the UK. Among the sec-
ond and third export countries family firms had clearly preferred Norway
and Denmark more often than non-family firms. Among the latter, the role
of Denmark was lower, and that of the US higher.

Because all three Scandinavian countries are clearly geographically and
culturally closer to Finland than are the US and UK, the results support the
view that family firms prefer economically and culturally close countries
as first target countries of exports more often than non-family firms (con-
cerning the first target countries, the difference was significant at the 0.001
level, and concerning the three first target countries, the difference was sig-
nificant at the 0.1 level). Hence, the results give support for hypothesis 4.

Sweden had been the most common first target country in all reviewed
subgroups both among family and non-family firms. The role of Sweden as
the first target country was, however, clearly higher in the older, industrial
and consumer goods sector, and in traditionally internationalized family
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than in non-family firms, whereas among born internationals hardly any
difference was found between family vs. non-family firms.

Share of Exports

The average share of exports among the respondents was 41 percent, which
is more than twice as high as in US-based family firms (see Zahra 2003;
mean 14.8 percent). The year of establishment (before or after 1990) did not
have any significant impact on the share of exports. The average share was
some 5 percent higher in consumer and industrial products companies than
in the service companies. In companies having started their international-
ization slowly—the traditional companies—the average share of exports
was about one-third from total sales, whereas in rapidly internationalized
companies—born internationals—the share was over two-thirds. Thus
these results give additional support to earlier studies’ findings of the great
significance of foreign sales in born international firms.

The ownership background of the firms also significantly influenced the
average share of exports. In family firms the average share was about 38 per-
cent, whereas in non-family firms almost 44 percent (difference significant
at the 0.1 level). Thus, hypothesis § is supported. The difference was clearly
higher in companies established before 1990—some 6 percentage points—
than in the more recently established companies where the difference was
about 3 percentage points. The average share of exports was somewhat lower
in family and in non-family firms in all three reviewed fields of industries.
Furthermore, the share of exports, both among family and non-family firms,
was almost twice as high among the born internationals as in traditional
firms. Noteworthy also is that the born international subgroup was the only
reviewed subgroup where the average share of exports exceeded (by some 1.5
percent) the respective figure in non-family firms.

Market Strategies

The most companies studied had on the average ten target markets for
exports, which is four times more than the respective number of US-based
family firms (Zahra 2003; mean 2.3 countries). Many of the companies
had only one to three target countries, but some had as many as twenty or
more. The older companies had had naturally more target countries than the
young ones, and the companies operating in business-to-business markets
had more target countries than firms operating in business-to-consumer
markets. Furthermore, as might be expected, traditional exporters had on
the average fewer target countries for exports than born internationals.
Family firms had on average 8.4 target countries for exports, whereas
non-family firms had 11.2 (difference statistically significant at the 0.05
level). Thus, the results support hypothesis 6. Young family and non-family
firms had a smaller number of target countries than older ones. Among firms
established before 1990, there was also a statistically significant difference
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in the average number of export countries between family and non-family
firms. Furthermore, both family and non-family industrial companies had
on the average more export countries than the others. However, among
family firms, producers of consumer goods had on average more target
countries than firms operating in the service sector, whereas among non-
family firms the situation was the opposite. Nevertheless, this notion is
valid only concerning the average number of target countries for family
vs. non-family firms in the industrial product sector. Traditionally interna-
tionalized companies had, on average, a smaller number of target countries
than born internationals, both among family and non-family firms. A sta-
tistically significant difference was found between familyand non-family
traditional exporters, but not between the born international subgroups.
Finally, a statistically significant difference was also found in family-owned
firms between traditional and born international firms.

Although the respondents had on average almost ten target countries for
exports, their exports were often very concentrated, as on average the share
of the three main target countries of exports was more than 75 percent. The
share of exports was highest among the consumer goods producers—85
percent. As discussed earlier, the average amount of target countries in the
total sample was also lowest in the consumer goods industry. Although
the number of target countries was higher among born internationals than
among traditional exporters, the concentration ratio of exports was also
very high among born internationals—about 70 percent from total exports
to the three main target countries. The most important target country’s
share of exports was on the average 43 percent.

The results indicated that the share of the three most important target
countries of exports was higher (79.2 percent) in non-family than in family
firms (72.2 percent) (the difference being statistically significant at the 0.1
level). Thus these results also support hypothesis 6. The concentration ratio
of exports was higher in family firms, both in companies established before
and after 1990, but a statistically significant difference between family and
non-family firms was found only in the older subgroup. The concentration
ratio was lower both in family and non-family firms in the industrial prod-
ucts sector than in the other sectors. In total, the lowest concentration ratios
were found among the born international subgroups, both among family and
non-family firms. However, in these subgroups the concentration ratio of
sales to the three most important countries was still around 70 percent.

Export Performance

Three measures of export performance were selected: the management’s
view of the performance in relation to the goals set for exports, the total
performance in foreign markets, and the total performance of the main
product in export markets.

Based on the management’s views, the means of all three measures were
very close to each others (means between 3.29 and 3.41—see Table 13.4).
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Thus, the companies were on the average relatively satisfied with their
export performance, independent of the measure used. The results show
that older firms performed somewhat better than younger firms, indus-
trial firms better than consumer goods producers or service companies, and
born internationals performed somewhat better than traditionally interna-
tionalized firms.

Family firms performed relatively similarly on all three measures,
whereas the performance of non-family firms was more dependent on the
measure used. When the performance was evaluated based on the goals set
for exports, the results did not indicate any significant difference between
family and non-family firms. When the other two measures were used, the
results indicated that non-family firms had clearly performed better than
non-family firms (differences statistically significant at the 0.05 level) thus
giving support to hypothesis 8.

The performance in both ownership groups was better among older than
among younger companies. On two performance measures older non-fam-
ily firms clearly performed better than older family-owned firms, whereas
in the case of younger firms the values of performance means were more
similar. Non-family firms performed better than family-owned firms on all
three measures, although the difference was statistically significant only for
one measure of the three (a different measure in each case for each of the
three industries).

Among family firms, those operating in the industrial products sector
performed better than firms in the other fields, and those in the consumer
goods sector more poorly than the others. The results were clearly different
among non-family firms, where service companies clearly performed better
on the first performance measure than firms in other industries, and also
slightly better than the other firms on the second measure, whereas indus-
trial producers had performed best on the third measure. The most surpris-
ing results were found to be related to the speed of internationalization.

The findings indicated that born internationals had performed better
than traditionals according to all three measures (the difference being sta-
tistically significant on the second and third measures). Among family-
owned firms, the performance was better in born internationals on the
first and third measure, and about equal based on the second measure,
whereas among the non-family firms the differences were much smaller,
with traditional firms performing slightly better than born internationals
on the first and third measure. Furthermore, it is noteworthy that among
traditional firms the non-family firms had performed better than the fam-
ily firms on two measures, whereas on one measure the situation was the
opposite, though no statistically significant differences were found. The
born international family-owned firms performed better on all three mea-
sures than non-family firms.

Thus, these last more detailed results do not support hypothesis 8.
As noted earlier, the share of foreign sales was also higher among the
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family-owned born internationals than among non-family-owned born
internationals. Thus family-owned born internationals seem to have suc-
ceeded very well in export markets.

Because the export performance and performance-related factors between
family and non-family firms have not previously been thoroughly analyzed,
some additional tests were made. Based on a correlation analysis, the firm
size correlated positively and significantly with export performance both
in the whole sample as well as in the non-family firm sub-sample (although
in the case of the performance of the main product, the results were only
marginally better in non-family firms). Also, among family firms, bigger
firms performed better, but no statistically significant difference was found.
Concerning the share of exports, sampled firms having 33 percent or lower
share of exports clearly had poorer performance than companies having a
higher export share (difference statistically significant at the 0.001 level).
The non-family firms having a higher export share had clearly performed
better than family firms, especially based on management evaluation of
total performance and the performance of the main product in foreign mar-
kets, whereas in the latter subgroups no statistically significant differences
were found between family and non-family firms. Thus, as a whole, the
results support better export performance by non-family firms, especially
on two of the measures of performance.

SUMMARY AND CONCLUSIONS

The internationalization of SMEs has received increased attention during
the last twenty years. However, the impact of the type of ownership on
firms’ export behavior and performance has so far received surprisingly
limited attention. Therefore, this study has tried to analyze the possible
differences both in the starting phase and later phases of exports between
family and non-family-owned firms from diverse points of view. Based on
the literature review, eight hypotheses were developed for the empirical
part of the study. The empirical part was based on a survey made among
Finnish exporting SMEs. The sample included 182 family-owned and 161
non-family-owned firms.

In sum, the international sales of family-owned firms seem to start more
slowly, and the first target countries are clearly more often other Nordic
countries than is the case with non-family firms. Furthermore, family-
owned firms choose fewer target countries for their foreign sales, and their
sales are more concentrated on their three main markets than in the case of
non-family firms. Their export performance is also lower, independent of
the measure used for evaluating export performance. However, in terms of
their motives for beginning to export or their speed of internationalization,
no statistically significant differences were found between family and non-
family firms. These findings concerning the time lag from the establishment
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to the start of export, the role of exports, and the number of target coun-
tries are very similar to the results in earlier studies (see, e.g., Donckels and
Aerts 1998, Fernandez and Nieto 2005, 2006).

A more detailed analysis of the findings indicated that differences
between family and non-family firms can be identified among older com-
panies, companies operating in the industrial sector, and among the firms
who have internationalized at a slower pace. Among younger companies,
those operating in the consumer goods and service sectors, the ones who
had internationalized rapidly, fewer statistically significant differences were
found. These slightly contradictory findings indicate that it is not enough
to take into account the ownership background; other factors also need to
be considered.

In terms of target countries (number and scope), the findings give sup-
port to the view that when family members are involved in management
they may approach internationalization with caution. In line with Zahra
(2003), the results indicate that family firms may seek to maximize rev-
enues from foreign markets rather than aggressively try to pursue intensive
internationalization (that is, a really high share of exports, expansion to
distant markets and targeting a high number of countries).

The study had several limitations. First, the distribution of sample com-
panies into family vs. non-family-owned companies was based on the man-
agement’s view without any more specific conditions. Thus, for example,
the role of the family in decision making and management, was not ana-
lyzed in terms of whether the company was a first, second or third genera-
tion family firm. For instance, Menéndez-Requejo (2005) found that the
internationalization of the family-owned companies proceeded faster when
the company was not a first-generation family firm, whereas Zahra (2003)
did not find any significant difference in the share of foreign sales or num-
ber of target countries depending on the family generation in management.
However, this aspect could be analyzed in further studies.

Additional avenues for further research might include more detailed
analysis of the background and attitudes of the management toward
internationalization, and the impact of the strategies used on the export
performance. A third alternative would be to do a follow-up study of the
development of export strategies and export performance. Finally, it would
be interesting to compare the internationalization and export performance
of Finnish family and non-family firms with that of firms from other Nor-
dic countries and from other European countries.

NOTES

1. Export performance studies made in 1996-2001 had an average sample size
of 146 cases (Manolova and Manev 2004). Thus the sample size of this study
can be considered appropriate, as it was clearly above the average.
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2. The ownership of the company was classified based on the respondent’s
answer to the question “Is your company family-owned?”
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14 New Venture Internationalization
and Technological Learning

A Social Capital Perspective

Shameen Prashantham

INTRODUCTION

The manifestation of entrepreneurial behavior in international new ven-
tures (INVs) has attracted substantial research attention (Jones and
Coviello 2005, Keupp and Gassmann 2009, McDougall and Oviatt 2000).
Although the prospect of growth is often an incentive to pursue entrepre-
neurial internationalization (Lu and Beamish 2001, Oviatt and McDougall
2005Db), the literature indicates other potential consequences as well, nota-
bly learning outcomes, i.e., the generation of new knowledge (Sapienza,
De Clercq and Sandberg 2005, Zahra 2005). Indeed, learning is a cen-
tral theme in the international entrepreneurship literature (Johanson and
Vahlne 2006, Prashantham 2008, Sapienza et al. 2006).

However, “important gaps remain concerning learning” (Sapienza et
al. 2006, 926), probably because the literature emphasizes learning as an
antecedent, rather than consequence, of internationalization (Autio 2005).
Yet within limits of cognition and resource, the extent of internationaliza-
tion is positively associated with learning attained (Zahra et al. 2005). As
Forsgren (2002) notes, internationalization scholars have not adequately
examined various aspects of learning. An important—but seldom articu-
lated—outcome of entrepreneurial internationalization is the potential for
technological learning. Technological learning refers to “the ways firms
build and supplement their knowledge bases about technologies, products
and processes, and develop and improve the use of the broad skills of their
workforces” (Dodgson 1991, 142). Put simply, it is the acquisition of tech-
nological knowledge. While entrepreneurial internationalization may yield
new market knowledge and new technological knowledge (Autio 20035),
the literature emphasizes the former. Technological learning is an under-
researched (and perhaps non-obvious) outcome of entrepreneurial inter-
nationalization by comparison to market learning—and yet of potentially
great value to the firm (Hitt et al. 2000). Yli-Renko et al. (2002, 283) note
that “improved technological learning translates into greater knowledge
intensity.”
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Two broad objectives are addressed: first, to explain how entrepreneur-
ial internationalization could lead to technological learning and second, to
shed light on how this outcome could be amplified i.e., to identify moderat-
ing factors that strengthen the relationship between internationalization
and technological learning in INVs. While internationalization is multidi-
mensional, this discussion is confined to one facet of internationalization
that appears overlooked in international entrepreneurship research, viz.,
choice of entry mode (Shrader 2001). Building upon Zahra et al.’s (2000)
study of IN'Vs, the focus is the role of entry mode commitment in fostering
technological learning.

In the paragraphs that follow, in relation to the first objective, a theoretical
explanation of the relationship between entry mode commitment and techno-
logical learning is proffered by viewing technological learning in terms of the
interplay between knowledge and social capital. The central argument is that
presence within (as distinct from exporting to) international markets, aris-
ing from the use of high-commitment modes, leads to technological learning
as interorganizational social capital is built, which, in turn, facilitates t