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         Meanings and Interpretation of Value 

 When discussing the role of value creation in international business, 
the meanings and interpretations of  value  are essential in understanding 
its contextual manifestations. Somehow, it seems we know what  value  
means, but if you try to use it in diff erent processes and contexts, in 
relation to diverse actors, one might be surprised by the various inter-
pretations given to it. Some equate value with the monetary equivalence 
of what people do or buy; others interpret it in a much broader sense as 
merit or worth, which can be either tangible or intangible, yet hard to 
defi ne. Often, authors assume that either the reader knows what value 
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is and discuss what aff ects it or how it is created, or simply explore it in 
a specifi c setting. Economics, accounting, strategic management, mar-
keting, sociology, and various other academic disciplines have developed 
their specifi c interpretations and models of value that are embedded in 
the perceptions of the worth of subject matter (for a review of conceptu-
alizations of value in relevant disciplines see Ahen  2015 : 83–86). 

 Generally, the concept of  value  is associated with the usefulness and 
merit of something, be it an activity or its output. Th us, value is about 
what is important, whether in life in general, in human action or in the 
operations of an organization, and as such it can be associated with judge-
ment. Consequently, value attains a universalist and a relativist meaning. 
Th e most common universal meaning of value is benefi t or worth. Yet, 
benefi t always suggests a perspective, a direction, a benefi ciary – some-
one, be it an actor, a party, an individual or a group of individuals of a 
sort, and as such value becomes relative, being dependent on the nature, 
resources and assets, bargaining power, interactions and interdependen-
cies of that actor with others. Th is makes value actor-dependent and 
context-specifi c. 

 In its narrow meaning,  value  is ordinarily related to a process in which 
it is either created or co-created. Most commonly, this is the process of 
exchange of tangible and intangible goods and services and this has formed 
a view that value can be seen as synonymous to gain and profi t. Th is inter-
pretation of  value  is rooted in Adam Smith’s ‘An Inquiry into the Nature 
and Causes of the Wealth of Nations’ ( 1776 ), in which he explored the 
importance of  exchange value  as he argued that the national wealth depends 
on the production and exchange (export) of surplus tangible products. In 
doing so, Smith used exchange value to provide a commonsense universal 
measure of wealth and in that logic as a proxy for the overall benefi t to a 
party, i.e.  the value - in - use  or  real value . Subsequently, economic thought 
developed on the foundations of this interpretation of value and only later 
on attempted to recall  real value  by introducing the concept of utility (Say 
 1821 ). Nevertheless,  exchange value  has become institutionalized in eco-
nomics meaning that every product or service has a utility and power to be 
voluntarily exchanged for other goods, services or money. 

 Th e exchange process itself, though, brings forward the requirement 
that a party should perceive a product or service worthy, benefi cial to 
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acquire (i.e. of value), meeting the needs, wants and preferences of that 
party, generally a customer, who would be willing to enter into exchange 
for that benefi t. Th is is the traditional production-consumption view of 
value where one actor produces it and another actor utilizes it. More 
recently, it has been widely recognized that an actor, who fi nds a product 
or service valuable, may also participate in creating and enhancing its 
value and consequently, co-create value in a value producing continuous 
and iterative process based on relational exchanges.  

    Value Creation 

 When value is studied at fi rm level, two major positions are evident. 
One is looking at value that is at the foundation, the central pillar of the 
business model of any company and the other – at value embedded in 
products and services delivered to the customers, i.e. exchange value and 
value-in-use (Vargo et al.  2010 ). 

 Early studies on value creation focused on organizational resources 
as a source of value creation in fi rms (Schumpeter  1934 ; Teece  1987 ). 
According to Schumpeter ( 1934 ), the combination of technology and 
resources lead to new products and production techniques that form the 
basis of value creation in fi rms. Th e above viewpoint is embedded in the 
resource-based view in which interdependent bundles of organizational 
resources are viewed as a source of value creation and competitive advan-
tage (Barney  1991 ). Th e same view was upheld by Penrose ( 1959 ), who 
stated that value creation is a result of the way in which an organiza-
tion manages its resources in the production of goods and services. In 
understanding how organizational resources transform into value, some 
researchers draw inspiration from the work of Kaplan and Norton ( 2004 ) 
by mapping the causal relationship between organizational resources and 
value creation. 

 Porter’s ( 1985 ) Value Chain framework has infl uenced our understand-
ing of value and the way in which diff erent primary and secondary fi rm-
level activities contribute to value creation. However, the  globalization 
of markets and production has posed serious challenges to the applica-
tion of this framework to globalized fi rms. Th is has called for greater 
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attention to the fi rm specifi c buyer-supplier relationships; to partners and 
networks which participate in value creation. Th us, the value confi gura-
tion perspective (Christensen et  al.  2009 ; Stabell and Fjeldstad  1998 ) 
has emerged focusing on the way in which internal company activities 
are structured and organized to fi t external relational attachments. For 
example, Stabell and Fjeldstads ( 1998 ) argue that Porter’s Value Chain 
analysis may not apply to all fi rms and propose the network confi gura-
tion of company value creation that may better describe the value cre-
ation activities in diverse fi rms. Hall ( 1989 ) has added to this debate 
by arguing that the organizational resources critical to value creation in 
a fi rm are the asset value drivers, including intellectual and knowledge 
assets. Th us, value creation is not limited to shareholders but is related 
to stakeholders due to the dynamic interaction of organizational human 
and physical assets that are interdependent (Roos and Roos  1997 ). 

 Value creation by fi rms is seen as an output and a process. Th e 
International Integrated Reporting Council (IIRC) ( 2013 ) suggests that 
value creation is a process that takes inputs of organizational resources 
and capital, combining and applying them to produce outputs that 
may have positive and negative eff ect on individuals, the organization, 
and environment. As such, the value creation process enabling fi rms 
to outperform rivals takes place within a certain organizational con-
text that is embedded in a wider environmental (regional, national, and 
international) setting and thus should be studied as value-in-context 
(Vargo et al.  2010 ). 

 Th e question that still remains is how a focal fi rm creates value. While 
the above studies on value creation in fi rms have focused entirely on orga-
nizational resources, other studies, as indicated above, have outlined the 
importance of strategic networks and relationships as essential to value 
creation (Katz and Shapiro  1985 ; Gulati et al.  2000 ). Strategic networks 
allow fi rms to gain access to tangible and intangible resources that they 
would not have possessed without interactions with other fi rms. Th ey 
allow fi rms to tap into capabilities and information of their partners and 
intermediaries, enabling access to technologies and markets. Value cre-
ation activities in networks include shortening time to market, enhanced 
transaction effi  ciency, reduced asymmetries of information, and improved 
coordination of fi rms in alliances (Gulati et  al.  2000 ; Kogut  2000 ). 
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Furthermore, supporting the above view of strategic networks as a source 
of value creation is that fi rms create value through and in relationships. 
Following this perspective in buyer-supplier relationships, Kim and Choi 
( 2015 ) argue that value creation can occur at two levels: the supplier and 
the collective level. At the supplier level, value is created when the buyer 
receives greater benefi ts from information on new technology, higher 
quality products, or cutting edge production (Benner and Tushman  2003 ) 
than what it would receive from other rival suppliers. In the long run, 
such activities might result in synergies that can enhance the benefi t for 
both parties (Heide and John  1990 ; Schumpeter  1934 ). Th e latter may 
depend on the relational and structural dimensions of the relationship 
ties (Krackhardt  1992 ), i.e. on how fi rms interact and on the extent to 
which fi rms are mutually trusting, supporting, and reciprocating (Hansen 
 1999 ). Similarly, Sainio et al. ( 2011 ) identify organizational relationships 
and interactions as value creating activities for a company that should 
also refl ect novelty, complementarity, effi  ciency, and customer lock-in as 
primary drivers of value creation (Keupp and Gassmann  2009 ). Last, but 
not least, relationships allow fi rms to gain and share information, and 
access, share and develop new resources through synergies (Hakansson 
and Snehota  1989 ).  

    Value Creation in the Internationalization 
of Small and Medium-Sized Firms 

 Small and medium-sized enterprises (SMEs) are of great importance to 
national economies and global markets as they constitute a large part 
of the productive activities in nation states and substantially contribute 
to national GDP, economic growth, technological development, inno-
vation, and employment (Fernández and Nieto  2006 ). Th e importance 
of SMEs has become more pronounced with the development of the 
Internet and new technologies, as well as with the introduction of diverse 
entrepreneurship support programmes, global production networks and 
global value chains. As SMEs are key players in the industrial and com-
mercial infrastructure of most countries (Deros et  al.  2006 ), Schröder 
( 2006 ) argues that the wealth of nations and economic growth depend 
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on SME performance. Th e latter has been enhanced by the internation-
alization opportunities created by the fall of trade barriers and the export 
supporting activities for SME internationalization and integration in the 
global economic linkages. 

 In spite of their prominent growth, SMEs encounter internal and 
external constrictions in their internationalization. Th ese include fi nan-
cial and resource restrictions, lack of knowledge and skills in defi ning 
internationalization strategies, insuffi  cient institutional provision, and 
limited understanding of diverse institutional settings (Peng et al.  2008 ). 

 Nevertheless, well-networked and innovative SMEs create value in the 
process of their internationalization that is contextualiz,ed in their inter-
actions with foreign suppliers and customers, and which leads to their 
increased competitiveness in their home and foreign markets. 

 Th e extant perspectives of analysing SME internationalization show 
that scholars adopt a diff erent starting position to examine the ways in 
which SMEs create value in and through their international activities. 
Th is is unlike the more uniform view of innovation studies, where it is 
a generally accepted axiom that innovation creates value for the fi rm. 
Internationalization literature is more diverse in its approaches and con-
ceptual point of departure when examining the relationship between 
internationalization and value creation. Yet, supposedly, it agrees on the 
fundamental notion that internationalization ensures access to customers 
beyond national markets and thus serves as a platform for value creation. 
In this regard, it is obvious that if SMEs engage in international activities 
and the benefi ts exceed the costs, they create value. Yet, arguably, de- 
internationalization or foreign market withdrawal may also create value 
for the fi rm as then an action for which the costs exceed the benefi ts is 
stopped. In addition, internationalization may not only be explored as a 
platform that may create value, but it may off er mechanisms that can lead 
to value creation. For example, the process perspective and the network 
perspective of SME internationalization suggest that SMEs can create 
value through and in the international networks they are part of, or they 
can create more or less value through employing diff erent operational 
modes in foreign markets. Th e resource-based view (RBV) when applied 
to internationalization of SMEs suggests that value is created by enhanc-
ing the internal and external, tangible and intangible resources and capa-
bilities of these fi rms, which allow them to improve their competitiveness. 
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 Value creation in SMEs is often associated with their participation in 
global value chains that enhance their internationalization and growth. 
When SMEs are part of a global value chain, they gain access to for-
eign markets at a lower cost than other SMEs that operate independently 
because of the intermediating role of a contractor. It is then easier for 
such SMEs to create value in their international activities and enjoy a 
more secure market position. Th is is very much the case with specialized 
supplier SMEs in the global value chains, but the value created by such 
SMEs apparently depends on their proximity to the contractor, or more 
so, the high value parts of the value chain. 

 SMEs can create value by international outsourcing or insourcing, 
which allows them to achieve a much greater focus on core activities 
and processes as they can optimize the allocation of otherwise scarce 
resource. Such an approach to value creation allows SMEs to engage 
more actively in design and product/service innovation, which can subse-
quently enhance their unique capabilities and improve their global mar-
ket position. Th e inherent fl exibility can be better accommodated in a 
structurally fl uid organization, which is fl exible enough to bring together 
individuals across global markets in a creative network that is agile and 
responsive to changing global customer requirements in real time.  

    The Current Volume 

 Th is volume is a concerted attempt by international business and man-
agement scholars to explore not only what value SMEs create when they 
internationalize, but more so to understand how value is created, what 
mechanisms and inputs for value creation are needed to produce  exchange 
value ,  value - in - use , and  value - in - context . 

 Th e book incorporates chapters that examine value creation in the 
internationalized SMEs from the position of inputs, mechanisms, and 
outputs. 

 Chapter   2     by Tõnu Roolaht provides a qualitative framework in con-
junction with preliminary case-study evidence of the combined role of 
technological advances and organizational arrangements in the evolu-
tion of value creation processes in globalizing SMEs. Th e case evidence 
is based on three Estonian-born globalizing SMEs. Th ese fi rms do not 
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have abundant fi nancial resources; instead, they have to leverage their 
knowledge resources, innovative ideas, and networking skills in order 
to expand, while the value of their proposition to large partners and 
customers might depend on the scale of their activities. Th e case-study 
companies operate in a dynamic business environment, which is charac-
terized by regional variations in business opportunities (level of competi-
tion), customer habits, partnership opportunities, as well as changes in 
technological platforms (e.g. emergence of mobile applications). All these 
aspects contribute to the sophisticated process of value creation in the 
internationalization process of such SMEs. 

 Chapter   3     by Tuija Mainela, Vesa Puhakka and Ingrid Wakkee builds 
upon extant research on entrepreneurial opportunities in entrepreneurship 
literature, which has emerged at the intersection of internationalization 
and entrepreneurship theories. International opportunity actualization 
associated with value creation and competitive imperfections in interna-
tional exchange is explored. With a view that international opportunities 
take many forms and are generated in various entrepreneurial processes, 
the chapter develops a theory-driven conceptualization of international 
opportunities for future empirical probing. It proposes four conceptual-
izations of value creating international opportunities diff erentiating ven-
ture and market type opportunities and opportunities of an objective and 
subjective nature. Th e chapter discusses the implications of the diff erent 
conceptualizations of international opportunities as diff erent modes of 
value creation. 

 Chapter   4     by Andreja Jaklič, Anže Burger, Aljaž Kunčič and Desislava 
Dikova argues that exporting is a vital source of growth for Central and 
Eastern European emerging economies. Market liberalization at home and 
the rapidly changing global business environment have forced small and 
medium emerging-market fi rms to radically change their growth strate-
gies by focusing on internationalization. As a consequence, the number 
of fi rst-time exporters originating from European emerging  markets has 
increased. Th e authors study changes in internationalization patterns by 
examining the strategies of new exporters from a small European emerg-
ing market. Th e chapter explores how successful new exporters diff er 
from unsuccessful ones by focusing on fi rms’ foreign market export des-
tinations and exported product varieties. Th e analysis of fi rm-level data 
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for Slovenian fi rst-time exporters over the period 1994–2010 reveals that 
successful international growth is related to an increased diversifi cation 
in internationalization. By intensifying both geographical and product 
diversifi cation, fi rst-time emerging-market exporters increase the prob-
ability of survival in export markets. Considering the predicaments of the 
Uppsala model of gradual (less risky) internationalization, the authors 
propose that successful fi rst-time exporters are more risk prone as they 
tend to follow more diversifi ed internationalization strategies. A step-wise 
approach to internationalization by following a more focused exporting 
strategy diminishes emerging-market fi rms’ survival chances. 

 Chapter   5     by Peter Zettinig, Birgitta Sandberg and Sascha Fuerst 
analyses the transformations of an entrepreneurial fi rm during its inter-
nationalization. Th e authors design a prediction/control framework to 
explain how an entrepreneurial fi rm gradually changes into a multina-
tional corporation. During the processes of expansion the fi rm deploys 
diff erent behaviours that indicate shifting mindsets – from approaches 
that can be characterized as entrepreneurial to behaviours considered as 
managerial. Following a fi rm’s development from inception to its end as 
independent entity the chapter discusses how the cross-roads between 
Entrepreneurship and International Business disciplines might create 
synergies beyond their own confi nes by developing further international 
entrepreneurship research. 

 In Chap.   6    , Valtteri Kaartemo, Melissa Archpru Akaka and Stephen 
L. Vargo adopt a service-ecosystem perspective in order to explore the 
ways in which context aff ects and is impacted by value creation in inter-
national business. Th e chapter discusses the relationship between inter-
national businesses and the environment within which fi rms operate. Th e 
authors contribute to the discussion on value creation in international 
business by proposing that a service-ecosystem view can help advance the 
understanding of value creation beyond the conceptualization of a value 
chain and suggests that value creation can be interpreted as a part of a 
complex context. 

 Chapter   7     by Mette Vedel and Per Servais focuses on a network approach 
to internationalization. Setting off  from the triadic entry nodes concept, 
the authors highlight the value off ered to small fi rms in the internation-
alization process by intermediaries operating as network informants, 
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integrators, and coordinators. Th e chapter challenges the viewpoint that 
foreign market entry is a monadic relationship between one producer and 
one foreign party; rather, it demonstrates that intermediaries are key for 
value creation in the process of fi rm internationalization. 

 Chapter   8     by Taina Eriksson, Niina Nummela, Liisa-Maija Sainio and 
Sami Saarenketo argues that extant literature on SME internationaliza-
tion often ignores that internationalization is a process that involves the 
whole value producing chain of activities. Th is study takes a holistic view 
of the internationalization of an SME by examining the fi rm’s capabilities 
to manage the value chain. Th erefore, it makes an important contribution 
to organizational capabilities, value chain management and international 
business literatures. Th e qualitative case study captures the capabilities 
needed to manage the value chain in a higher-level construct of value 
chain management capability. Th e value chain management capability 
is found to consist of international orientation, network capability, mar-
ket orientation, technological capability, and teamwork management 
capability. 

 In Chap.   9    , Tiia Vissak, Tatyana Tsukanova and Xiaotian Zhang place 
value creating in a country context by exploring how born global and 
non-born global fi rms from several Chinese regions assess the value of 
knowledge, network relationships, and governmental support for their 
early internationalization stages and how they evaluate the impact of 
other factors. Th e study is based on a survey of 712 Chinese fi rms and 
data show that most of these companies enter the US market fi rst, while 
expectations were that such fi rms should have entered Asian markets fi rst. 
Factors such as the Chinese local governments’ substantial export pro-
motion and intermediary approach seem to have supported the inter-
nationalization of the studied fi rms. Th us, the lack of foreign market 
knowledge did not have a detrimental eff ect on the companies as the 
drive to  internationalize to large markets with high purchasing power was 
motivating the fi rms. 

 Chapter   10     by Zizah Che Senik, Rosmah Mat Isa, Khairul Akmaliah 
Adham, and Ridzuan Md Sham focuses on the role of intelligence in value 
creation in SMEs. It brings insights into how SMEs from an emerging 
market create intelligence in venturing out at a faster pace via the born-
global patterns. Th e authors argue that SMEs need to acquire,  manage, 
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evaluate, and exploit the internationalization intelligence to penetrate 
foreign markets. Th e authors develop the proposition that the types of 
intelligence created during the process of internationalization are associ-
ated with the characteristics of the fi rms such as ownership, founder’s 
qualifi cation, types of products, and academic background. Moreover, 
the chapter fi nds that the exploitation of a wide-range of networks by the 
founders/owners or CEO/key personnel in building international rela-
tions is key to speeding up internationalization. Th us, technology and 
know-how activities are mechanisms for value creation that allow fi rms to 
compete internationally. Th e characteristics of the fi rms diff erentiate the 
types of intelligence created during the process of internationalization, 
which in turn determines the patterns of born-global such as born-global, 
rapid born-global, and born-global again. 

 Chapter   11     by Vesna Sedoglavich and Marina Dabić explores how 
the international activities of SMEs within a cluster help value creation. 
Using a case study method, it investigates small technology-intensive 
fi rms in a multiple-industries cluster located in Australia. Th e results 
reveal that boundaries exist in terms of the eff ects of the cluster on the 
international activities: (1) a fi rm’s attitude towards international activi-
ties is determined by its overall strategy; (2) cluster fi rms use two modes 
of informal knowledge sharing  – relation- and collaboration-oriented; 
(3) cluster externalities could have had more impact on the internation-
alization process of fi rms, had the fi rms been aware of the advantages that 
could come with being a member of the cluster; and (4) all fi rms rely 
on networks, although not necessarily on the networks built within the 
cluster. 

 Chapter   12     by Jonas Eduardsen and Reimer Ivang analyses 10 case 
studies and concludes that the Internet can add value as a driver of inter-
nationalization in SMEs by reducing the uncertainties accompanying 
internationalization through increasing the exposure of decision-makers 
to foreign market knowledge through accidental discovery or deliber-
ate search. Th e Internet reduces competitive uncertainties related to the 
unpredictability of the actions of existing and potential competitors by 
improving SMEs’ competitive scanning capacity. Th e authors also claim 
that the Internet is central to reducing the costs of doing business in 
foreign markets such as information search costs, costs related to fi nding 
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export intermediaries and suppliers, and marketing costs, Th e Internet 
is also seen as a coping mechanism for reducing the risks accompanying 
internationalization, enabling SMEs to commit to internationalization 
and increase involvement in foreign markets. 

 Chapter   13     by Arnim Decker takes a more practical view of value 
creation in relation to the concept of Industry 4.0, which refers to the 
notion that a forth industrial revolution is underway, in which value 
creation processes at the horizontal and vertical level will lead to new 
modes of end-to-end confi gurations of global value chains and creation 
of new inter-fi rm value networks. Th e author claims that such changes 
will be driven by technical innovations, which are characterized by the 
Internet of Th ings, Integrated Manufacturing, or Cloud Computing, 
and increased interconnectivity that will lead to new ways of interac-
tions between humans and machines, thereby changing the nature of 
networks and impacting the future of work processes within and between 
fi rms. Consequently, the argument is that such changes create a blurring 
of existing industrial boundaries and contribute to the convergence of 
now still distinct industries, for example industrial manufacturing and 
the information technology sector. Th e chapter explores how these new 
challenges will aff ect the value creation processes in the business strategies 
and operations of six studied fi rms. 

 Chapter   14     by Svetla Marinova and Marin Marinov examines how 
a clothing company with high value-added activities creates value with 
its network attachments. Th e chapter uses an information-rich case of 
an SME from a developed market economy. Th e authors argue that the 
internationalization of a focal SME with high value-added activities in 
an international network represents a complex phenomenon in which 
network attachments work together to co-create the emotional, social, 
spiritual and utilitarian value communicated through the brand to global 
customers, who also participate in value creation. Value creation is not 
stifl ed or limited by the network; instead, it can be empowered by the 
orchestration capabilities of the focal fi rm of a fl uid open network of 
strong and weak ties that are globally dispersed and supported by a mul-
tiplicity of internationalization formats. 

 In Chap.   15    , Lasse Torkkeli, Sami Saarenketo, Hanna Salojärvi and 
Liisa-Maija Sainio examine how the relationship between corporate social 
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responsibility (CSR) and sustainability related practices creates value to the 
fi rm and contributes to its successful internationalization. Both of these 
areas are increasingly relevant for companies, particularly for those origi-
nating from and operating in international markets where environmental 
awareness and good corporate behaviour is increasingly demanded by con-
sumers and organizational buyers. Extant studies on other contexts have 
indicated that the relevance and impact of corporate sustainability and CSR 
may in the SME context be ambiguous and unique compared to larger 
fi rms. Th erefore, the authors aim to shed further light on the phenomenon 
in the context of SME internationalization and international entrepreneur-
ship. Th e fi ndings indicate that CSR, rather than sustainability-related 
practices, is positively linked to the increased international performance of 
SMEs. Moreover, CSR related to society has the largest positive impact on 
performance, overriding even that of CSR towards customers.      
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    2   

          Introduction 

 Value and value creation are both subjective terms with a broader and 
narrower meaning. In the narrow sense, value creation refers to the 
increase in value of shareholders’ equity. Th is chapter adopts a much 
broader meaning. Bowman and Ambrosini ( 2000 ) make a distinction 
between perceived use value and exchange value. Use value is highly sub-
jective and defi ned by customers according to their perception of the 
usefulness of the product or service. Exchange value is realized in the sales 
process. According to Priem ( 2007 ), value creation involves innovation 
that establishes or increases the consumer’s valuation of the benefi t of 
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consumption. Sheth and Uslay ( 2007 ) argue, however, that the value cre-
ation paradigm allows us to even look beyond value in use (e.g. value in 
disposal). In this study, the value creation perspective is extended towards 
the service dominant logic by Vargo and Lusch ( 2004 ), who claim that 
various actors actually co-create value by interacting through mutual ser-
vice provision (see also Bettencourt et al.  2014 ). From this perspective, 
value creation is no longer perceived to reside within the fi rm, but value is 
co-created among various actors within the networked market (Nenonen 
and Storbacka  2010 ). Such networked value creation is likely to involve 
various supply chain partners and interconnectivity between business-
to- business (B2B) and business-to-consumer (B2C) relations. Daxböck 
( 2013 ) shows that value co-creation is an important precondition in ser-
vice business models. Th erefore, extending the value concept by Hsieh 
et  al. ( 2012 ), value in this study is seen as the diff erence between the 
benefi ts enjoyed by international customers and partners of a smaller 
company and its cost of provision and delivery. 

 Globalizing small and medium sized enterprises (SMEs) are defi ned in 
this chapter as SMEs whose vision is to become global in terms of market 
reach. Global means being represented all over the world. Th e term glo-
balizing SMEs is used in this study to stress the global aspirations of these 
SMEs. Th e more common terms ‘born global’ and ‘international new ven-
tures’ are indeed closely related, but stress more the speed than the reach 
of internationalization. Th e word globalizing also has a more dynamic and 
process related connotation than simply global or international. 

 Value creation in the internationalization process often requires innova-
tive adjustments to the business model in order to make the value propo-
sition more suitable in the changing business environment. Th e dynamic 
nature of internationalization is a characteristic of SMEs that intend to 
become global. Due to their smallness, these enterprises tend to have lim-
ited capital for expansion. Griffi  th ( 2007 ) argues that scarcity of material 
resources in the context of small economies can be compensated for by hav-
ing superior knowledge resources. Th is is also true for SMEs. Globalizing 
SMEs can use their specialist knowledge and networking skills to facilitate 
international expansion despite the limited availability of other resources. 

 Th e specialist knowledge and capabilities might involve, for example, 
the agile incorporation of new technological platforms into their business 
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model and subsequent new value propositions either to large partners or 
to customers. Such extensions across various platforms serve to increase 
the appeal of the globalizing SME as a potential partner for network co-
operation and joint expansions. Th is is just one indication of how interwo-
ven the internationalization and innovation processes of SMEs often are. 
Networking skills are equally important in boosting the global expansion 
process. Regions diff er considerably in terms of their cultures, development 
levels, and other socio-economic characteristics. Th e value proposition 
to local customers also has to be adjusted according to legal restrictions. 
Th erefore, several knowledge-based global SMEs seek to fi nd a balance 
between building a global brand image for cross-border partnerships and 
the localization of the services according to regional opportunities. 

 Th e value proposition for larger global or regional partners could 
depend on the scale of activities as well. Large companies tend to seek 
trustworthy network partners that could provide value adding support 
services not only in a few target markets, but at least a wider region. 
Th erefore, as globalizing SMEs expand, they gradually become more 
attractive as partners for larger multinational enterprises. 

 Th e aim of this chapter is to provide a qualitative framework in con-
junction with preliminary case-study evidence about the combined role 
of technological advances and organizational arrangements in the evolu-
tion of value creation processes in globalizing SMEs. How do the value 
creation processes of globalizing SMEs evolve over time on the basis of 
structured technological and organizational developments? Th at is the 
research question this study seeks to answer. In this respect, Estonia, 
as a small open economy, off ers several interesting cases of knowledge- 
based global expansion of SMEs based on innovative value propositions. 
Th e case-study evidence will be based on three cases of unique solutions 
off ered by globalizing SMEs. Th is diverse comparison of globalizing value 
creation processes should make it easier to generalize the results. 

 Th e novelty of this contribution is in the establishment of a qualita-
tive framework for the analysis of value creation dynamics in globaliz-
ing SMEs. Th is framework is aimed at using case evidence to identify 
the generalizable patterns in the establishment of unique dynamic value 
propositions during the globalization process. Th e proposed framework 
seeks to link technological and resource-based aspects with organizational 
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eff orts that leverage co-operation and networking to create more value. 
Th us, it builds upon knowledge from various discourses in a novel way to 
focus specifi cally on value provision to consumers and to network part-
ners. Th e agile nature of the modern globalization of smaller companies 
prescribes the development of suitable knowledge resources and dynamic 
capabilities that allow using very fl exible strategies and that tolerate sud-
den disruptions in business model conceptualization. Th is low path 
dependency of globalizing SMEs is also a relatively novel value creation 
perspective in international business discourse. Th is chapter shows how 
the internationalization process in globalizing small companies is simul-
taneously an element of evolving value creation by supporting techno-
logical and organisational changes, which enhance value propositions to 
the partners and customers of such companies. Th is makes it possible to 
seek a better connection between discourses of international business and 
innovation management in smaller companies. 

 Th e chapter starts with a discussion of theoretical considerations and 
earlier research, predominantly about value creation in dynamic new ven-
tures (including born globals). A framework of value creation dynamics 
in the globalization setting is established on the basis of this theoretical 
analysis. Th e section continues with an explanation of the research meth-
odology used for the empirical analysis and the case data. Th is is followed 
by the case-study analysis and comparison of three Estonian SMEs in the 
context of their global expansion. A general discussion of the results from 
the perspective of earlier theoretical and empirical contributions will then 
follow, and the chapter will end with conclusions and implications for 
theory, policy and management practice.  

    Value Creation Framework 
for Globalizing SMEs 

 Th e general properties of value creation were already explained at the 
very beginning of this chapter. In this section, the focus will fi rst be 
on the various concepts often used in international business studies to 
explain the internationalization processes. However, here they will serve 
as building blocks for the establishment of a comprehensive  theoretical 
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framework. In this analysis, value creation serves initially as an implicit 
research context or somewhat tacit goal until it becomes explicit in 
terms of rendering enhanced value propositions to customers and part-
ners, as refl ected in Fig.  2.1 . Such a research approach might seem 
peculiar. Yet, just as technologies are built upon various elements that 
initially may look unrelated, international business related concepts are 
similar elements of this exploratory view of the value creation dynamics. 
Furthermore, the internationalization process is seen in this study as an 
important element of value creation that makes it possible to establish 

  Fig. 2.1    Framework of dynamic value creation in globalizing SMEs 
( Source : Based on the author’s synthesis of various fi ndings outlined in the 
literature)       
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or increase various benefi ts to customers and/or partners, while improv-
ing the performance of a company. Relevant theoretical aspects can be 
found in various streams of literature. Th ese include elements of the 
resource-based view (especially discussions of dynamic capabilities), the 
literature on ‘born globals’, the international new ventures approach as 
well as elements of the network approach. In addition, business model 
scalability will also be addressed.

   Th e resource-based view of the fi rm outlines possible linkages between 
the learning aspect of gradual approaches, networks and the ownership 
aspect of the OLI (ownership, location, internalization) paradigm. Th e 
concept investigates a company as a collection of inimitable resources 
and capabilities. Diff erences in competitiveness result from the unique 
abilities a company may possess in order to accumulate, develop, and 
deploy resources and capabilities. Th ey use these abilities to formulate 
and implement value-enhancing strategies. Jacobsen ( 2013 ) traces the 
origin of the resource-based view back to E. A. G. Robinson’s work in 
1931. Th erefore, as with entrepreneurship, the core ideas of the concept 
were developed long ago. 

 Barney ( 1991 ) argues that these valuable, rare, imperfectly imitable, 
and not substitutable resources and capabilities are sources for sustainable 
competitive advantage. Fiol ( 2001 ) somewhat opposes this view by indi-
cating that the derivation of sustainable advantage from single inimitable 
core competencies is questionable. Th e modern business environment 
changes so rapidly that the skill and resources of organizations and how 
they are used must change to produce continuously changing advantages. 
Th e more contemporary idea of the increased environmental dynamics is 
shared by several authors, more recently by Andersén ( 2010 ) and Arend 
( 2014 ). Barney’s response to these claims is that the ability to be adaptive 
could itself be considered a (dynamic) capability and a source for competi-
tive advantage, as long as it renders additional value from reacting prop-
erly to instabilities in the environment (Barney et al.  2001 ). Th erefore, 
the resource-based view incorporates changes in the business environment 
without major changes in the underpinnings of the concept. However, 
Wu ( 2010 ) showed that in the context of environmental volatility, the 
dynamic capabilities view does off er better explanatory power than the 
traditional resource-based view, while both are useful concepts. 
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 Wiengarten et al. ( 2013 ) combine the resource-based view with the 
use and development of information technology resources in companies. 
Th ey conclude that in order to gain full support from IT improvements 
other organizational factors have to be aligned with that technological 
advancement. Similar contingency theory aspects of the resource-based 
view that interpret organizational structure as a valuable resource are dis-
cussed by Pertusa-Ortega et al. ( 2010 ) and Wilden et al. ( 2013 ). Wilden 
et  al. ( 2013 ) also analyse the external fi t of dynamic capabilities with 
competitive intensity in the market. Zhuang and Lederer ( 2006 ) have 
shown earlier that the e-commerce performance of fi rms is determined by 
their business and e-commerce technology resources as well as by process 
redesign skills, but not by their human resources. 

 Kindström et al. ( 2013 ) outline the importance of dynamic capabili-
ties in making the shift from product-centred management to a product 
and service view, which requires new capabilities for service innovation. 
Purposeful use of processes in order to build dynamic capabilities that 
support service innovations in project-oriented entrepreneurial service 
fi rms has been discussed by Salunke et  al. ( 2011 ). Nath et  al. (2010) 
found that the fi nancial performance of fi rms is most infl uenced by mar-
keting capabilities where fi rms should consider focus on a narrow product 
or services portfolio and a diverse geographical market. Th erefore, market 
diversifi cation is positive, while high product diversifi cation might have 
an adverse infl uence on performance. Auh and Menguc ( 2009 ) show in 
addition that the use of marketing resources and capabilities also depends 
on institutional factors, including the potential unwillingness of managers 
to take some actions. 

 During recent decades, the concepts of ‘born globals’ (Rennie 1993; 
Knight and Cavusgil  1996 ) and ‘international new ventures’ (Oviatt and 
McDougall  1994  or recently Rasmussen et al.  2012 ) have become more 
important. Efrat and Shoham ( 2012 ) distinguish between the short- 
term and long-term performance of ‘born globals’. Th ey conclude that 
while short-term performance tends to be infl uenced predominantly 
by external environmental factors, the long-term performance and suc-
cess depends more on internal factors, such as managerial capabilities, 
technological capabilities and marketing eff ectiveness. Sapienza et  al. 
( 2006 ) argue that early internationalization reduces the probability 
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of fi rm  survival, but increases the probability of growth. Th is eff ect is 
 moderated by  managerial experience so that the earlier foreign experience 
of managers reduces the negative infl uence of internationalization on the 
fi rm’s survival and increases the positive eff ect on growth. Very fungible 
resources have similar moderating eff ects. Li et al. ( 2012 ) show that fi rm 
size and experience tend to infl uence the fi rm’s early internationaliza-
tion of high- tech ‘born globals’ in the shape of an inverted U, whereas 
research and development (R&D) intensity matters as well. Early inter-
nationalization does, according to them, have a signifi cant positive eff ect 
on performance. Interestingly, strategic alliances did not have a signifi -
cant impact on the early internationalization of such fi rms. 

 Kalinic and Forza ( 2012 ) fi nd the distinct strategic focus to be a key 
aspect that helps SMEs to succeed as rapidly internationalizing ‘born glo-
bals’. Park and Rhee ( 2012 ) argue, however, that prior experience of man-
agers in ‘born globals’ as well as networks infl uence the fi rm’s knowledge 
building capability, where absorptive capacity has an important moderat-
ing role. Th e fi rm’s knowledge competencies have in turn an impact on 
international performance. Fernhaber and Li ( 2013 ) indicate in terms 
of networking that older international new ventures benefi t more from 
formal partnering within international strategic alliances and younger 
ventures from informal networking with geographically proximate fi rms. 
Freeman et al. ( 2010 ) indicate that in addition to prior knowledge, ‘born 
globals’ tend to use proactive advanced relationship-building capabili-
ties to acquire new knowledge from useful partners, where technological 
experience is often more important than market or process experience. 
Technology allows them to seek and to transfer new knowledge quickly, 
while developing new links. 

 Melén and Nordman ( 2009 ) use the internationalization speed char-
acteristic of ‘born globals’ to diff erentiate between low committers, 
incremental committers, and high committers. Th e fi rst type of ‘born 
globals’ use only low commitment modes, incremental development here 
means a shift from low commitment modes to high commitment later 
on, and high committers use both types of entry modes from inception. 
According to Ripollés and Blesa ( 2012 ), the selection of high commit-
ment entry modes might be determined by the fi rm’s marketing capa-
bilities. Kahiya ( 2013 ) concludes that a fi rm’s internationalization path 
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depends on the perception of export barriers because gradual interna-
tionalizers feel strongly about their lack of skill and knowledge, while 
international new ventures (INVs) relate to positive managerial orienta-
tion. Uner et  al. ( 2013 ) also support the argument that ‘born globals’ 
or INVs perceive export barriers diff erently from traditional, gradually 
internationalizing, fi rms. 

 Gabrielsson and Gabrielsson ( 2011 ) investigated the use of internet- 
based sales channels by ‘born globals’. Th ey found that the internet is 
often combined with more traditional channels and that internet-based 
multiple channels are more characteristic of already highly global fi rms 
than those in the early stages. Th e development of local channels and co- 
operative ties with multi-national corporations are still important even 
when internet-based channels are used extensively. Mort et  al. ( 2012 ) 
identify four key elements of entrepreneurial marketing used by ‘born 
global’ fi rms. Th ese include legitimacy, customer intimacy-based inno-
vative products or services, opportunity creation and resource improve-
ments. Advanced customer orientation is outlined by Kim et al. ( 2011 ) as 
an important source of innovations in ‘born globals’. Th erefore, an inti-
mate knowledge of customers can give competitive advantages to small 
global fi rms. International entrepreneurial orientation and information 
intensity are the factors that support the development of information 
technologies in small ‘born globals’, while IT capabilities in turn support 
performance (Zhang et al.  2013 ). 

 Danish evidence by Rasmussen et  al. ( 2012 ) suggests that interna-
tional new ventures indeed take a more global business perspective, where 
international ventures are usually established by multiple partners, while 
domestic new ventures are often established by a single owner-manager. 
Th is shows that globalization eff orts require diverse competencies. Th e 
entrepreneurial nature of international new ventures off ers another 
relevant discourse. 

 Several researchers address the role of entrepreneurship in technologi-
cal learning that takes place in foreign markets when high-tech indus-
tries internationalize. Entrepreneurship has been found to facilitate these 
learning processes, while also improving performance (Zahra et al.  2000 ). 
Entrepreneurial orientation as a determinant of early internationalization 
of small high-tech fi rms, sometimes even from its inception, has been 
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discussed by Jones ( 1999 ). In terms of internationalization, the entrepre-
neurial culture might in some cases be viewed as a sole engine driving the 
entire process. Eventually, Oviatt and McDougall ( 2005 ) have off ered an 
even more holistic model of international entrepreneurship. 

 Dimitratos et al. ( 2012 ) off er a scale of international entrepreneurial 
culture that combines international dimensions of entrepreneurial orien-
tation, market orientation, motivation, learning orientation, networking 
with competitors, and networking with non-competitors. Th ese six- 
dimensions of international entrepreneurship should off er a more elabo-
rate understanding than the one-dimensional constructs. Dimitratos 
et al. ( 2010 ) also propose the novel term ‘global smaller fi rm’ to denote 
a fi rm that develops considerable market presence in the leading inter-
national markets/countries in its industry. Th e leading locations feature 
diff erentiates this term from ‘born globals’ or international new ventures. 

 Fink et al. ( 2008 ) propose that the co-operative internationalization 
of entrepreneurial SMEs is facilitated by self-commitment to such co- 
operation, which is not supported by formal controls and sanctions. 
Zahra et  al. ( 2005 ) stress the importance of the cognitive perspective 
in research into international entrepreneurship in order to identify the 
role of opportunity identifi cation and the exploitation in global markets. 
O’Cass and Weerawardena ( 2009 ) found that international SMEs are 
characterized by an intensity of organizational innovations, which is in 
turn facilitated by the fi rm’s size and by entrepreneurship. Th ey actively 
seek novel ways to provide value. 

 International entrepreneurship is also closely linked with Sarasvathy’s 
eff ectuation approach that suggests entrepreneurial risk-taking and tests 
of real host market situations instead of extensive reliance on experiences 
or market reports (see Sarasvathy  2001 ; Sarasvathy and Venkataraman 
 2011 ). Goel and Karri ( 2006 ) interpreted this as a situation of over-trust, 
where entrepreneurs have more trust in international markets than they 
should. Andersson ( 2011 ) argues that the eff ectuation approach is useful 
in explaining how entrepreneurs create opportunities together with local 
network partners, and therefore, are able to enter global markets fast. 
Th is indicates connections of eff ectuation with the network approach. 

 Th e network approach emerged from the criticism of sequential inter-
nationalization (see Turnbull  1987 ; Rao and Naidu  1992 ). Th e founders 
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of the sequential approach, Jan Johanson in particular, have investigated 
and acknowledged even further the importance of the multilateral or net-
work aspect of the internationalization process (Johanson and Mattson 
 1988 ; Johanson and Vahlne  1990 ,  2003 ,  2009 ). Th ey consider it an 
important improvement that transforms the initial incremental process 
in the direction of opportunity recognizing and relationship building. 

 Musteen et al. ( 2010 ) suggest, based on Czech evidence, that geo-
graphically extensive and diverse networks enhance performance, while 
an overly extensive reliance on personal networks might even be a bar-
rier to the success of the international venture, especially if it is own-
ers fi rst. A shared language with network partners seems to increase 
the pace of internationalization. Hilmersson and Jansson ( 2012 ) pro-
pose that SMEs reduce their liability of being an outsider in relevant 
international networks by becoming insiders through three types or 
phases of networks. Th e initial exposure network serves the purpose 
of exposing the fi rm to many new relationships that might be weak. 
Th e formation network builds more relevant weak links into stronger 
ties, and fi nally the sustenance network means a focus on high-com-
mitment entry modes within the framework of well-selected sustain-
able partnerships. While the classic network approach helps to avoid 
the concentration of administrative complexities that are characteristic 
of highly integrated hierarchies, it retains many elements of control 
and  co-ordination. Th erefore, networked operations help to achieve 
more eff ective and more competitive solutions on a higher level than 
intra-fi rm operations, while the  specialization within a network helps 
to avoid organizational problems and to facilitate the changes needed 
in modern business environments. 

 Scalability is an important feature of computer systems that in general 
form refers to ‘how well the solution to some problem will work when the 
size of the problem increases’ (Macri 2004: 68). In the modern era, the 
term has been adopted in business and economics literature to denote the 
‘hockey stick’ type company growth curve where returns increase faster 
than the costs of inputs. In economics, the scalability means increasingly 
positive returns to scale. Th is phenomenon is especially characteristic of 
e-commerce and high-tech fi elds dominated by R&D costs, which are 
fi xed in nature and do not depend on the accumulative output provided. 
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Some venture capital based business ideas might not be well scalable 
without alliance support (Patel et al.  2011 ) and there are several scalabil-
ity challenges (see for example Hallowell  2001 ; Kipley and Lewis  2009 ; 
Hosman  2011 ). Business model scalability can be achieved by market 
expansion, where the costs of entry grow slower than the returns from 
a more extensive market presence. Increasing returns in comparison to 
input costs implies that successful scalability has a strong connection to 
productivity growth and improved value creation. Scalability as a phe-
nomenon is not risk free. In the case of unsuccessful market penetration, 
the input costs are likely to exceed the returns. 

 Th e elements from various streams of theoretical discussion allow us 
to propose the value creation framework depicted in Fig.  2.1 . Th e dark 
arrows in the fi gure outline the main pattern of inputs, moderators, and 
various outcomes from top to bottom. Th e light horizontal arrows indi-
cate the interaction of framework elements (including potential syner-
gies) and the light vertical arrows indicate reinforcing feedback eff ects 
(e.g. the improved scalability of the business model could help to cre-
ate even better partnerships, which in turn contribute to networking 
competencies). Some interim steps, like seeking lead market presence, 
customer-intimacy, and enhanced partnerships are represented within 
the same box because they are separable yet often highly interwoven ele-
ments. Th is is also so with the interim outcomes of improved image, 
contacts, and scalability. 

 Th is framework outlines the important role of intra-company resources 
and capabilities, which for value creation require alignment between 
organizational, technological, and market aspects. Th e focal elements 
in modern capability development are increased service-orientation and 
marketing capabilities. Th e value provision of dynamic capabilities is 
moderated by the speed and agility of being born global, entrepreneurial 
opportunity seeking, and networking skills. Th ese moderators are highly 
integrated and interactive. Th ey reinforce capabilities as well as their 
infl uence on value creating strategic choices, like lead market presence, 
customer intimacy using modern channels in combination with tradi-
tional channels, and various partnerships. Such strategies help to estab-
lish a company’s good image, vital contacts and/or additional scale eff ects 
that enhance value creation processes.  
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    Research Methodology 

 Th is research discusses the management and networking processes that 
relate to global value creation using information and communication 
technologies or other modern technologies. Th e internal logic of such 
processes and related managerial perceptions can be revealed by using 
case-study analysis. Th is qualitative approach helps to gain elaborate 
insights into the motivations, beliefs, and experiences of managers, who 
have been responsible for the internationalization process in their com-
panies. According to Yin ( 1992 ) a case study is an empirical inquiry that 
investigates a phenomenon within its real-life context when the borders 
between the phenomenon and its context are not evident and in which 
multiple sources of evidence are used. Chetty ( 1996 ) argues that the case- 
study method is an important and widely used method of research in 
social sciences and in management studies. Eisenhardt ( 1989 ) elaborates 
the idea that case-study research is a suitable tool also for theory building. 
Th us, the method is suitable for an exploratory study about the proposed 
value creation framework. Hillebrand et al. ( 2001 ) show in turn the use-
fulness of case studies for theory testing purposes. Piekkari and Welch 
( 2011 ) off er additional support to the idea that in international business 
research, case studies have several acceptable forms and purposes. Th is 
study incorporates framework building as well as the initial testing of that 
framework. In order to generalize from the results of inter-case analysis, 
the case data from companies are combined with data and information 
from other sources, including public data. 

 In this chapter, the phenomenon under investigation is value creation 
in the global expansion of SMEs. Th us, the research context is formed 
by intra-company and external factors. Th is study is an exploratory study 
attempting to determine the dynamics of value creation in the interna-
tionalization process of globalizing SMEs. Yin ( 1994 ) provides a detailed 
description of exploratory type case studies. Th is form of case study 
should have a purpose, but it might not have clearly defi ned research 
propositions because potential causalities are yet to be identifi ed in the 
exploration process itself. It is a controversial method from the perspec-
tive of clarity. Exploration may follow intuitive research paths, which 
could be considered confusing by some readers. 
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 In order to obtain both intra-case and inter-case evidence, the multiple 
case study analysis was selected as a sub-method. Th e intra-case narrative 
helps to highlight the specifi c features of the phenomenon in that partic-
ular unit of research (in this study a company), while inter-case evidence 
makes it possible to make some generalizations based on the common 
features of several case companies. 

 Th e case companies were selected on the basis of theoretical sam-
pling (Eisenhardt  1989 ). Th e main considerations related to the goal 
of internationalization (companies that have clearly shown global busi-
ness aspirations), company size (focus on SMEs), and current levels of 
foreign commitment (companies that are at somewhat various stages of 
becoming global). Th e case information was collected primarily from 
secondary sources, and in that sense the current study provides a meta-
analytical view of developments. However, the desk research of sev-
eral data sources has been reinforced by short interviews and informal 
contact with company managers. Th e focus on secondary data could 
be seen as a limitation, but it helps the author to obtain a more diver-
sifi ed understanding of the dynamics of processes over time because 
historic records show the timeline of paramount events. Th e intra-com-
pany views are represented not only in the form of short additional 
interviews, but also information from various public presentations 
and interviews. Th e cases are summarized in Table  2.1  after the case 
narratives because knowledge from the narratives makes it possible to 
provide a better overview.

    Table 2.1    Comparison of value creation in Fortumo, ZeroTurnaround and Click & 
Grow   

 Fortumo  ZeroTurnaround  Click & Grow 

 Market focus  B2C and B2B  B2B  B2C 
 Product/service  Mobile value- 

added services 
and platforms – 
 electronic service  

 Java programming 
developer tools – 
 electronic product  

 Intelligent 
fl owerpots and 
herb selection 
pots –  physical 
product  

 Business model  Transaction service 
fees 

 Licence sales  Product sales 

 Main markets  USA, China, India  USA, Western Europe  USA, Russia 
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Table 2.1 (continued)

 Fortumo  ZeroTurnaround  Click & Grow 

 Key 
partnerships 

 High-traffi c 
content 
providers and 
telecoms 

 Experienced 
co-owner from USA 
and other Java 
dynamics 
developers 

 Tech-savvy plant 
grower 
communities 
around the world, 
Kickstarter 

  Mainly non-equity 
partnerships, 
one occasion of 
equity sale  

  Equity based 
partnerships  

  Non-equity based 
community 
creation  

 Enhanced 
solutions 

 Focus on 
payments new 
in-app platforms 

 LiveRebel Java 
updating tool as 
follow-up solution 

 Smart Herb Garden 
as cheaper better 
solution for 
growing three 
herbs 

 Main value 
proposition 

 Easy to use 
payment system 
for online 
products and 
services 

 Enhanced 
productivity of Java 
programmers and 
updaters 

 Easy and carefree 
plant-growing 
option for 
non-skilful or 
lazier people 

 Year of 
establishment 

 2007  2009  2009 

 First year of 
exports 

 2007  2009  2011 

 Number of 
locations 

 3 (Tartu (Estonia), 
California (USA), 
Beijing (China)) 

 4 (Tallinn (Estonia), 
Tartu (Estonia), 
Prague (Czech 
Republic), Boston 
(USA)) 

 2 (Tartu (Estonia), 
California (USA)) 

 Number of 
employees 
(Employment 
growth) 

  2014:  55   2014:  90+   2014:  14 (planned 
23) 

  2012:  31 (55 %)   2012:  61 (321.1 %)   2012:  – 
  2011:  20   2011:  19   2011:  6 

 Total sales 
(euros) 

  2012:  12,704,013   2012:  5,079,729   2012: ~ 640,000 
  2011:  8,569,945   2011:  1,748,624   2011:  120,009 

 Sales growth 
(2012/11) 

 48.24 %  290.50 %  ~533.29 % 

 Sales within EU 
(euros) 

  2012:  8,350,837   2012:  2,156,061   2012:  – 
  2011:  5,528,324   2011:  872,714   2011:  111,660 

 Sales outside 
EU (euros) 

  2012:  4,353,176   2012:  2,923,668   2012:  – 
  2011:  3,041,621   2011:  875,910 euros   2011:  8,349 euros 

   Source : Based on the analysis of various public sources, including reports, 
interviews and press releases 

 Only full-time marketing and product development employees (production 
outsourced)  
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       Value Creation in Estonian Globalizing SMEs 

    Fortumo’s Partnerships and Adjustments to Their 
Value Proposition 

 Mobi Solutions, the predecessor and parent company of Fortumo, was 
founded in 2000 by students from the University of Tartu, who created 
the fi rst SMS service as a course project. Th is company off ers and devel-
ops mobile value-added services for various organizations (companies, 
public agencies) and private individuals. Mobi Solutions is best known as 
the developer of SMS-based entertainment, marketing, or public admin-
istration services, whose profi t model relies on a small percentage from 
the price of each transaction message. Th is is about 2 %, which in com-
parison to the 43 % going to the mobile operator, and 55 % going to the 
web-service provider, is relatively minute. Mobile value-added services in 
general are services that mobile operators do not provide as their main 
services (main services being calling services, short messaging services, 
and internet connection services). Th is means that short messages or 
other applications themselves are not the core of Fortumo’s business, but 
the additional value and functionality for the clients is (advertising, con-
sumer voting and questionnaires, delivery tracking, recording of memos, 
match-making services, web-page access authorization, lottery, down-
loading of mobile sounds and other similar services) (Mobi Solutions 
 2013 ; Fortumo  2013 ). 

 Until 2005, Mobi Solutions was predominantly oriented towards 
the domestic market. In that year, the company founded subsidiaries 
in Latvia and Lithuania in order to increase growth through exports. 
Back then Mobi Solutions off ered SMS payment solutions such as SMS- 
Gateway, mobile marketing campaigns, bulk delivery of SMS messages 
and Everybody’s M-Business. Th e last being the newest service that rep-
resented around 10 % of its turnover in 2005. In addition, Mobi pro-
vides solutions for public administration such as M-Government and 
M-City. Everybody’s M-Business meant off ering a standardized plat-
form for mobile payments that allowed all interested parties to create an 
SMS payment add-on for its web-page quickly and simply without any 
start- up costs or monthly fees (Rannu  2007 ). 
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 In 2007, this service was re-branded as Fortumo, and Mobi Solutions 
established a new affi  liate company aimed at the international provision 
of Fortumo’s service off ering. Th e international provision of that stan-
dardized mobile solution is complicated by regulatory diff erences across 
countries and regions. Th ese diff erences and limitations require thorough 
preparations in order to make sure that the market entry process com-
mences according to the rules (Fortumo  2013 ). 

 In essence, Fortumo’s platform off ers intermediation between web- 
based or mobile-based content providers and their clients. Consequently, 
international success is highly dependent on the attraction of high-traffi  c 
content providers (e.g. game producers) for the mobile payment solution. 
Th e fact that Fortumo’s solution does not require any programming skills 
nor cause any cost unrelated to turnover is a valuable, but insuffi  cient 
condition for gaining attention. Fortumo conducts targeted promotions 
of its service in various internet forums and other web-pages frequently 
visited by potential users. Over time, however, it has become evident that 
internet-based channels have to be used in combination with targeted 
participation in selected trade fairs, conferences and industry meetings 
to gain personal contacts with key representatives of companies that are 
potential partners (Kodres  2013 ). 

 Global expansion with Fortumo’s service does not require a physi-
cal presence in each and every target market. Th ere are larger markets, 
like the USA and China, where the company has chosen to make extra 
eff orts. For example, on the US market software companies have clus-
tered in Silicon Valley with at least representative offi  ces. Th is includes 
content providers. Th erefore, Fortumo has established an offi  ce in the US 
and employed some local professionals with a good portfolio of network 
contacts. Th e initial experience with US employees was, however, a fail-
ure because the personnel did not fully commit to the contact establish-
ment tasks. Instead of extensive reliance on host country managers, the 
key executives at Fortumo now make extended trips to their offi  ces in San 
Francisco and Beijing. Th is up close and personal approach is naturally 
more expensive than a virtual market presence. Yet, in the case of a very 
attractive target market, such additional eff ort might render consider-
able payoff s. US regulations on service number usage also make it more 
diffi  cult to share resources between various users cost eff ectively just by 
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separating services not by number but by message keyword. In addition 
to the USA, special attention has been devoted to Asian markets fi rst by 
recruiting experienced Taiwanese marketing people in order to support 
market penetration and sales in Asia. In this case, the marketing people 
worked initially in Estonia and not in the target region, but now their 
marketing eff orts are focused in China and Fortumo has established a 
subsidiary in Beijing. Due to the developmental diff erences of various 
mobile and online services, the value proposition of Fortumo seems even 
more appealing in less developed Asian markets than in mature markets 
(Kodres  2013 ). 

 In addition to Scandinavia, Central and Eastern European countries, 
several Asian countries, and the US market, in 2010, Fortumo turned its 
attention towards South American markets. Th ese markets have higher 
economic and political risks, but due to these complexities also a less com-
petitive environment than in Europe. South American people use value-
added mobile services actively. In technical matters Fortumo relies on local 
partners there (mainly mobile service operators), but the marketing side is 
still handled by the company. Due to regulatory considerations, entry into 
Argentina and Brazil proved to be more complicated. Th erefore, Fortumo 
started its services fi rst in Chile, Mexico, Columbia, and Venezuela. Now, 
the services are also available in Argentina and Brazil. 

 In total Fortumo solutions are now available in 75 countries and on 
several continents. Fortumo is global in terms of the availability of its 
services, but penetration of markets in terms of sales still requires consid-
erable development. Th is is done through targeted marketing eff orts ori-
ented towards the establishment of partnerships with major telecoms and 
other network partners. Such eff orts are reinforced in Asia and the USA by 
local offi  ces, but highly mobile managers operate in other markets as well. 

 In general, the company has established an impressive global presence 
with its standardized service platforms during the last three to six years. 
Yet, the key issue seems to be the depth of market penetration in terms 
of attracting content providers who have high-traffi  c rather than large 
user numbers. However, the latter might serve as a useful stepping-stone 
towards more focused and profi table client portfolios. Th e trick seems to 
be in convincing high-volume users that even fast, simple and standard-
ized solutions can serve most quality sensitive and somewhat specialized 
needs. Fortumo has started reference programme type advertising as well 
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in order to support deeper market penetration and brand development. 
Th e dynamics of Fortumo’s value proposition to clients are represented 
by continuous development of new payment platforms, including in- 
app payments for Windows 8 and Nook as well as other adjustments to 
the smart phone era. Solely SMS-based services are therefore becoming 
replaced by modern applications, where the core nature of direct mobile 
billing without credit card or bank transfer remains the same. 

 Identity development means that in this sector the number of target 
countries covered by a value-added service provider makes the diff erence 
between being considered a partner or not. Th erefore, large companies 
that provide web-based content monitor the coverage capabilities of sup-
port service companies like Fortumo. In this respect, internet-based solu-
tions help Fortumo to grow fast and expand continuously. In this process, 
it builds identity as a global partner. In May 2013, this identity helped 
seal partnership deals with Norwegian Telenor and Spanish Telefonica, 
which are major telecoms in these markets. Fortumo has also partnered 
with mobile phone producer ZTE for app billing and in-app purchasing. 

 According to the Chief Revenue Offi  cer at Fortumo, their larger 
clients are operating simultaneously in 20–25 target markets or more. 
Initially, Fortumo served users who operated in 2–5 markets. Th is means 
that internationalization has helped them obtain critical growth towards 
higher market coverage. Th is enables the company to serve interna-
tional clients. To gain this access to larger multimarket clients was one of 
Fortumo’s main aims because it makes it possible to replace the market- 
based approach, where clients have to be found on each local target mar-
ket using a client-based approach. Th e latter is more cost eff ective, because 
some business functions can be centralized. Scaling growth together with 
clients means, in the interconnection with previous advantages, that 
sometimes when Fortumo enters a new target market, international cli-
ents are already there. Th is means additional income without consider-
able costs. Fast international expansion reduces the risks by balancing 
income fl ows between various target markets. Th is diversifi cation makes 
the company less dependent on single-market developments because 
losses on one market can be compensated with profi ts from others. Th is 
shows that the managers at Fortumo view internet-based expansion pre-
dominantly as a cost-eff ective opportunity to build a global identity that 
is attractive to large-scale international clients. Th e technological aspects 
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seem in this respect far less important than the ability to expand rap-
idly and continuously. Although social networks are sometimes used 
as tools for making initial contacts with prospective international part-
ners, the role of personal contacts and meetings remains high. Often, 
initial setbacks lead to adjusted value propositions, which are more in 
line with the business interests of client companies. Th is adaptive mar-
keting has proven to be an important networking skill (Kodres  2013 ). 
Fortumo’s value creation process is depicted in Fig.  2.2 . Th is fi gure off ers 
a somewhat simplifi ed sequence of value creation elements instead of 
replicating the entire framework of Fig.  2.1 , because some aspects of the 

  Fig. 2.2    The value creation process and its dynamics at Fortumo 
( Source : Author’s creation)       
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framework are much more rigorous or partially implicit empirically than 
they are in the generalized conceptual form. Th erefore, the fi gure is aimed 
more at capturing the dynamics of Fortumo’s value creation and not its 
entire complexity. Th e latter was explained in the case narrative. In this 
sequence, some steps take into account the results and feedback from 
earlier developments. Th erefore, it is already an amalgam of the general 
dark arrow pattern and light arrow feedback loops of Fig.  2.1 .

   Th e location of Estonia is problematic because the particular indus-
try is going through rapid changes, and in relatively peripheral Estonia, 
management would miss a lot of vital information clues, and ultimately 
would be unable to retain suffi  cient dynamism. Th e solution devised 
for this problem suggests that development work should stay in Estonia 
because off shoring it would considerably increase costs. However, the 
management team and selected business developers try to participate in 
key business events as much as possible and to spend around 5–6 months 
each year in the USA. Th is makes it possible to be closer to clients, to gain 
access to vital market information and to remain ‘in the picture’, which 
hopefully facilitates access to local communities. Such corporate manage-
ment also leads to a split identity, where in Estonia Fortumo is perceived 
as a domestic company, whereas in the USA and Asia its portfolio of large 
clients and representation in Silicon Valley serve as better selling points. 
In a way, the Fortumo brand does not stress its Eastern European origin 
because at the stage of initial contacts with partners such considerations 
might even be slightly detrimental. 

 Th e Fortumo case highlights the importance of scale and scope eff ects 
in the globalizing SME that operates in the fi eld of supportive solutions. 
It also indicates the importance of intra-community networking in the 
cluster core. Th is aspect in particular requires case multi-location man-
agement, which goes beyond the fl y-by management style based on the 
short visits practised in modern multinationals. Stays in focal target mar-
kets have to be longer and more frequent in order to be identifi ed as a 
quasi-local player and as a result accepted into the local community. Th is 
localization aspect of the value proposition is supported by the continu-
ous development of technological platforms to serve the needs of various 
client communities. Th e following two short case examples are based on 
public sources. Th ey are provided in order to generalize certain trends in 
the global development of high-tech SMEs from a post-socialist country.  
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    ZeroTurnaround in the Java Development Process 

 In 2006, the Java specialist Jevgeni Kabanov, then working as R&D man-
ager for software development company Webmedia (now Nortal), and 
his colleague Toomas Römer, found a solution to the Java-based program-
ming problem that code had to be uploaded to servers and re-run for test-
ing. Th e JRebel software helps to check the code without time consuming 
breaks. Th is tool off ers a considerable increase in the  effi  ciency of Java 
programming and it was invented during intra-company development 
work. Soon it became apparent that within Webmedia the solution had 
too little potential for suffi  cient marketing exposure and sales eff orts. In 
2007, the development of this solution became the independent spin-off  
‘born global’ company ZeroTurnaround, although it was offi  cially regis-
tered as a separate company two years later in the third quarter of 2009. 
Webmedia invested around 192,000 euros in the development of JRebel, 
and then a further 237,000 euros jointly with Enterprise Estonia in the 
foreign market entry project in 2008. Smaller investors provided around 
74,000 euros in addition. Th e company is led by the co-inventor Jevgeni 
Kabanov as the CEO. Th e other co-inventor and founder Toomas Römer 
works as Director of Engineering. 

 Initially, the former parent company, Webmedia Group, was instru-
mental as the venture capital investor, but in mid-2011, it sold its share 
in ZeroTurnaround to US company Bain Capital Ventures that has a 
global investments portfolio of 65 billion US dollars and has made more 
than 125 venture capital investments since 1984. It has offi  ces in Boston, 
New York, and Palo Alto. In addition to the Webmedia shares, this com-
pany also acquired the shares of some smaller angel investors, who had 
invested in ZeroTurnaround at the early stage. Th e new co-owner from 
the USA has provided strong support and impetus to the success of the 
marketing and rapid growth of JRebel licence sales in the USA.  Th e 
marketing division of ZeroTurnaround has been located in Boston since 
November 2011, and there are plans to increase the number of employ-
ees in that division from 47 to about 100 by 2014. Th e new investor has 
brought considerable growth and made the business model truly scalable. 
In 2012, sales increased 2.6 times to 5 million euros. Th is fast growth is 
expected to continue. About 99.5 % of sales are made outside the origin 
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market, Estonia. By 2010, around 50 % of sales came from the US and 
about 35–40 % from Western Europe. According to its managers, JRebel 
software was actively in use also in China, India and Russia, but these 
countries did not tend to pay for it, indicating software piracy problems. 
ZeroTurnaround solutions are used in about 80 countries around the 
world, but their target market is not so geographical, as focused on global 
corporate clients. 

 Since 2007, the company has grown into a company with close to 
100 employees. As explained above, the commercial side of the busi-
ness and marketing is now located in Boston, Massachusetts. Th is cor-
porate entity employs predominantly US locals as marketing and sales 
managers. Th e software development units are still located in Estonia 
with offi  ces in Tallinn and Tartu. Th e company now also has a subsidiary 
in Prague. In March 2013, ZeroTurnaround acquired Danish software 
development company Javeleon and all its patents. Th is company was 
established in 2012 as a spin-off  from a Danish research institution in 
order to commercialize the research-based technology focusing on the 
dynamic updating of Java software. Danish scientists and the founders 
of Javeleon, Allan Gregersen and Michael Rasmussen, moved to Estonia 
and became part of ZeroTurnaround’s development team. Th is acquisi-
tion shows ZeroTurnaround’s ambition to become the leading provider 
of Java development tools. 

 Th e B2B software development tool JRebel increases the developer 
velocity in Java programming by about 40 %, saving about four weeks 
or one month in terms of development time per year. Th erefore, the 
main value proposition is increased focus and productivity for program-
mers. ZeroTurnaround followed JRebel with a second developer tool, 
LiveRebel, which makes it easier to make live-app updates and eliminates 
server downtime during this process. Th ese revolutionary software tools 
have been licensed by several large multinationals like Oracle, Apple, HP, 
eBay, Disney, Twitter, US Federal Reserve, and more than 3,500 other 
Java users. According to ZeroTurnaround’s President and COO working 
in the Boston offi  ce, in the case of annual licensing contracts the JRebel 
tool costs a client company around one US dollar per programmer per 
day. Th e second support tool LiveRebel shows that this company is more 
than a ‘one hit wonder’. Th e Java solution updating tool LiveRebel can be 
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interpreted as an enhancement to the initial value proposition because it 
solves an issue that is closely linked to Java development. 

 Founder and CEO of ZeroTurnaround, Jevgeni Kabanov, has stressed 
in several interviews with the Estonian media the importance of entre-
preneurial ambition and dedication to progress as the core values in his 
team selection. According to him, Estonia is a great location for start-ups 
because as in the USA, people are ready to make serious entrepreneurial 
eff ort in order to learn, develop, and achieve results. It makes sense to 
start a company with only dedicated top professionals, who have a good 
skill set that they keep enhancing. Th en later on, you can hire more and 
more similar people. Equally important is to know your own strengths 
and weaknesses well and to develop on the basis of that. Mr. Kabanov 
also believes that a good company should have constructive confl icts and 
discussion around development choices. Sometimes, the fi nal word is his, 
but more often, he tries to reach mutual agreement with other managers. 
Jevgeni Kabanov likes product management tasks that make it possible to 
create new visions based on feedback from clients the most. 

 In terms of value proposition, the company’s ideology is not to off er 
great value at low prices, but to ask from its customers as much as they 
fi nd sensible to pay for solving these productivity problems. Th is helps 
to distribute the added value between the supplier and client more fairly, 
while off ering sustainable profi t margins and development opportuni-
ties. Often, start-ups from former socialist countries like Estonia, account 
for their lower labour and resource costs and try to compete with lower 
prices. ZeroTurnaround has clearly opted for a value-based over a costs- 
based pricing strategy, and it has been a successful choice. However, the 
software tool is so popular that some developing countries, as indicated 
above, tend to use pirate copies. 

 Th e CEO’s own dedication to eff ort and progress is best illustrated 
by the fact that despite leading a fast growing global start-up, he man-
aged in April 2013 to defend his PhD in IT on more productive meth-
ods of using Java ecosystems. ZeroTurnaround as a company is also 
actively engaged in scientifi c research and in supporting Java teaching at 
the university level. In June 2012, the company and the local University 
of Tartu signed a co-operation agreement concerning both research and 
teaching. Th is co-operation includes the development of the course 

40 T. Roolaht



‘Java Fundamentals’ for a cohort of international students, off ering topics 
that focus on combining theory with business practice for fi nal dissertations, 
and stipends for students. Th e joint research activities produce patents, 
articles, and enhanced knowledge as a social by-product of the commercial 
value off erings. However, such close co-operation with the academic com-
munity also serves the purpose of fi nding talented new employees. 

 Th e similarity of ZeroTurnaround and Fortumo is that the value prop-
osition is marketed to companies through the localization of this task in 
the US market, which is among the leading markets in the industry. Both 
companies sell software solutions, although this ZeroTurnaround is more 
oriented towards corporate clients than Fortumo. Th e strong partner-
ships have also played a crucial role in the globalization process. Th e co- 
ownership with Bain Capital Ventures since 2011 has been instrumental 
not only in terms of better funding, but in terms of shared knowledge, 
experience, and leading market contacts. Th is acquisition from the initial 
parent Webmedia gave the young Estonian company organizational tools 
and choices that helped scalable global marketing of great technological 
capabilities, retained and developed in Estonia, to the very competitive 
US market. Th e acquisition of Danish developer Javeleon tells another 
story of how the value creation improvements via a fi rst partnership 
with Bain Capital Ventures led to new opportunities and business exten-
sions. Th e introduction of LiveRebel shows that, much like Fortumo, 
ZeroTurnaround intends to keep up with market developments and the 
growing expectations of its global clients.  

    Click & Grow Moving Forward with High-Tech 
Plant Growing 

 Around 2009, the advanced technologies for plant growing used by the 
US space agency NASA gave Estonian inventor and entrepreneur Mattias 
Lepp the idea of introducing these smart plant growing technologies to 
ordinary people, who liked to grow fl owers or herbs, but did not have the 
skills, willingness, or patience to take care of these plants on a weekly basis. 
In autumn 2009, he entered the local competition for business ideas called 
‘Ajujaht’ (‘Brainhunt’) sponsored by Enterprise Estonia and several  private 
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 companies. At fi rst, it seemed that the judging panel of entrepreneurs, 
 trainers, and  fi nanciers were sceptical about the concept, but by spring 2010, 
when the competition ended, the idea had become one of the leaders by also 
introducing a working prototype. Ultimately, the idea of a smart fl owerpot 
won the competition and not only received the prize money, but also found 
its fi rst investor during the  mentoring process. A group of Estonian angel 
investors under the name WNB Project gave Click & Grow its fi rst 250,000 
euros allowing it to continue with more serious product development eff orts. 
Mattias Lepp has said in public interviews that it proved to be an extremely 
diffi  cult journey because every possible thing that could go wrong initially 
went wrong. Th ey made numerous bad choices and took the wrong steps 
before getting it right. 

 Finally, Click & Grow started to produce smart fl owerpots in 2011. 
Th e fi rst shipment in autumn 2011 was acquired by a Swedish customer, 
who came to Estonia with cash in hand and demanded the product. 
Such a pull demand was possible because during the development period 
Mattias Lepp engaged in considerable public relations and marketing 
eff orts by sending out press releases and making phone calls to the global 
technology media. Consequently, the Click & Grow smart fl ower pot idea 
received good global media exposure in  TechCrunch, Wired Magazine, 
Fast Company  and even the  New York Times . Th erefore, awareness among 
potential target customers was built in parallel with product development 
long before the fi rst shipments were ready. 

 Th e initial value proposition of Click & Grow was a retail solution 
for high-tech hydroponic plant growing. Th e product is a square plastic 
fl owerpot with a soil and seed cassette inside to which the user needs to 
add couple of AA batteries and some water. Th en in around 2–3 weeks, 
the fl ower or herb (depending on the seeds) sprouts without additional 
care, reaching full size within 2–4 months. Th e Click & Grow fl owerpot 
has been enthusiastically welcomed by home gardeners around the world. 
Th e market is inherently a global niche market of people who enjoy fresh 
fl owers or herbs but are not skilful in nurturing plants. In the Nordic cli-
mate, however, the high-tech solution indicated the need for extra light, 
which is now made available through an LED-based low energy accessory 
that is sold separately for 49 US dollars, the pot with installed cassette 
costs around 79 US dollars. 
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 To improve global marketing and sales, this start-up company also 
established an offi  ce in Palo Alto, California USA. Since autumn 2012, 
the smart fl owerpot has been sold through US retail chain Brookstone in 
addition to using internet-based sales. Th is chain was established in 1973 
and focuses on selling high-quality well-designed products that have not 
yet become widely available. In that segment, Brookstone is one of the 
leading retailers in the world. As such, it is a good channel for retail-
ing such a novel product like the Click & Grow smart fl owerpot. Th e 
fl owerpot has now found owners in more than 40 countries. In 2012, 
the company sold around 90,000 fl owerpots worldwide. Th e expected 
turnover of 6–6.9 million euros should also bring in the company’s fi rst 
profi ts, which are currently unknown. 

 Th e second-generation product has entered the global market as well. 
Th e Smart Herb Garden shipped in January 2014. Th is enhanced prod-
uct has three diff erent herb cassettes in one casing and comes with an 
eye-friendly LED-light as part of the product. It is also a comparatively 
cheaper solution than the initial fl owerpot. For this product the com-
pany used the Kickstarter joint fi nancing portal in the USA, and instead 
of the initial 75,000 US dollars for development works it raised 625,851 
US dollars from 10,477 enthusiasts. In addition to the funding, this 
experience provided valuable feedback from future users in terms of con-
sumer expectations of delivery options, product design, seeds, seedless 
cassette options and so on. According to interviews with Mattias Lepp, 
the market testing and customer feedback before starting the production 
were perhaps even the primary reasons for using Kickstarter. Indeed, 
in terms of raising funds for new product development, the company 
has already been able to get more than 1.5 million euros from various 
 venture capital investors. 

 Th is second-generation solution represents an enhanced value proposi-
tion that has incorporated the lessons learned from the fi rst product into 
a cheaper, more diverse, and technologically upgraded garden with three 
useful herbs or other plants. Such a solution is not entirely unique. Th ere is, 
for example, the Herb:ie pot from the Finnish company Indoor Gardening 
that retails in Estonia for 100–150 euros and looks relatively similar in 
design. Mattias Lepp has explained that Click & Grow’s Smart Herb 
Garden is easier and more economical to use in the home. Its advantage is 
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derived from the use of newer technology that is easier to handle, much less 
noisy, and has a considerable price advantage with prices at just 60 euros. 
At present, the Click & Grow products are produced in the  origin market 
Estonia, but as the global sales volumes increase, outsourcing production to 
some less developed economy might be worth considering. 

 Click & Grow off ers a physical product that has to be shipped, but 
there are similarities with Fortumo and ZeroTurnaround in terms of 
network building and marketing eff orts in the USA. Th e US market is 
indeed one of the primary markets targeted by the company because 
it has a great number of potential customers with suitable purchasing 
power for high-tech design products. Once again, the Estonian origin is 
not exactly hidden in the process, but it is more about establishing a local 
presence in a vital consumer hotspot. 

 Th ere is, however, a diff erent marketing and sales experience from a 
secondary target market, Russia, where Click & Grow opted for door-to- 
door sales eff orts to corporate clients by simply walking in with a product 
presentation. Th is strategy of the personal touch proved successful, but it 
is relatively costly to scale. Th erefore, in comparison with door-to-door 
sales, solid co-operation with a well-known retailer or good availability 
via internet sales channels that indicate a growth trend, are still more 
promising outlets for building global sales. Yet in terms of serving cor-
porate clients, the direct approach might still have potential if it initiates 
bulk purchasing. In general, the Click & Grow smart fl owerpot or herb 
selection pot seems to be among those value propositions that are creat-
ing a lot of positive buzz and interest even among people who might not 
be the direct customers. Table  2.1  off ers a comparison of value creation 
in all three case companies. Th e sales and employment data are provided 
mainly in order to illustrate the growth of these three companies. In 
terms of marketing-based value creation, they are merely indirect proxies 
of user value and/or partnership value that the companies provide. 

 Th e value creation processes reveal that all three companies have global 
aspirations with clear recognition that the US market, as the lead market 
for various technologies, is an important gateway to global customers. 
Th is does not have to be the fi nal consumer, but can be the corporate 
customer, or even a combination of both. Despite the diff erences in their 
business models, all cases outline the importance of partnerships, com-
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munity building, and product/service developments that enhance and 
fi ne-tune the value propositions to partners and customers. Th e three 
companies have devoted considerable eff ort to brand and awareness 
building. In light of the framework presented in Fig.  2.1 , the comparative 
view of the case evidence suggests that technological knowledge needs to 
be supported by appropriate organizational arrangements and partner-
ships in order to achieve suffi  cient scalability and through that enhance 
value creation opportunities. Sometimes this requires equity sharing with 
new experienced partners, whereas on other occasions non-equity net-
working on the basis of mutual benefi ts will do.   

    Discussion 

 Th e case evidence from Fortumo, ZeroTurnaround and Click & Grow 
indicates that the resources of ‘born globals’ have a signifi cant role in 
the value creation process. Even in terms of the traditional resource-
based view (Wernerfelt  1984 ; Barney  1991 ), the case companies have 
relied on unique, valuable and rare technological resources and capa-
bilities. Th is is especially evident in the case of ZeroTurnaround, whose 
Java programming tools are so unique in the industry that several cus-
tomers had to be convinced that such changes are technologically pos-
sible. Th e platforms of Fortumo and Click & Grow off er competitive 
advantages as well. Th e results are also in line with the discussion of 
dynamic capabilities because all three companies have leveraged their 
initial capabilities by off ering additional or enhanced products and ser-
vices on global markets, and these have required a certain amount of 
re-thinking the resource usage. In particular, Fortumo has also ben-
efi ted from scale eff ects. Th is is in line with work by Arend ( 2014 ). All 
three globalizing SMEs have combined advances in information tech-
nology with organizational and marketing developments. Th is pattern 
is in accordance with earlier results by Wiengarten et  al. ( 2013 ) and 
Pertusa-Ortega et al. ( 2010 ). Th e response to market considerations for 
the dynamic capabilities outlined by Wilden et al. ( 2013 ) can be identi-
fi ed as well. All three companies set great importance on the customer 
service considerations, which relate to dynamic capabilities according 
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to Kindström et  al. ( 2013 ). Th e marketing capabilities, investigated 
earlier by Nath et al. ( 2010 ) and Auh and Menguc ( 2009 ), were of spe-
cial focus for the managers in all three case companies, as were market 
diversifi cation and a focused product  portfolio, which also characterize 
all three SMEs. Th e customer base outlined by Westhead et al. ( 2001 ) 
proved to be a valuable resource for all the case companies. 

 All three can be described as ‘born globals’, but Fortumo and 
ZeroTurnaround have at present perhaps slightly more global reach than 
Click & Grow. In accordance with the results of Li et  al. ( 2012 ) and 
Sapienza et  al. ( 2006 ), early internationalization has indeed had a posi-
tive eff ect on the performance of Fortumo and ZeroTurnaround. In the 
case of Click & Grow, the period of operations has been too short to draw 
such a conclusion. All three companies have benefi ted from networking 
and technological knowledge without prior global experience in their par-
ticular industries. However, the distinct strategic focus stressed by Kalinic 
and Forza ( 2012 ) has had a key role as well. Th e proactive advanced rela-
tionship-building capabilities identifi ed by Freeman et  al. ( 2010 ) seem 
to have had an important role in the value creation process for Fortumo. 
Case evidence also supports the fi ndings of Gabrielsson and Gabrielsson 
( 2011 ), Mort et al. ( 2012 ), and Kim et al. ( 2011 ) in regard to the use of 
internet-based channels in combination with personal contacts, customer 
intimacy-based innovative products and services, and advanced customer 
orientation. In line with the results of Rasmussen et al. ( 2012 ), Fortumo 
has also diversifi ed competencies by inviting Gerri Kodres, who has consid-
erable marketing experience in Arab countries and Asia, into the company. 

 Evidence also reveals a strong entrepreneurial, market and learning 
orientation as well as intrinsic development motivation and networking 
interest in all the studied companies. Th is matches the dimensions in 
scale off ered by Dimitratos et al. ( 2012 ). Fortumo, ZeroTurnaround and 
Click & Grow could be seen in accordance with Dimitratos et al. ( 2010 ) 
as ‘global smaller fi rms’ because the US market is indeed the leading mar-
ket in their industries. Th e role of opportunity identifi cation and exploi-
tation in global markets, stressed by Zahra et al. ( 2005 ), has been clearly 
recognized in Fortumo as well as in other case companies. Th e relative 
lack of prior global experience in these companies suggests the possibility 
of the eff ectuation approach introduced by Sarasvathy ( 2001 ), the initial 
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negative experiences with Fortumo’s manager in the USA point to this 
kind of risk-taking and trust pattern. 

 Th e experiences of Fortumo and Click & Grow show that being an 
insider in the relevant networks does indeed help reduce the liability of 
foreignness as was suggested by Hilmersson and Jansson ( 2012 ). In the 
case of Fortumo, extensive networking has already proved to be valuable in 
terms of enhanced performance, which is in line with results by Musteen 
et al. ( 2010 ). Th e network support has also reinforced the scalability of 
value creation processes, especially in Fortumo and in ZeroTurnaround. 
In the latter case, more intensive global sales eff orts started only when 
experienced US venture capital became a strategic partner. Th erefore, 
value creation processes are very intricate.  

    Conclusions and Implications 

 Th e aim of this chapter was to provide a qualitative framework in con-
junction with preliminary case-study evidence about the combined role 
of technological advances and organizational arrangements in the evo-
lution of value creation processes in globalizing SMEs. Th e framework 
of this study focuses on the role of intra-company resources and capa-
bilities, including dynamic capabilities. Th e value creation processes call 
for the alignment of organizational, technological, and market aspects. 
Focal developments relate to increased service-orientation and marketing 
capabilities. Th e company’s value provision is moderated by the speed 
and agility of being born global, entrepreneurial opportunity seeking, 
and having networking skills. Th ese moderators also reinforce the link 
between capabilities and value creating strategies, such as lead market 
presence, customer-intimacy, and various partnerships. Th ese strategies 
facilitate the establishment of a good corporate image, vital contacts, 
and/or scale eff ects enhancing the value provision. 

 Th e case-study analysis of three high-tech globalizing SMEs shows 
that the value creation processes in such companies are based on the 
innovative use of resources and capabilities, including dynamic capa-
bilities, in combination with organizational developments and entrepre-
neurial learning. Entrepreneurial marketing in such companies leverages 
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proactive relationship-building skills as well as the combination of key 
partnerships with the personal hands-on involvement of management 
personnel around the world. Global growth is induced by a strong com-
bination of technological knowledge, marketing networking, and busi-
ness model scalability with extended scope. 

 Th is contribution has certain limitations. Th e three cases presented 
here are perhaps somewhat insuffi  cient for extensive inter-case compari-
son. Th e data collection based on written responses and public informa-
tion does not off er good opportunities for additional clarifi cation and 
might provide an overly narrow understanding of the intricate manage-
ment issues. Th is is a qualitative study with inherently limited potential 
for generalizing the results. However, the approach allows us to inves-
tigate the phenomenon in detail and to gain an in-depth insight into 
the dynamics of value creation that globalizing SMEs face in the global 
expansion process. Th e incorporation of several cases increases the pos-
sibility of discussing the results in a more general context. 

 Th e implications for the theory suggest the need for additional research 
to focus on the dynamics of value creation processes in rapidly interna-
tionalizing small companies. Th is discourse could perhaps benefi t most 
from the combination of dynamic capabilities literature with the network 
approach in an entrepreneurial context. Th ere is considerable overlap 
between entrepreneurship research and the dynamic capabilities discus-
sion within the framework of the resource-based view, while the discus-
sion of motives and capabilities tends often to be detached from network 
and scale-scope considerations, which are also crucial. 

 In terms of implications for public policy, the governments of develop-
ing and post-socialist economies should devote more attention to build-
ing co-operative ties in business promotion with knowledge clusters in 
leading markets. Th ese co-operative connections help start-ups to become 
insiders in key networks. In the long-term perspective, such close connec-
tions might help to improve the image of peripheral countries because of 
strong virtual cluster relations with leading global centres. 

 Th e management implications suggest that global value creation by 
internet-based or mobile channels cannot entirely replace personal face-
to- face contacts. In the case of new market entry or offi  ce establishment 
abroad, managers have to build fi rst-hand network contacts or transfer 
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knowledge by regular longer visits to key locations. Highly internet- 
based software industries and mobile solutions reinforce management 
supported by the frequent mobility of managers. However, even in the 
case of traditional material products, like the fl owerpot of Click & Grow, 
internet-based sales channels and personal networking in lead market 
hotspots seem to gain importance. 

 Future research should address the origin aspect of ‘born globals’ in 
terms of its impact on performance in a more focused manner because 
the majority of high-tech start-ups from Estonia seem to relocate market-
ing and sales to leading markets not only because of the sales potential 
there, but also in order perhaps to gain a better brand image. Th e com-
parative study of low-tech and high-tech globalizing SMEs from emerg-
ing economies could also off er valuable knowledge about the relevance of 
technological knowledge in the rapid globalization of companies.      
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    3   

         Introduction 

 International Entrepreneurship (IE) is inherently a cross-disciplinary 
research fi eld that combines international business and entrepreneurship 
(McDougall and Oviatt  2000 ; Jones et al.  2011 ). Along the conceptual 
developments in its root theories, international opportunities have been 
set in the core of the research fi eld (Oviatt and McDougall  2005 ; Johanson 
and Vahlne  2006 ; Mainela et al.  2014 ). Still, in IE research, the concept of 
international opportunity is used in very diverse ways, as a concept in the 
theoretical frameworks, as a variable in questionnaires or a topic in inter-
view guides, and in conceptualizing and modelling research results. Quite 
a number of variables, such as international, entrepreneurial and learning 
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orientations (Kropp et  al.  2006 ; Jantunen et  al.  2008 ), entrepreneurial 
cognition (Acedo and Jones 2005), networking (Coviello  2006 ; Sullivan 
Mort and Weerawardena  2006 ) and social ties (Ellis  2011 ; Kontinen and 
Ojala  2011 ), have been examined in relation to the establishment, growth 
and success of international new ventures or new international market 
entries. However, only a few explicit defi nitions of the concept of interna-
tional opportunity are provided. Although opportunity focused activities 
are emphasized as central to IE, international opportunity as the subject of 
the activity is only elaborated to a limited extent. Th erefore, we often end 
up wondering what actually is an international opportunity. 

 Entrepreneurship research generally agrees that opportunities are 
about value creation and competitive imperfections (Alvarez and Barney 
 2007 ; Ardichvili et al.  2003 ; Alvarez and Barney  2010 ; Venkataraman 
et al.  2012 ). Value is also a concept that has been for quite some time 
seen as the core of both services (Grönroos  2011 ; Kowalkowski  2011 ) 
and industrial marketing (Möller and Rajala  2007 ; Blocker  2011 ). 
International entrepreneurship research, in turn, seems to have focused 
less attention on the question of value creation in exchange relation-
ships. We, therefore, suggest further attention needs to be focused on 
both the conceptualizations of international opportunities, in general, 
and to the concept of value in relation to international opportunities, 
in particular. 

 In the present study we approach international opportunities in inter-
national entrepreneurship with a focus on value creation activities. Th e 
often implicit conceptualizations of international opportunities provide, 
on the one hand, the possibility of accounting for a great variety of dif-
ferent kinds of opportunities but, on the other hand, also open up a 
danger in studying very diff erent issues under one concept. Th e aim of 
the present study is to support the future development of international 
opportunity focused IE research by examining the origins and nature 
of international opportunities. On this basis we suggest conceptualiza-
tions of international opportunities for future empirical probing. Th e 
research question of the study asks: How are international opportuni-
ties  actualized as a value-creating activity in cross-border contexts? Th is 
allows us to acknowledge the variety of approaches to studying interna-
tional opportunities, which is important for the development of IE as 
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a fi eld focused on international opportunities and opportunity-related 
activities. To facilitate that development we discuss features of entrepre-
neurial opportunities and value-creating activity in IE. 

 Th e contribution of the study is threefold. Firstly, we ground our 
conceptualizations of international opportunities on an analysis of 
the opportunity concept in entrepreneurship research. We believe it 
is a necessary basis for developing a theory-driven conceptualization 
of international opportunities for IE research. We, then, provide an 
overview of approaches to international opportunities in IE. Finally, we 
develop four conceptualizations of the value-creating activity in rela-
tion to international opportunities. We conclude with a discussion of 
the implications of the conceptualizations for the study of international 
opportunities in IE.  

    Understanding International Opportunities 

 In an attempt to create a solid basis for research on international oppor-
tunities, we examine, fi rstly, the concept of opportunity in entrepre-
neurship research. Th is examination is the basis for our overview of the 
approaches to international opportunities in international entrepreneur-
ship and on the following conceptualizations of value-creating interna-
tional opportunities. 

    Debates on Entrepreneurial Opportunities 

 Opportunities are at the heart of entrepreneurship research and it is the 
examination of how, by whom, and with what eff ects opportunities to 
create future goods and services are discovered, evaluated, and exploited 
(Venkataraman  1997 ) that delineates the domain of entrepreneurship 
research (Shane and Venkataraman  2000 ; Shane  2012 ; Venkataraman 
et  al.  2012 ). Opportunities, in the broadest sense, can be defi ned as 
 possibilities to meet a market need through the creative combination of 
resources that yield greater value than what exists at present (Schumpeter 
 1934 ; Kirzner  1973 ). 
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 Th e debate on what constitutes an opportunity is not new as it is rooted 
in the contradicting viewpoints regarding the origins of opportunities that 
are presented in the classical works of Schumpeter ( 1934 ) and Kirzner 
( 1973 ,  1979 ,  1997 ). According to Kirzner a market can never fully reach 
a status of equilibrium, and it is the presence of disequilibria in the form 
of market needs and/or under-utilized resources that leads to the rise 
of opportunities. When an alert individual discovers such a market gap 
before others do, he can create value by exploiting it and (temporarily) 
restore market equilibrium. Schumpeter, in contrast, argues that markets 
tend to be in a state of equilibrium and that disequilibria are created as 
a consequence of entrepreneurial acts (Schumpeter  1934 ). According to 
Schumpeter economies are characterized by continuous development as 
a result of technological and social changes causing a stream of informa-
tion. By acting upon this information entrepreneurs innovate and thus 
create value by upsetting the market equilibrium. Th is process, which 
Schumpeter ( 1934 , p.  83) labels as ‘Creative Destruction’, ‘ incessantly 
revolutionizes the economic structure from within, incessantly destroying the 
old one, incessantly creating a new one’ . 

 Besides disagreement on the nature of opportunities, scholars also have 
diff erent views on who is able to recognize opportunities; three perspec-
tives seem to dominate the debate (Shane  2000 ). Th e fi rst perspective 
includes the neoclassical equilibrium theories (Kihlstrom and Laff ont 
 1979 ) that assume that every individual could recognize every opportu-
nity but that (stable) characteristics of individuals determine who becomes 
an entrepreneur to a greater extent than information about opportunities. 
Th e second perspective, which was developed from psychological theories, 
indicates that entrepreneurship is solely dependent on personal charac-
teristics such as personality (McClelland  1965 ; Rauch and Frese  2007 ). 
Th is view devotes greater attention to the decision to exploit opportunities 
than to the actual recognition of specifi c opportunities. Yet, the psycho-
logical perspective does off er an explanation for the discovery of opportu-
nities (Venkataraman  1997 ): the recognition of opportunities, according 
to this view, is dependent on relative diff erences between individuals in 
terms of their willingness and ability to search for and identify opportu-
nities (Shane and Venkataraman  2000 ). Th e third, an Austrian perspec-
tive is based on the assumptions that not all individuals can  recognize 
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 opportunities, that information about opportunity rather than stable per-
sonal characteristics determine who becomes an entrepreneur, and that 
this process is dependent on factors other than willingness and the ability 
of individuals (Hayek  1945 ). As a whole, the debate on entrepreneurial 
opportunities originated either from economic equilibrium or disequilib-
rium and is recognized by certain types of individuals or the informa-
tion about the opportunity to determine an entrepreneur has made us 
acknowledge the existence of diff erent types of opportunities.  

    Different Types of Opportunities 

 Th ere are some defi nitions of entrepreneurial opportunities that have 
been relied on in IE research. Eckhardt and Shane ( 2003 , p. 336) defi ne 
entrepreneurial opportunities as ‘ situations in which new goods, services, 
raw materials, markets and organizing methods can be introduced through 
the formation of new means, ends, or means - ends relationships’ . Hence, dif-
ferent types of opportunities exist because opportunities occur as a result 
of changes in diff erent parts of the value chain. Some opportunities stem 
from creation of new products or services, some from discovery of new 
geographical markets, some from new raw materials, new methods of 
production, or new ways of organizing. Sarasvathy et al. ( 2003 ), in turn, 
see an entrepreneurial opportunity as consisting primarily of a set of ideas, 
beliefs and actions providing conditions favourable to new value creation. 
Th e defi nitions being to such an extent diff erent and quite abstract, the 
conceptual vagueness and the resulting measurement diffi  culties might be 
the reason for the scarcity of empirical research on the origins and nature 
of international opportunities. Here we diff erentiate fi rstly between 
opportunities according to whether they are centred on innovation or 
arbitrage (Andersson et al.  2005 ; Autio  2005 ; Anokhin et al.  2011 ) creat-
ing primarily Schumpeterian or Kirznerian opportunities. 

 Some approaches emphasize innovation opportunities opened up by 
the discovery of new means-ends relationships and others arbitrage types 
of opportunities created by market ineffi  ciencies (see Eckhardt and Shane 
 2003 ; Zander  2007 ; Anokhin et al.  2011 ). Th e fi rst type of opportunity 
focuses on value creation with an idea of a new venture that through 
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innovative bundling of resources brings new economic value (Davidsson 
 2003 ; Eckhardt and Shane  2003 ). Th ese can be seen as equilibrium- 
based venture opportunities that through creative destruction move 
markets towards disequilibrium when entrepreneurs invent new solu-
tions (Schumpeter  1934 ). Arbitrage opportunities, in turn, arise out of 
failure of the market mechanism to acknowledge changes in supply and 
demand. Consistent with Kirznerian view on entrepreneurship, they are 
open to alert individuals who create value by perceiving existing market 
ineffi  ciencies (Kirzner  1997 ; Eckhardt and Shane  2003 ; Kirzner  2009 ; 
Anokhin et al.  2011 ). Arbitrage opportunities are disequilibrium-based 
profi t opportunities, which can be seen to move markets towards equilib-
rium (Autio  2005 ; Anokhin et al.  2011 ). 

 While authors diff er in opinion on what actually constitutes an oppor-
tunity and who is able to recognize them, there seems to be agreement in 
the literature that opportunities do not appear in a prepackaged form but 
begin as rather shapeless ideas about a latent market need or about under- 
utilized resources that needs to be developed over time (Kirzner  1997 ; 
Venkataraman  1997 ; Zahra et al.  2000 ; Ardichvili et al.  2003 ; Wakkee 
and van der Sijde  2010 ; Davidsson  2015 ). Entrepreneurs and entrepre-
neurial ventures play a critical role in the realization of the value potential 
of opportunities. Without their actions opportunities cannot come into 
existence. In fact, the presence of an opportunity can only really be estab-
lished with hindsight as it is only then possible to determine whether 
value was indeed created as a result of the introduced combination (Klein 
 2008 ; Venkataraman et al.  2012 ).  

    The Nature of Opportunity Emergence 

 Th e entrepreneurial opportunity-centred activities (see Short et al.  2010 ) 
might be seen to involve a rational process of organizing information in 
order to construct a strategic business concept (e.g. Ireland et al.  2003 ), 
gathering and interpretation of information in order to fi nd  market 
or technology gaps (e.g. Cohen and Winn  2007 ), and as one of the 
activities through which a new international venture is organized (e.g. 
Davidsson et al.  2006 ). Alvarez and Barney ( 2007 ,  2010 ) saw most of 
the entrepreneurship research assume opportunities to exist as  objective 
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phenomena waiting to be discovered and exploited. An entrepreneur 
is to use whatever data collection techniques exist and whatever strate-
gies are required to recognize and exploit the opportunity before others 
(Shane  2012 ). Alternatively, opportunities are not found but constructed 
and transformed along the way and manifested in the entrepreneurial 
activity. Instead of searching and analysing how entrepreneurs act, it 
should be observed how customers and markets respond to their actions 
(Venkataraman et al.  2012 ). Various authors have tried to reconcile this 
divide. Indeed, many entrepreneurship scholars have acknowledged that 
in practice both objective and subjective opportunities may be observable 
(Short et al.  2010 ). Renko et al. ( 2012 ) go one step further and argue 
that both objective and subjective characteristics can be present within 
the same opportunity. In their model they do so by emphasizing the pro-
cessual nature of opportunity recognition, as well as the importance of 
market conditions in addition to the entrepreneur’s search mode. 

 Ardichvili et al. ( 2003 ) describe three diff erent ways through which ideas 
can be shaped into opportunities, much in a similar vein as was done by 
Sarasvathy et al. ( 2003 ). First opportunity  perception  can be described as 
the process by which opportunities are observed in the local environment. 
Th is is similar to allocative opportunities, which Sarasvathy et al. ( 2003 ) 
defi ne as any possibilities of putting resources to better use. In this situation 
both supply and demand exist but an entrepreneur needs to recognize the 
opportunity to put them together in a new venture. Th us, known resources 
are matched with identifi ed needs to form businesses that can create and 
deliver value (Ardichvili et al.  2003 ). An example of an entrepreneur per-
ceiving an opportunity would be the case of the German entrepreneur who 
realized that unused and depreciated army barracks left behind by the US 
army would create value if turned into a university campus. 

 Th e second way is the  discovery  of opportunities. According to 
Ardichvili et  al. ( 2003 ) opportunities are discovered when an individ-
ual notices a potential for improving the fi t between market needs and 
available resources. In opportunity discovery either supply (solution) or 
demand (problem) needs to be discovered. Examples of such opportu-
nity discovery include the exporting of existing goods to countries where 
these are not yet available and the application of an existing product in a 
new domain (e.g. the introduction of Viagra). Th us, discovery is needed 
in situations where either supply or demand does not exist and economic 
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invention is needed before business can be created (Sarasvathy et al.  2003 ). 
Th e ideas of both perception and discovery are more easily connected to 
Kirzner’s perspective of opportunities as they build on the notion of exist-
ing market gaps and the presence of a window of opportunity. 

 Th e third way by which opportunities can be recognized is labelled as 
 creation  (Ardichvili et al.  2003 ). Opportunity creation involves redirect-
ing or recombining resources in order to create and deliver value superior 
to that currently available. Creation may go well beyond adjustment of 
current matches of resources and needs and may even lead to dramatic 
restructuring of an existing business or ‘radical innovation’ (p. 111). In 
Sarasvathy et al.’s ( 2003 ) typology, creative view is connected with true 
uncertainty where neither supply nor demand exists and the future is 
unknowable. Th en we need to understand the process through which 
diff erent actors interact to operationalize their vague and unformed aspi-
rations into concrete products or services. As such opportunity creation 
is most closely connected to Schumpeter’s ideas about what opportunities 
really are. As shown by Shane ( 2000 ) technological innovation is often 
the starting point of opportunity creation. Yet, as with perception and 
discovery the opportunity is not created in a fi nal form. In Shane’s ( 2000 ) 
example one technology gave rise to at least eight diff erent kinds of busi-
ness opportunities of which four were followed through. 

 Since the present study focuses on the type and nature of entrepre-
neurial opportunities that are at the heart of global start-ups or other 
international new ventures a key question that needs to be addressed is 
what makes an opportunity an international or even a global opportu-
nity. We rely here on Ellis ( 2011 , p. 101) who defi ned an opportunity as 
international when it involves ‘ the chance to conduct exchange with new 
partners in new foreign market’  which actually leads to ‘ the formation of a 
new international exchange relationship ’. Following on from the view that 
entrepreneurship entails the introduction of novelty value he  furthermore 
asserts that it is not important what type of exchange partner is involved 
but whether the ‘ exchange - venture itself is unprecedented ’. In the following 
overview of previous research on international opportunities we use the 
above analysis of the opportunity concept in entrepreneurship research as 
a sensitizing framework to delineate approaches to international oppor-
tunities in IE research.   
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    Approaches to Value-Creating Opportunities 
in International Entrepreneurship Research 

 Below we provide an overview of IE research on the internationality of 
opportunities that we consider to diff er in terms of their primary views of 
value-creating opportunities and the related activities. 

    Value-Creating Opportunities in INV Establishment 

 To a large extent, IE is seen to be about the formation and development 
of organizations that are international from inception on the basis of an 
‘ ability to discover and take advantage of business opportunities in multiple 
countries’  (Oviatt and McDougall  1994 , p. 46). Crossing the border, i.e. 
acting internationally, is part of the value-creating activity of the ventures 
from their inception. 

 Early on, McDougall et  al. ( 1994 ) suggested the need to combine 
Kirznerian entrepreneurship theory with the resource-based view to 
understand International New Venture (INV) formation on the basis of 
international opportunity recognition. Autio et al. ( 2000 ) saw pursuit of 
international opportunities to be the core of entrepreneurial activity and 
aimed to defi ne the resources and capabilities critical to realizing identifi ed 
opportunities as internationally growing ventures. Later Sapienza et  al. 
( 2006 ) illustrate the potential risks of early internationalization in terms of 
long-term success. Alertness to opportunities and identifi cation of value-
creating opportunities across national borders are core INV capabilities 
(Kuemmerle  2002 ; Evangelista  2005 ; Isenberg  2008 ; Karra et al.  2008 ; 
Muzychenko  2008 ). Th e perception of the availability of opportunities is 
a determinant of the type of the established fi rm but success is primarily a 
question of value creation to customers (Sequeira et al.  2009 ). 

 Acs et al. ( 2001 , p. 239) see internationally operating fi rms as ‘ vehicles 
for internationalizing Schumpeterian creative destruction’  through the use 
of resources and capabilities to capture innovation-based opportunities. 
Th e capabilities and routines for innovating, as such, seem connected with 
INV success (Knight and Cavusgil  2004 ; Andersson and Evers  2015 ) but 
also the characteristics of the markets infl uence the strategic activities in 
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value capture through INVs (Park and Bae  2004 ). Critical decisions are 
made with respect to the number of value chain activities co-ordinated 
across countries, for example (Oviatt and McDougall  1994 ; Park and Bae 
 2004 ), and the novel combinations of resources across borders are inte-
gral to a venture’s capability to create value (Di Gregorio et al.  2008 ). Di 
Gregorio et al. ( 2008 ) diff erentiate international venture opportunities 
on the basis of whether they focus on value creation by combining mar-
kets across borders or resources across borders. Value-creating venturing 
may also require both the discovery of market arbitrage and innovative 
new resource combination (Matthews and Zander  2007 ; Di Gregorio 
et al.  2008 ; Zahra et al.  2011 ). Overall, the question is about interna-
tional opportunities as possibilities to combine dispersed knowledge or 
latent resources into value creating INVs.  

    Opportunities for Value Capture Through 
Internationalization 

 Another approach to international opportunities in IE research focuses 
on capture of value through international market entry. Th is views oppor-
tunities to exist in the foreign markets and fi rms to be advantageous and 
defi cient to varying degrees, in the development of those opportuni-
ties and related value capture. Th e management should have resources, 
time and competence to analyse and exploit international opportunities 
(Karagozoglu and Lindell  1998 ; Preece et al.  1998 ; Shaw and Darroch 
 2004 ), which are the starting point for the attempts of value capture 
through internationalization (e.g. Oviatt and McDougall  2005 ; Kontinen 
and Ojala  2011 ). Dana et al. ( 2009 ) defi ne entrepreneurs on the basis of 
their being reactive or opportunity seeking and see the triggers of inter-
nationalization as diff ering on that basis. International entrepreneurship 
is not primarily a question of the establishment or emergence of the ven-
ture but of value creation and value exchange activities to see and exploit 
opportunities in foreign markets (Chandra et al.  2012 ; Dimitratos et al. 
 2012 ). Indeed similar arguments are posited by Andersson and Evers 
( 2015 ) who argue that dynamic capabilities like managerial cognition, 
and social and human capital enable managers to recognize international 
opportunities and create value from these. 
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 Common to these studies is that they emphasize multi-disciplinary 
frameworks in explaining internationalization. Crick and Jones ( 2000 ) 
note the importance of research at the entrepreneurship, marketing, and 
internationalization interfaces. Crick et al. ( 2001 ) state the need for more 
holistic approaches to entrepreneurial internationalization and add eth-
nicity as a determinant of structures and exploitation of opportunities. 
Ibeh ( 2003 ) combines ideas from entrepreneurship, exporting, and con-
tingency literatures to examine the export activity of small fi rms. Crick 
and Spence (2005) again emphasize holistic explanations of entrepre-
neurial internationalization and add serendipity as a possible determi-
nant of the activities (see also Spence and Crick  2006 ). Proactiveness 
is the element of entrepreneurial orientation that is often connected to 
perception of opportunities for value creation and appropriation in for-
eign markets (e.g. Pla-Barber and Escribá-Esteve  2006 ; Acedo and Jones 
 2007 ; Jantunen et al.  2008 ; Kocak and Abimbola  2009 ; Dimitratos et al. 
 2010 ; Zhou et al.  2010 ). 

 Overall, these studies emphasize discovered arbitrage opportunities 
in foreign markets. Regarding international opportunity the question 
is about being able to recognize a need for the company’s products or 
services in foreign markets. Th e studies are primarily about the proac-
tive and risk-seeking mindsets, orientations, and strategies of fi rms that 
exchange goods and services across borders. Th e studies highlight the 
potential of the discovered arbitrage to provide growth opportunities or 
new international markets, in general, for a fi rm. International entry is 
seen as an entrepreneurial act to create value by exploiting foreign market 
opportunities.  

    Social Construction of Value in Entrepreneurial 
and Internationalization Processes 

 A group of studies sees international opportunities as the result of sense 
making and enactment of a variety of actors embedded in diff erent con-
texts and infl uenced by dynamic social situations. Accordingly, every 
opportunity can be seen to be enacted by individuals in their specifi c 
social, cultural, and institutional setting (Baker et  al.  2005 ), which 
makes opportunities evolve in a cognitive process (Zahra et al.  2005 ). 
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Value- creating opportunity is not to be recognized as such and value is 
not to be appropriated but value creation takes place by experiment-
ing and learning (McGaughey  2007 ; Mainela and Puhakka 2009). 
Importantly, the newness value is relative because what is original in 
one context might be well established in another (Baker et  al.  2005 ). 
Th erefore, value-creating opportunity emerges only over its generation 
and use in a particular context (Zahra et al.  2005 ). 

 International opportunities can also be seen primarily as action- and 
interaction- based makings in the internationalization of fi rms (Hohenthal 
et  al.  2003 ; Johanson and Vahlne  2006 ,  2009 ). Th ey are a kind of a 
by-product from the interactive internationalization activities (Fletcher 
 2004 ; Schweizer et al.  2010 ). Chandra and Coviello ( 2010 ) emphasize 
co-designing, co-innovating, co-distributing and even co-consuming and 
Kauppinen and Juho ( 2012 ) co-learning to co-create value in the inter-
nationalization activities. Value-creating international opportunities are a 
question of cross-border interactions and responding to the unexpected 
in the relationship context. 

 To conclude, we see the prior research as rich in insights that could 
enhance our study of international opportunities and opportunity-related 
activities which, however, lack an in-depth and theory-driven conceptu-
alization of international opportunities. We outline a conceptualization 
grounding it on the presented analysis of the opportunity concept in 
entrepreneurship research and the above overview of IE research on inter-
national opportunities.   

    Conceptualizations of International 
Opportunities 

 We utilize the insights from our examination of the concept of oppor-
tunity and international opportunities in extant research to develop four 
conceptualizations of international opportunities. Th e conceptualiza-
tions are diff erentiated on the dimensions of type and nature of opportu-
nity. On one hand, we diff erentiate international venture opportunities, 
that focus on the emergence of a new venture, and international market 
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 opportunities, that focus on the needs for a fi rm’s off erings in new  country 
markets. In the case of venture opportunities, internationalization is based 
on innovative cross-border resource combinations, and this combination 
is the basis for international new venture establishment (Autio  2005 ). 
Th is is related to the Schumpeterian view on opportunities that focuses 
on creative destruction as a basis for value creation (Schumpeter  1934 ; 
see also Autio  2005 ; Zahra  2005 ). Venture opportunity means creation 
and delivery of value to stakeholders in prospective ventures (Ardichvili 
et al.  2003 ). In the case of market opportunity, the home base is primarily 
for value-creation activities but opportunities arise in the form of unsat-
isfi ed needs and demand in foreign markets (Autio  2005 ). International 
entrepreneurs and fi rms are alert to these market opportunities because 
of their skills to acquire, interpret, and use dispersed international market 
information consistent with Kirznerian opportunities (Kirzner  1973 ; see 
also Autio  2005 ; Zahra  2005 ). 

 On the other hand, international opportunities diff er on the basis 
of their inherent nature. Th ey can be seen to exist independently of an 
actor’s perception of them and to be of an objective, observable nature 
or to be created as a result of an actor’s actions and to be of a subjective 
nature (Alvarez and Barney  2007 ; cf. found vs. made opportunities in 
Ardichvili et al.  2003 ). Objective opportunities are concrete things to be 
recognized whereas subjective opportunities are processes to be actualized 
(cf. Sarasvathy et al.  2003 ; Shane  2012 ). Both objective and subjective 
opportunities are a result of competitive imperfections but the imper-
fections are seen as being of exogenous origin in the fi rst case and the 
result of an actor’s action and enactment in the latter case. Objective 
 opportunities are searched for, recognized and exploited by alert entre-
preneurs who can collect enough information to anticipate the possible 
outcomes of their actions and estimate and carry the risks related to the 
situation. Subjective opportunities are the result of action taken by entre-
preneurs to enact opportunities as social constructions, in a genuinely 
uncertain sense-making situation where information to defi ne possible 
outcomes does not exist (Venkataraman et al.  2012 ). Th rough these two 
dimensions we can deduce possible conceptualizations of international 
opportunities (see Fig.  3.1 ).

3 International Opportunities and Value Creation... 67



   In the case of objective venture opportunities, value creation is based 
on the need for innovative cross-border resource combinations (Shane 
 2012 ). Th is combination is the basis for international new venture estab-
lishment (Autio  2005 ). Value-creating opportunities are opened by the 
creation of new means, ends, or means-ends relationships by combining 
goods, services, raw material, markets, and organizing methods across 
borders such a way that it brings newness value and novelty to the inter-
national marketplace (Shane and Venkataraman  2000 ; Eckhardt and 
Shane  2003 ). Th ese opportunities take the shape of a new venture, but 
not necessarily a new fi rm; they are extensions or changes to the exist-
ing businesses but may operate besides existing businesses as new market 
entrants (cf. Anokhin et al.  2011 ). Th e purpose of IE from this perspec-
tive is to create value by revitalizing and renewing the international econ-
omy by breaking old routines and patterns by introducing international 
new ventures. 

 In the case of objective market opportunities, the home base is pri-
marily for value-creation activities but opportunities arise in the form 

  Fig. 3.1    Different conceptualizations of value-creating international 
oppor tunities       
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of unsatisfi ed needs and demand in international markets (Autio  2005 ). 
Arbitrage is a situation in which  ‘the ends that the decision maker is try-
ing to achieve and the means that the decision maker will employ are given’  
(Eckhardt and Shane  2003 ). Often arbitrage takes the shape of a new 
market. Central to the opportunity actualization is the alertness of inter-
national entrepreneurs to the information cues of possible market ineffi  -
ciencies. Still, value creation and capture is not simple, because perceiving 
an opportunity calls for a creative insight (cf. Kirzner  1997 ) to combine 
the wealth of information at hand in a meaningful way. Were it only a 
matter of organizing information, everyone would be able to identify 
arbitrage opportunities. However, it is entrepreneurs who are specifi cally 
good at spotting opportunities based on dispersed information found in 
the environment. Th e role of entrepreneurs is not to break the existing 
patterns and create novelty but to work out how to combine the snippets 
of information to come up with a viable and profi table solution. 

 Th e subjective-venture conceptualization sees international opportu-
nities as social constructions between people, organizations, artifacts and 
the cross-border environment, and defi nes international opportunity to 
be a creative process of generating new alternative venture ideas in the 
global business landscape (see Hills et al.  1999 ). International entrepre-
neurs are not able to acknowledge and process all information available in 
a situation (Fletcher  2004 ). Instead they use the parts they deem salient 
and ignore the rest. Th rough social processing they create their own ver-
sions of reality (Klein  2008 ; Venkataraman et  al.  2012 ) based on the 
knowledge they possess and the social situation that prevails in that par-
ticular problem-solving situation (Baker and Nelson  2005 ). Opportunity 
creation is more about creating meaning in an ambiguous situation than 
reaching a decision grounded on information within a confi ned deci-
sion space (Sarasvathy  2001 ). Th us, international entrepreneurs create 
the opportunity rather than select it. Th is involves eff orts in thinking of 
the business from a diff erent viewpoint, one that emerges through social 
dialogue with others and may result in totally new business models and 
value creation logics. 

 Th e subjective-market conceptualization conceives that in order for 
an opportunity to carry value and potential, a certain level of mutual 
understanding must be created among the partners in the opportunity. 
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Th us, a subjective market opportunity is a collaborative activity between 
entrepreneurs, professionals, customers, and other involved parties. Th e 
created opportunity must be mutually interesting and attractive in order 
to be valuable (Downing  2005 ; Fletcher  2006 ; Holt  2008 ). Th e entre-
preneur, or an entrepreneurial fi rm, in this sense acts as an integrator 
of emerging objects and information by collaborating, persuading, and 
creating a shared future vision (Johanson and Vahlne  2009 ; Wood and 
McKinley  2010 ). Th e core capability in relation to value-creating oppor-
tunities is the one of engaging others. Th e primary activity is boundary 
work (cf. Lindgren and Packendorff   2009 ) involving breaking existing 
patterns and deviating from the taken-for-granted reality. Th is involves 
infl uence over others and including others into the process (Schweizer 
et al.  2010 ). Th e opportunity process is unplanned and constituted by 
interactions (e.g. Van de Ven and Engleman  2004 ). Opportunities are 
generated by the actions, reactions, and enactments of entrepreneurs 
exploring ways to produce new economic value.  

    Discussion and Implications 

 Th e study concludes by discussing the implications of the conceptualiza-
tions of international opportunities as diff erent modes of value creation. 
We would like to suggest that the value creation logics in international 
opportunities diff er by internal versus external focus. Th e primary value- 
creating activity is directed either internally to organize diverse ventur-
ing activities or externally in anticipation of unmet customer needs. 
Th e logics also diff er by existence as a thing versus creation as a process 
 circumscribing the activity of opportunity actualization. Th e value-cre-
ating opportunities come up either in observable and objective models 
or as access to participation in a dialogue. Th ese views give rise to both 
research and managerial implications. 

 ‘Th e new resource combination for international venture establish-
ment’ type of a conceptualization sets the new venture as the primary 
vehicle for collecting and transmitting value to stakeholders. In research, 
the international opportunity is concretized in a venture that brings 
together the globally spread value-generating resources, skills and capa-
bilities within a new business entity. For example, new technologies 
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can be found in Europe, manufacturing know-how in Asia, marketing 
expertise in the USA, and primary markets in China (cf. Oviatt and 
McDougall  1994 ). Th e international opportunity focused research might 
be advanced through wider problematization of the types of resources 
and capabilities and, in particular, the ways they are combined in the 
organizing of the venture’s value-creating activities. 

 Th is conceptualization might acknowledge that the new venture is 
about internally organizing for the benefi t of customers, but often it 
is also about international business scaling in order to serve the expec-
tations of the venture’s other stakeholders. In such cases the entre-
preneurial team has to meet the interests of many stakeholders. For 
example, the right to exploit an innovative technology may be a start-
ing point for international business. But to build a viable business, 
the entrepreneurial team may also need to organize adequate funding, 
industrial manufacturing, local understanding of customers, as well 
as essential services (e.g. legal, logistics). Furthermore, in order for an 
international opportunity to be a profi table investment, the venture 
often must be able to scale up the business to such a level that it cor-
responds to the expectations of return. 

 ‘Th e recognized supply-demand ineffi  ciency in foreign markets’ type of 
conceptualization sets the market external to the entrepreneurial venture 
at the forefront of the value-creating activity. Th e value capture is depen-
dent on the entrepreneur’s and the fi rm’s ability to grasp the opportunity 
that may emerge unexpectedly and require a quick response (Hohenthal 
et al.  2003 ). In research, the attention could be centred on the strategies 
of coping with and initiating change in own activity for the purposes of 
value capture in foreign markets. Th e focus is not on the organizing of the 
activities of the venture as a value-creating opportunity, as it was above, 
but on the skills and processes that allow for fl exible acting in response 
to opportunity emergence regardless of the often unknown contexts and 
lack of resources. Th e international opportunity focused research could 
be advanced through further study of the processes of awareness and 
choice under the uncertainties of foreign markets. 

 Th is conceptualization suggests that managers need to be active in the 
markets and open to possibilities emerging without well-made plan or 
careful preparation. Th e key to value capture in international markets 
might be the practice that keeps people sensing, interpreting and acting 
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upon  variety of information and knowledge cues. Such information is 
not easily obtainable as it is not in a logical and fi nalized form. Instead 
it is typically scattered here and there in people’s experiences and views 
and it is also culturally ambiguous. Creating value does not build on the 
company and its products and services as such, but on the practices to dig 
out and interpret customer needs (Rasmussen and Tanev  2015 ). 

 ‘Th e venture idea to be constructed as an international new venture’ 
type of conceptualization draws attention to the socially embedded but 
internally focused creative process by the entrepreneur or the entrepre-
neurial team. Here, an international opportunity is not an instrumental 
starting point for business, as it was in the above types, but it is a fl exible 
construct that takes its form over an embedding into the business con-
text in question. Value is seen as culturally and socially determined and 
multi-cultural knowledge is a key determinant of the organizing of the 
value-creating activities of the emerging venture (Muzychenko  2008 ). 
Th erefore, the value creating opportunities are not to be found, but they 
are socially constructed in a process of meaning building. Th e subject 
of examination of the international opportunity focused research could 
be the process in which a venture idea is signifi ed as a basis for a value- 
creating venture in a particular business setting. 

 According to this conceptualization managers need to expose them-
selves to multi-cultural learning and experimenting processes, which are 
the key to turning their ideas into value-creating venture opportunities 
in diff erent contexts. Central is the belief that, if you do not start the 
journey owing to the fact that there is no certainty in the future, then 
opportunity  cannot be created. Th e idea is repeatedly outlined and tested 
in context and the mistakes are the basis for learning and taken as feed-
back that allow for modifi cations of the opportunity. Th e focus is on the 
abilities to create dialogue across borders, get feedback, learn quickly, and 
be fl exible to change direction when the opportunity initially envisaged 
turns out to be unlikely to create value in the particular social context. In 
many ways, this resembles the process that Rasmussen and Tanev ( 2015 ) 
have labelled lean global start-up, where fi rms seamlessly synergize their 
global and lean product or opportunity development activities. 

 ‘Th e international market to be interactively enacted’ type of concep-
tualization stresses the interactive spheres external to the venture and 
the entrepreneurial team necessary for the value-creating opportunity 
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processes. Value is conceived by the interacting parties in a process of 
joint activities. In the international entrepreneurial setting the question 
is about the practices that allow the parties with diff erent backgrounds 
to create a common space for interaction, where it is possible to fi nd 
shared interests and mutually satisfying solutions. In research, at the core 
is the interaction and its production of common interests (Johanson and 
Vahlne  2009 ). Th e market with identifi able customers and co-operation 
partners is created by the processes of exchange instead of being ready 
to be approached and served. Th e conceptualization calls for examina-
tion of value-creating international opportunities as evolving in-between 
entrepreneurs and their fi rms and the counterparts involved in the joint 
enactment that may concern single country markets or whole industries. 

 Here managers might be asked to open their ideas to others, to allow 
their views to intertwine with the views of their counterparts and to share 
from their experiences, to achieve both novelty and wider infl uence in the 
markets. Th e entrepreneurial team has to get into situations where it can 
interact with a variety of other actors, often people they do not know and 
with whom they might initially have very little in common. It is precisely 
this crossing of diversity and appreciative interaction that has the poten-
tial for the emergence of mutually value-creating opportunities. A company 
can have products and services with newness value, well-functioning pro-
duction, patient fi nancing, and a technologically and operationally capable 
management team, but the active and open-minded membership in inter-
national networks creates the most value potential. 

 Finally, it is to be noted that international opportunities are dynamic 
and they take diff erent forms over time. Simultaneously we need to 
acknowledge that the value-creating activity related to diff erent kinds of 
international opportunities needs to change over time.      
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         Introduction 

 Creation of value and international growth is a permanent challenge for 
enterprises; not only for large and established ones, but also for small and 
medium-sized enterprises (SMEs) or newly established start-ups. Market 
liberalization at home and the rapidly changing global business environ-
ment have forced small and medium emerging-market fi rms to radi-
cally change their growth strategies by focusing on  internationalization. 
Export remains the initial and most widely used entry mode to foreign 
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markets, often supported by national policies. As a consequence, the 
number of fi rst-time exporters originating from European emerging mar-
kets has increased. 

 In this chapter we study the value creation of new exporters from 
a small European emerging market. Small fi rms from small emerging 
economies off er a great opportunity for examining new approaches to 
internationalization and testing existing models of internationalization. 
Th e liability of smallness is undoubtedly the fi rst important incentive for 
internationalization, yet transition, rapid economic and social develop-
ment, liberalization, integration, and EU accession set a new context for 
value creation. Not only in terms of trade volume and share of enterprises 
operating abroad, but foremost in ways and patterns of internationaliza-
tion developed by enterprises in this new context. Firms (of every size) 
internationalize more rapidly and in a more complex way. Firms from 
Central and Eastern European countries (CEEC)/new EU member states 
that enter internationalization much later than fi rms originating from 
other small European states highlight many of these changes. Th e eco-
nomic growth of Slovenia, which is closely examined in this study, has 
always depended on exports, representing a majority share of GDP. 1  Yet 
the composition of export stock has changed due to a variety of rea-
sons. For instance, large and established enterprises had to reorient their 
markets after transition and independence, but have lost their dominant 
share of total exports in the last decade (in particular after global eco-
nomic crises). New exporters, mainly fi rst time internationalizing SMEs 
developed several new patterns of international growth. Th e success of 
fi rst-time internationalization, however, is far from guaranteed: failure 
rates in this process have remained high, which calls for a critical exam-
ination of internationalization strategies. Many empirical studies (e.g. 
Eaton et al.  2008 , Cadot et al. 2   2010 ) fi nd that many new exporters do 
not succeed in maintaining or improving the value creation from their 
export fl ows, and some have to even close down completely. 

1   Th e average value of Slovenian exports of goods and services as a percentage of GDP from 1990 
to 2015 was over 60 % with a  minumum of 47  %  in 1999  and a  maximum of 90.76  %  in 1990 . 
2   Cadot et al. ( 2010 ) show that less than 20 % of newly formed trade relationships survive more 
than a year and examine the specifi c characteristics needed for survival. 
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 Th e chapter aims to present the behaviour of new exporters and the 
consequences of early diversifi cation in international growth. It sums up 
the research on exports and newly born exporters in the manufacturing 
sector of Slovenia, a highly internationalized and export-oriented country 
that during transition and the EU integration process experienced rapid 
changes in its internal and external business environment. Th e analysis 
covers the period 1994–2010. We analyse how diverse their strategies and 
patterns of international growth are and which strategies are more ben-
efi cial for fi rm performance. Th e analysis shows how many new exporters 
succeed in creating value and growing continuously, and how many fail 
to survive and stop exporting. Next, we examine their performance and 
the determinants of good export performance. We explore the diff erences 
between the successfully performing new exporters and unsuccessful new 
exporters, and compare their export strategies. We monitor the continu-
ity of exports and focus on the degree of diversifi cation. We look at both 
geographical spread and diversifi cation in terms of product portfolio and 
compare fi rms’ number of export destinations and exported product vari-
eties over time.  

    Theoretical and Empirical Evidence 

 While the question  why  to internationalize became a rhetorical one for 
most enterprises, the questions  where, when  and  how  to grow interna-
tionally remain as challenging as they used to be in the past in spite of a 
greater understanding of international markets. 

 Traditional internationalization models (Johanson and Vahlne  1977 ) 
emphasized a gradual and sequential approach according to (geograph-
ical, historical, and cultural) proximity. Entering a foreign market in 
a sequential way (from geographically closer to more distant markets) 
and gradually increasing the number of products off ered, in addition 
to analysing costs and risks involved in market/product diversifi cation 
and gathering knowledge was recognized as the dominant formula for 
value creation. Th e majority of fi rms focused on the home market and 
variability across fi rms regarding the extent of export involvement is 
signifi cant (Eaton et al.  2004 ). Furthermore, according to the research 
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on French manufacturing fi rms by Eaton et al. ( 2004 ), the number of 
fi rms  selling to multiple export markets diminishes quickly and the 
variation of export volume across export destinations can primarily be 
explained by the number of exporters present there (extensive margin), 
rather than the amount each existing exporter sells (intensive margin). 
Bernard et al. ( 2003 , 2004,  2010 ) used North American fi rm-level data 
and demonstrate that the majority of fi rms export only one product 
to one market, while there are less than 12 % of those exporting fi ve 
or more products to fi ve or more markets. Eaton et  al. ( 2008 ) show 
that new exporters are typically small and start with only one export 
market. Further they demonstrate (Eaton et  al.  2010 ) that over half 
the variation across fi rms in export market entry can be attributed to 
productivity diff erences. Th ey also reveal that the number of exporters 
increases systematically with export market size, that sales distributions 
are similar across markets of very diff erent size and extent of participa-
tion, and that average domestic revenues rise systematically with fi rms 
selling to less popular markets and to a larger number of markets. A 
model of sequential exporting is often supported by research. Albornoz 
et  al. ( 2010 ) divide successful fi rms from others and note that they 
grow on both the intensive and extensive margins  – fi rms typically 
start exporting small volumes to a single country, while many fi rms 
cease exporting at some point. Another examination of the dynamics 
of product varieties shows that varieties are added and removed from 
the export product portfolio, but there are fi rm and product specifi c 
characteristics that have an eff ect on the probability of survival (Görg 
et al.  2008 ). Analysing fi rm-level data in China, Manova and Zhang 
( 2009 ) fi nd that around 40–50 % of trade-volume expansion can be 
attributed to  incumbent traders deepening their existing relation-
ships; the rest depends on new expansions along both intensive and 
extensive margins and possibly by new fi rms. Also for Slovenian data, 
Burger et al. ( 2008 ) demonstrate temporary learning by exporting and 
Damijan et  al. ( 2011 ) show that most new exporters start with one 
product and one market, and remain focused exporters for about six 
years after  initial exporting. 

 A more recent strand of literature explores spatial patterns of export-
ing and incorporates network externalities that arise from a fi rm’s existing 
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web of export contacts and/or from other fi rms exporting to the same 
(or similar) destination. A revisited Uppsala model (Johanson and 
Vahlne  2009 ) also sees the business environment as a web of relation-
ships, where partners need to develop trust and knowledge. A number of 
studies emphasize the importance of relationships in the internationaliza-
tion process (Bonaccorsi  1992 ; Erramilli and Rao  1990 ; Majkgård and 
Sharma  1998 ) as these infl uence contact and entry decisions. However, 
imperfectly informed fi rms discover the level of their profi tability only 
after entering an export market (Albornoz et  al.  2010 ). Assuming that 
profi tability is correlated over time and across destinations, the model of 
Albornoz et al. ( 2010 ) predicts that fi rms will sequentially enter markets 
similar to the countries they are already present in. Firms can acquire new 
contacts and enter an export market both at random and through their 
network of existing contacts (Chaney  2011 ). Th e network externality cre-
ates an increased probability of a fi rm acquiring a contact in a new market 
and aggregating trade fl ows between the potential destination country 
and any other active export market of the fi rm. Th e recent stream of lit-
erature on ‘global value chains’ (Baldwin  2012 ) also supports these views. 
Th e capacity of the value creation largely depends on integration into 
global value chains. 

 A stream of literature on ‘born globals’ that developed over the last 
two decades did not reject the advantages of the gradual approach and 
learning by internationalizing. However it reported evidence that pat-
terns and strategies of internationalization were changing. Th e question 
whether a fi rm that starts to export focuses on a single market, diversi-
fi es over several markets, or combines both approaches in the process of 
value creation re-emerged recently. However, current studies analysing 
the determinants of export performance do not provide a single answer. 
Th ere are several possible explanations. First, there may be no relation-
ship between diversifi cation (the number of foreign export destinations) 
and fi rms performance (Piercy  1981 ). Second, there are performance 
benefi ts for fi rms following a focused export strategy (Brouthers et  al. 
 2009 ). Th ird, there are performance benefi ts for fi rms taking a diversifi ed 
approach to exporting (Pangarkar  2008 ). Insights into the internation-
alization behaviour of Slovenian exporting fi rms can add to the existing 
body of knowledge.  
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    Changes and Geographical Distribution 
of Export Activity 

 Th is section presents trends and changes in export activity for the 
Slovenian economy over the last two decades and links exports strategies 
to fi rm performance. Slovenian total merchandise exports experienced 
exponential growth in the period from 1994 to 2008, going from a just 
under US$7000 million to almost US$30 billion, averaging an 11  % 
annual nominal growth. Th ere was a drop in merchandise export in 2009 
due to the economic crisis, but it bounced back in 2010 (Fig.  4.1 ).
 Th e share of exporters in the total corporate sector increased from 34 % in 
1994 to 45 % in 2010. Th e structure of Slovenian exports shows manufac-
turing as the most important export industry with intermediary product 
representing a majority share of total exports (54.3 % in 2008; see  Statistical 
Yearbook of Slovenia   2012 ,   http://www.stat.si/letopis/2009/23_09/23-06-09.
htm    ). Th e backward participation of Slovenia into global value chains (share 
of imported intermediary products) was 34 % in 2009, and forward partici-
pation (the share of domestically created value added) 18 %, which brings 
Slovenia (Fig.  4.2 ) to an average for OECD countries (OECD  2013 ). High 
export orientation, rapid export growth, and the relatively high integration 
of the Slovenian economy into global value chains off er good opportunities 
to explore changes in export dynamics.

   Th e analysis of Slovenian exports is based on a rich fi rm-level data 
set on bilateral trade fl ows from the Slovenian Customs Administration 
(CARS), which is linked to a balance sheet and income statement database 
from the Agency of Republic of Slovenia for Public Records and Related 
Services (AJPES), all for the period 1994–2010. 3  Th ere are more than 
100,000 fi rms in our database, from which 32.8 % are non-exporters, 

3   Th ere is a break in the series from Slovenia’s accession to the EU in 2004 due to a changed system of 
recording trade fl ows. After 1 May 2004, only fl ows of fi rms with trade exceeding €100,000 on an 
annual level were recorded, while before that all trade fl ows were recorded by CARS. Th e smaller fi rms 
with lower values of total yearly exports are not able to make the cut, although they might still be export-
ing. Th is curtails the sample on one side. Th ere is a limited solution to the problem, namely that the 
AJPES database, in which all fi rms are included, still records the trade status of a particular fi rm, namely, 
if a fi rm exports at all or does not (regardless of the value). Using the AJPES database to diff erentiate 
between fi rms concerning their export status avoids the break in the series, but it only applies to compari-
sons of fi rms’ characteristics, which are drawn from the AJPES database. Th e problem still remains when 
using information from the CARS database, and caution is needed when interpreting those results. 
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50.1 % are switchers (fi rms that do export successfully or unsuccessfully 
some of the years in the sample) and 17.1 % are permanent exporters. 
Th e world maps below show exports in their totality and the extent to 
locations across Europe. Th e used export variable in all fi gures is divided 
into ordinal quartiles for easier representation. Th e fi rst quartile repre-
sents lowest export intensity and is the lightest grey colour, and the forth 
quartile represents the highest export intensity and is the darkest grey 
colour. 4  Figure  4.3  shows the  geographical distribution of Slovenian exports 
across the European continent (export volume)  in two snapshot years, 1995 
and 2010. Th e major trading partners besides Germany were Slovenia’s 
neighboring countries (Croatia, Austria, Italy) and France. In 1995, 

4   Slovenia is categorized in the fi gures as not having any data since it does not have an export value 
(i.e. it does not export to itself ). Moreover, Montenegro and Kosovo on their own also do not have 
any data, but are aggregated with exports to Serbia. 
 Th e same calculation and graphical illustration was used for all indicators studied below, however 
the space limitations per chapter do not allow us including all the Figures. 
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Slovenia was intensely involved in the transition process and still heav-
ily export dependent on former Yugoslavian republics, despite ongoing 
Balkan wars. In the subsequent 14-year period Slovenian exports shifted 
slightly from the South-Western Balkans and CEEC region towards 
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  Fig. 4.2    Integration into global value chains, by countries, 2009
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Western Europe as a consequence of skill upgrading, improved competi-
tiveness, global and regional value-chain repositioning, and the trade- 
creating eff ects of the single European market and its common currency.

   Most popular export destinations  according to the number of Slovenian 
exporters  (Fig.  4.4 ) exporting to a particular European country in the mid-
1990s were neighbouring countries, Germany and the ex- Yugoslavian 
countries. In 2010 the number of exporting fi rms became even more 
concentrically grouped around countries closest to Slovenia, with France, 
the UK and Sweden having fewer Slovenian fi rms in the market, although 
they are still important in terms of export volume (see Fig.  4.2 ).

   Next, we look at the  export dynamics with new exporters , observing  the 
number of exporters starting to export  to a chosen European country in 
1995 and 2010 (Fig.  4.5 ). As before, we notice a reorientation of fi rms 
from France and Sweden to geographically closer countries.  Exit frequen-
cies of Slovenian exporters  (studied next) follow a similar pattern as entry 
frequencies above, both for 1995 and 2010, and are concentrated in 
the neighbourhood of Slovenia (Fig.  4.6 ). Th e largest number of exits 
recorded in 2010 were from frontier countries along with Germany and 
the former Yugoslav countries.

     Market entry and exit growth rates  (in relative measures of previously 
plotted absolute rates) are – contrary to entry and exit frequencies – both 
higher in the peripheral European countries.  Entry rates into exporting  
are the highest in East European markets and are increasing over time. 
A similar pattern emerges when observing the  exit rates from exporting  

  Fig. 4.3    Geographical distribution of Slovenian export volume in 1995 and 
2010 ( Source : CARS, calculations by Burger and Kunčič ( 2013 ))       
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where CIS and south European countries (in particular those in the 
region of the former Yugoslavia, such as Bosnia and Hercegovina, and 
neighboring countries such as Romania, Bulgaria, and Albania are the 
most dynamic markets regarding gross entry and exit rates. 

 We proceed by exploring the second aspect of the extensive margin of 
exporting, the  number of exported product varieties . Th is indicator mea-
sures the number of recorded distinct six-digit product codes exported 
to a given country. Observing the number of product varieties exported 
to each European country in 1995 shows that export markets with the 
highest number of exported varieties were concentrated in the neighbor-
hood of Slovenia, but also to the north and east. By 2010, the countries 
with the highest numbers of exported product varieties became more 

  Fig. 4.4    Geographical distribution of the number of Slovenian exporters in 
1995 and 2010 ( Source : CARS, calculations by Burger and Kunčič ( 2013 ))       

  Fig. 4.5    Geographical distribution of the number of fi rst-time exporters in 
1995 and 2010 ( Source : CARS, calculations by Burger and Kunčič ( 2013 ))       
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concentrated around Slovenia, with a larger emphasis, as in the 1990s, 
on the West Balkans. 

 Our further analysis focuses on the  introduction of new product vari-
eties  (Fig.  4.7 ) and the  exit of product varieties  (Fig.  4.8 ). Th e largest 
number of new product varieties introduced to a market in 1995 was 
distributed to the same countries that already had the biggest range of 
Slovenian products. Afterwards the orientation shifted towards CEEC 
region, and France experienced a drop in new product varieties relative to 
the other countries. Th e number of failed export products that ceased to 
be exported to a specifi c market is geographically more dispersed across 
Europe’s east than the frequency of introduction of new exported variet-
ies (Fig.  4.3 ). In 1995, apart from traditional neighbouring countries, 
Ukraine, Poland, and Belarus were among the export markets with the 
highest frequency of product exit. By 2010, the pattern became even 
more concentrated around Slovenia.

     Entry rates of new products introduced to an exporting market  and  exit 
rates of product varieties  are again larger in more distant countries with 
narrower existing product ranges. In both aspects of product range 
dynamics diversifi cation increased; there was an even larger dispersion 
from 1995 to 2010. 

 Finally, we test the  average number of exported products per exporter to 
a given export market  to see where exporters achieve the highest scope 
of exported products. Th e pattern that emerges from observing this 
 empirical exercise highlights interesting fi ndings. Whereas the intensive 

  Fig. 4.6    Geographical distribution of the number of exporters exiting a mar-
ket in 1995 and 2010 ( Source : CARS, calculations by Burger and Kunčič ( 2013 ))       
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and extensive margins of Slovenian exports are the highest in the vicinity 
of Slovenia, export scope per fi rm is the largest in more distant European 
markets, especially to the east. To overcome the higher trade costs to 
more remote countries, fi rms need to diversify and have a wider range of 
exported products in order to break even. In addition, there is a strong 
self-selection process taking place whereby only the most successful fi rms 
manage to export to far-away countries. Th e same fi rms also have an 

  Fig. 4.7    Geographical distribution of the number of new exported product 
varieties of fi rst-time exporters in 1995 and 2010 ( Source : CARS, calculations 
by Burger and Kunčič ( 2013 ))       

  Fig. 4.8    Geographical distribution of the number of exported product vari-
eties exiting a market in 1995 and 2010 ( Source : CARS, calculations by Burger 
and Kunčič ( 2013 ))       
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above average product range and can therefore off er more products to 
their customers abroad. 

 Besides the indicators discussed above, data (Table  4.4  in the Appendix) 
show that there is a very large overlap between top markets in terms of 
fi rms and products present, fi rms entering and fi rms exiting the markets, 
and products entering and products exiting the market. Export dynamics 
and diversifi cation increased. Table  4.5  in the Appendix shows the sum-
mary statistics of extensive export dynamics for the entire sample, and 
the average values of both number of fi rms exiting and entering new mar-
kets, and the number of products entering or exiting markets, are very 
similar. Additionally, the maximum and minimum values are as follows. 
Th e highest value of total exports was in 2008 to Germany, the lowest in 
1999 to Togo. On the extensive margin, the largest number of exporters 
and the most varieties were being exported to Croatia in 2007 and 2008, 
respectively. In terms of export dynamics, the highest exit and entry of 
fi rms from and to a particular market was in Croatia in 2009 and 2004, 
respectively. Looking at the dynamics of exported product varieties, the 
highest number of new varieties were introduced to Albania in 2009, 
while the most varieties were pulled out of the Russian market in 1999.  

    The Demography and Success 
of New Exporters 

 Next we concentrate on the export behaviour of fi rst-time exporters 
(e.g. new exporters). We look for a distinction between successful and 
unsuccessful new exporters. Unsuccessful new exporters are defi ned as 
fi rms that have a span of a year or more of exporting, and then cease 
exporting or close down operations completely. Successful (continuous) 
new exporters are fi rms that remain exporters throughout the studied 
period, after starting to export and surviving to the last available year of 
the observed period. Th e classifi cation as described above depends heav-
ily on the exact time of the fi rst exporting year relative to the last avail-
able year of our data sample (2010). In fact, around half of the fi rms 
that start exporting for the fi rst time cease to export in the following 
year. In other words, half of the new exporters that start exporting in 
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2010 for the fi rst time are classifi ed as successful although they stopped 
exporting in 2011. Since we do not observe the data for 2011, we mis-
takenly assign the status of successful new exporters to around half of the 
2010 cohort. Fortunately, each additional year of available observations 
of export status delivers more and more reliable categorization. Apart 
from being less reliable, more recent cohorts are also more numerous, 
which can represent a severe bias towards less successful fi rms. In order 
to alleviate the sample bias we perform weighted quantitative analysis 
whenever possible throughout the study. Th e construction of weights for 
successful new exporters is based on the number of exporting years we 
are able to observe for each fi rm, so that the successful new exporter that 
started to export in 1995 and remained an exporter until 2010 (16 years 
of exporting) has 16 times more weight than a new exporter that started 
exporting in 2010 (one year of exporting). No weighing is performed 
on the sample of unsuccessful new exporters. Compared to unweighted 
statistics, the weighted methods identify larger diff erences between suc-
cessful and unsuccessful new exporters. 

 Table  4.1  presents fi rst-time exporters: successful and unsuccessful 
new exporters. Out of all the fi rms, 8.9 % of fi rms are successful new 
exporters, and more than three times that (32.3 %) are unsuccessful new 
exporters. Th e left side of the table presents absolute characteristics, while 
the bottom right side shows characteristics of successful new exporters 
relative to unsuccessful ones.

   Th e average export value of successful new exporters exceeds the export 
value of unsuccessful exporters by 6 times. Other most pronounced dif-
ferences between the two groups can be found in terms of total revenue 
(3 times more for successful), physical capital (2.6 times more for suc-
cessful) and equity (almost 3.7 times more for successful). Successful new 
exporters perform better according to other indicators as well, exceeding 
the average values of their counterparts by at least 100 %. Interestingly 
enough, there is almost no diff erence between the two groups when the 
debt to assets ratio is considered. 

 Next, we compare successful new exporters with unsuccessful new 
exporters in order to fi nd major diff erences between the two. Where 
possible, we track performance measures from fi ve periods prior to the 
start of exporting to fi ve years after (Table  4.2 ). Characteristics related 
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to exporting are tracked from the fi rst year of exporting (t 0 ) to fi ve years 
later. Summary statistics for successful new exporters are based on analytic 
weights that assign larger importance to fi rms with longer export spells.

   Tables  4.2  and  4.3  compare performance measures of successful and 
unsuccessful new exporters in terms of total revenue, employment, fi xed 
tangible assets, capital intensity, productivity, exports, export revenues as 
a share of total sales, equity, and indebtedness. Th e largest improvement 
of performance in the period of exporting comes in the form of signifi -
cantly larger relative sales of successful new exporters that escalate from 
42 % of the industry average a year before the exports start to 66 % above 
the average by the sixth year of exporting. Th e evolution of sales in unsuc-
cessful new exporters is much more subdued despite an almost similar 
starting-point. Th is group of new exporters achieves only a 12 % increase 
in relative sales in the fi rst year of exporting and an additional 12 % by 
the sixth year of exporting. Th e pattern is almost identical with regards to 
employment and fi xed assets growth. By the sixth year of exporting, the 
fi rst group achieves 50 % higher employment and fi xed assets than the 
industry average compared to the second group’s average at 65 % of the 
average value. Both types of new exporters are above the industry aver-
age in capital intensity prior to their export start. In the years after they 
switch to exporting successful new exporters start exhibiting diminish-
ing premium in average capital intensity of production whereas unsuc-
cessful new exporters increase it only slightly. Compared to unsuccessful 
new exporters, their successful counterparts are signifi cantly more capital 
intensive already before the switch to exporting, probably due to having 
invested more in better and more advanced production technology.

     Productivity, measured by value added per employee relative to industry 
average, evolved roughly at the same level prior to the start of export-
ing in both groups of new exporters. However, already in the fi rst year 
of exporting, successful new exporters improved productivity by 70 % 
points whereas their less successful exporters advanced by 15 % points. 
Productivity level improved even further in the following years in the fi rst 
group but slid back to before-exporting levels in the second group of new 
exporters. Looking at exports as a share of total sales, the successful new 
exporters start on average with a much larger relative export share. Th e dif-
ferences even increase in time, which is natural since one group is good at 
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   Table 4.5    Summary statistics of extensive export dynamics for the entire sample   

 mean  sd  min  max 

 # of fi rms  116.77  440.51  0  5178 
 # of products  179.21  474.17  0  3652 
 # of entering fi rms  40.73  145.22  0  1578 
 # of exiting fi rms  38.56  140.35  0  1590 
 # of entering prod.  52.43  101.78  0  1622 
 # of exiting prod.  45.81  86.73  0  594 

   Source : Based on CARS and calculations by Burger and Kunčič ( 2013 )  

   Table 4.4    Top markets in 2010   

 # of fi rms 
 # of 
products 

 # of 
entering 
fi rms 

 # of exiting 
fi rms 

 # of 
entering 
prod. 

 # of exiting 
prod. 

 1  HRV  4412  HRV  3565  HRV  1170  HRV  1449  ITA  446  MKD  392 
 2  SRB  3047  SRB  3233  SRB  1139  SRB  1016  SRB  336  DEU  373 
 3  BIH  2671  BIH  3082  BIH  853  BIH  957  DEU  322  BIH  358 
 4  MKD  1446  ITA  2418  MKD  643  MKD  369  BIH  322  ITA  352 
 5  DEU  1373  DEU  2386  CHE  291  CHE  233  AUT  321  AUT  308 

   Source : Based on CARS and calculations by Burger and Kunčič ( 2013 )  

exporting and the other is not. Both variables showing fi nancial constraints 
evolve more favourably for successful new exporters. Starting from a simi-
lar level just prior to exporting, the value of equity increases steeply and 
linearly immediately after the start of exporting in the fi rst group, while it 
stagnates in the second group of new exporters. Conversely, indebtedness 
is heavily increased for unsuccessful new exporters while remaining below 
industry average for successful new exporters even in the years after inter-
nationalization. Th ese fi ndings suggest that successful new exporters are 
less fi nancially constrained as they are able to fi nance their organic growth 
through equity and depend much less on external sources of fi nance.  

    What is Behind the Difference in Performance? 

 Several analyses were done afterwards to understand the reasons for the 
diff erences in performance and internationalization behaviour that led to 
such diff erences in performance. 
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 Burger and Kunčič ( 2013 , p.  22–30) did an in-depth analysis with 
the Kernel densities of total exports, export per market and export per 
products (intensive and extensive margins) for successful new exports 
and unsuccessful new exporters. Th e Kernel density estimation is a non- 
parametric estimation of a probability density function of a random vari-
able. Firms are realigned based on technical time, where technical time 
t = 1 represents the start of exporting and technical time t = 6 represents 
the functions fi ve years after that. Looking at the total exports (intensive 
margins), exports per market and exports per product, they found that 
successful new exporters’ densities are shifted to the right, slowly followed 
by unsuccessful new exporters. Successful exporters tend to export higher 
values of exports altogether and per market, and more value intensive 
products than unsuccessful new exporters. Unsuccessful new exporters 
do not change their export intensities in time, implying their lack of 
export intensity is one of the reasons for not being successful in the long 
term. Without adding new markets they were not be able to increase the 
value of exports per product and without broadening their product port-
folio (product varieties) they were not able to increase exports per market 
and total exports. 

 Unsuccessful new exporters tend to start with fewer markets and prod-
uct varieties than successful exporters. Forty-four percent of all successful 
exporters start with two markets and with three products (the majority 
started with more markets and products). A similar combination was 
found for 65 % of unsuccessful new exporters. Out of all unsuccessful 
new exporters, 88 % of them export only to one or two markets and 72 % 
export only three products. In other words, successful new exporters have 
a much more developed extensive margin of trade, as 14 % export to 
more than fi ve markets (3.5 % for unsuccessful exporters), and 16 % 
export more than 10 varieties (8 % for unsuccessful exporters). 

 Even after six years, unsuccessful new exports continue to be focused 
on a couple of products and markets. After fi ve years, only 25 % of all 
successful exporters still export to only two markets or less, with three 
products or less, while the same combination is still valid for almost 50 % 
of unsuccessful new exporters. Out of all unsuccessful new exporters, 
67 % of them export only to two markets or less and 52 % export only 
three products. What happens after fi ve years with successful exporters is 
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that they are very diverse in terms of products and markets, as compared 
to their unsuccessful counterparts, that remain exporting a few products 
to a few markets. Successful new exporters continue to have much more 
developed extensive margin of trade, the diff erence from t = 1 to t = 5 
increases, as 36 % export to more than fi ve markets (10 % for unsuccess-
ful exporters), and 41 % export more than 10 varieties (24 % for unsuc-
cessful exporters). 

 In another study, Dikova et  al. ( 2016 ) examined the relationship 
between foreign market (geographic) diversifi cation, product diversi-
fi cation, and export intensity and fi rm performance of an entire popu-
lation of Slovenian exporters, using an extended production function 
approach and applying a regression analysis to a panel population data 
of fi rst-time Slovenian exporters in the period 1994–2012. Th ey tested 
the impact of geographical diff erentiation and product diff erentiation 
on performance (value added and export revenues) and whether a com-
plex export strategy – an export strategy of simultaneous product- and 
geographic export diversifi cation – is benefi cial for fi rst-time exporters. 
Data plots revealed correlations between fi rms’ performance and export 
markets, products and product markets, both with and without natural 
logarithms (these results are available upon request). Both export mar-
kets and exported products, as well as product markets (Fig.  4.9 ), have 
a positive relation to performance, which, however, does not seem to 

  Fig. 4.9    Value added and number of product markets ( Source : Dikova et al. 
( 2016 ))       
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be linear, but approaches linearity when the variables are in natural logs 
(Dikova et al.  2016 ).

   Variety of specifi cations confi rmed that both market as well as product 
diff erentiation have a positive and signifi cant impact on the performance 
of new exporters. Market diff erentiation showed an even greater impact 
on performance. Th e authors also found that complex internationaliza-
tion strategies and simultaneous diversity – both in terms of products and 
foreign markets – is signifi cantly related to productivity and sales perfor-
mance of new exporters. Further, the diminishing eff ects of export scope 
on performance were tested and revealed clear diminishing returns for 
value added in exports, number of markets, number of products, number 
of product markets, and all diff erent formulations of export intensities 
(export volume). Additional export activity thus helps, but in a decreas-
ing way, likely due to the increasing diffi  culty of managing further export 
diversifi cation. Both interactions of export duration with product- and 
geographic diversifi cation were positive and signifi cant, implying that 
exporters successfully reconfi gure their activities to support interna-
tional activities (Hitt et al.  1997 ). If new exporters accumulate experi-
ence and develop capabilities through learning-by-exporting (Zahra et al. 
 2000 ) they grow faster and become more adaptable to future exporting 
opportunities (Sapienza et al.  2006 ). In spite of diminishing returns, the 
analysis showed that diversifi cation strategy and the dynamics of inter-
nationalization in the fi rst years of exporting determine the growth and 
survival of the new exporters and diff erentiate successful from unsuccess-
ful new exporters. 

 We collected case studies and interviews for further insights into diff er-
entiated export strategies. Exporters emphasized the importance of speed 
and diversifi cation in export activity. Th ough preparation before market 
entry is very demanding with a larger product portfolio and a presence 
in more than one market, complex diversifi cation speeds up the learn-
ing process and may shorten the adaptation period. Unsuccessful new 
exporters often emphasized that they recognized competitors with richer 
or more adaptive product/service portfolios were able to spread faster 
within their fi rst foreign market and also to other neighbouring coun-
tries/regions. Frequently their market position weakened since they did 
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not cover distribution across country or had incomplete market coverage. 
In the case of only a few testing destinations and an inability to cover 
other major export channels or product varieties fast enough, they were 
crowded out of the market. Entry with a larger product portfolio or into 
more markets in a short period might also compensate for losses due to 
mistakes that are always possible. In spite of limited resources, successful 
new exporters (which are normally SMEs) often applied export strategies 
similar to large multinational enterprises and sharply increased the com-
plexities and diversities in their value creation strategy in order to survive 
and grow globally.  

    Conclusion 

 Firms are heterogeneous and so are their strategies for value creation and 
international growth. Th e fi rm-level analysis of export activity showed 
increased export dynamics, both entry and exit, and rising product and 
geographical diversifi cation. Th ere is a large overlap between top mar-
kets in terms of fi rms and products present, fi rms entering and exiting 
the markets, and products entering and exiting the market. Th e total 
sample analysis revealed that the average values of both number of fi rms 
exiting and entering new markets, and the number of products entering 
or exiting markets, are very similar. Whereas the number of exporting 
fi rms and export volume per market (intensive and extensive margins) 
of Slovenian exports are the highest in the closest markets, export scope 
per fi rm is the largest in more distant European markets, especially to the 
east of Slovenia. Overcoming higher trade costs in more remote countries 
demands diversifi cation and a wider range of exported products in order 
to break even. Th is relates to fi rms’ capacity and productivity. According 
to data, only the most successful fi rms, with an above average product 
range, manage to diversify exports, expand to a greater number of mar-
kets and reach far-away countries. 

 Detailed analysis of new exporters revealed that diversifi cation has 
proven to be a demanding but an eff ective way of value creation. Taken 
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separately, both geographical as well as product diversifi cation are posi-
tively related to the performance of new exporters, though with dimin-
ishing returns. Next, a complex strategy with simultaneous market and 
product diversifi cation is also positively related to performance. Contrary 
to traditional approaches that focus on a single product in a single mar-
ket and slow, gradual growth, based on our observations we suggest 
that this strategy brings risks to creating value. Newly born exporters 
lack economies of scale and scope to aff ord such a focused approach to 
internationalization. An early decision for a diversifi ed exporting strat-
egy determines the success of international growth. Adding new markets 
and new products (variety) is demanding, but with the right strategy 
and management, each can increase the benefi ts the other brings to a 
company. In the process of international growth, fi rst-time internation-
alizing fi rms from emerging markets try to imitate large multi-national 
enterprises, strategically plan their diversifi cation early on and grow on 
a global level faster. 

 Th e results based on fi rst-time exporters and their strategies may 
be context and country specifi c, so the fact that the study was car-
ried out in Slovenia may be seen as one of its limitations. Th e behav-
iour of fi rms from a small and relatively high-income emerging market 
facing rapid liberalization may not be taken as a universal pattern. 
New exporters may also behave diff erently from established exporters. 
Future research can therefore test the validity of these fi ndings both 
in diff erent business environments and for a diff erent group of enter-
prises. Additional fi rm level insights and case studies of newly export-
ing fi rms from emerging countries or mature developed economies 
would improve our understanding of the importance of diversifi cation 
in value creation. 

    Note 

 Th e views expressed are those of the authors and do not necessarily refl ect 
those of the United Nations.        
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         Introduction 

 Entrepreneurs are said to behave diff erently from managers. Th is gen-
eral assumption, which gets considerable backing from diff erent authors 
(e.g. Schumpeter  1934 ; March  1991 ; Stevenson and Gumpert,  1985 ; 
Lewin et al.  1999 ; Zahra and George  2002 ), is surprisingly little consid-
ered in the emerging fi eld of international entrepreneurship (IE). Keupp 
and Gassmann (2009) analysed a wide array of literature which makes 
reference to phenomena pertaining to international entrepreneurship 
and discovered that entrepreneurship contributes little in terms of theo-
retical input to IE and that international business (IB) on the other 
hand has a high level of disregard for many of the processes that make 
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fi rms’ international expansion possible. Th is is interesting because IE is 
positioned at the intersection of entrepreneurship and IB research, and 
the need for a new disciplinary niche would logically stem from the 
limitations of the two parent disciplines in that they cannot suffi  ciently 
explain the phenomenon in isolation (Mathews and Zander  2007 ). 
While IB off ers a number of theories that explain why multinationals are 
able to perform better than other organizational forms and approaches 
(e.g. Dunning  1988 ), there seems to be little theoretical input that helps 
explain why fi rms that are entrepreneurial achieve success in pursuit of 
internationalization. 

 Th is chapter aims to evaluate a particular strand of entrepreneurship 
theory (Endres and Woods  2009 ), eff ectuation theory (Sarasvathy  2001 ), 
and uses a model of eff ectual processes (Wiltbank et al.  2006 ) as an analys-
ing framework for longitudinal case data to explain how entrepreneurial 
internationalization may be diff erent from managerial (e.g. fi rm-specifi c 
advantages, location-specifi c advantages, internalization rationales) behav-
iour as it is usually assumed in IB theories. In our discussion we propose 
a number of ideas which may provide new pathways for explaining why 
multi-national corporations (MNCs), or at least a share of them, might 
be the result of entrepreneurial eff ectuation rather than the outcome of 
rationalized managerial behaviour, which we claim is a logic which applies 
only under certain conditions and can usually only be rationalized ex post. 

 Zahra ( 2005 , p. 24) underlines an important fact which he encourages 
others to take up for further research: ‘[...]  we do not know what becomes 
of those INVs  [ international new ventures ]  that survive and become estab-
lished .’ One assumption is that entrepreneurial fi rms which manage suc-
cessful to quickly and extensively internationalize will become similar to 
other fi rms in their industry over time (Zettinig and Benson-Rea  2008 ). 
We wonder if this is so and why. Logic might command us to believe that 
start-up fi rms usually start out small and most of them are entrepreneur-
ial. Th ey internationalize and usually years or decades later they classify 
as what the fi eld of IB calls multinational corporations. Th ere seems to be 
one or more breaks in terms of how the fi rm at one point in time is small 
and entrepreneurial and at another point in time is large, powerful and 
multinational. While entrepreneurship research usually focuses on action 
(Zahra  2005 ) in the earlier phase, IB looks at fi rms in the later stage. Th e 
fact is that the fi rm is the same, even though it is diffi  cult to establish 
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what the essence of the fi rm is that qualifi es it as the same fi rm after time 
has passed. Th e fi rm has developed and changed into something diff erent 
to what it was at its outset. From a discipline of IE, at its particular dis-
ciplinary intersection, we could expect to learn how the fi rm transforms 
from its initial entrepreneurial actions to become a MNC. 

 During the last decade much emphasis in IE has been given to defi ne 
and qualify quantitative outcomes of international new ventures (com-
pare Fig.  5.1  in Keupp and Gassmann 2009: e.g. degree of internation-
alization; export intensity; export performance; share of foreign sales) and 
too little attention has been given to the transformation of the fi rm and 
what individuals in it might do in order to create value. It is interesting to 
explain how the fi rm becomes international because this involves qualita-
tive changes in behaviour that create value. Th is is the focus of this chapter 
and we hope to continue a discussion (e.g. Jones and Coviello  2005 ) of 
how entrepreneurial behaviour (Zahra  2005 ) over time unfolds and results 
in the multinational corporations with which IB is traditionally concerned.

       From Value Creation Through Effectuation 
to Entrepreneurial Internationalization 

 March ( 1991 ) defi nes the long-term survival of the fi rm as being depen-
dent on its ability to exploit given knowledge while exploring new knowl-
edge in a balanced way. While current opportunities have the advantage 
of being known, we have diffi  culties in assessing future opportunities 
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when we are unable to assign risks to them (cf. Knightian uncertainty). 
Exploitation is the domain of managers (Lewin et al.  1999 ) when they 
create value by utilizing their extant knowledge in effi  cient ways. Th ey 
can draw on their knowledge and use it for estimating how certain 
changes unfold and that enables them to utilize sophisticated techniques 
to plan and execute fi rms’ behaviour. Th is involves calculated risk tak-
ing, evaluating alternative courses of action and inducing incremental 
improvements with a high focus on effi  ciency, all in a fairly systematic 
and rationalized way. Th e focus of these actions is on the predictable. 
Th e entrepreneur on the other hand has been characterized as an actor 
who explores new knowledge for fi nding or generating new opportu-
nities. Th is involves experimenting with ideas, new technologies and 
business models. Sarasvathy ( 2001 ) distinguishes these two approaches 
to business based on their process logic. Managerial logic is based on 
 causation  processes, formulating objectives and deploying the means to 
attain these ends. Entrepreneurs on the other hand follow  eff ectuation 
logic  (Sarasvathy  2001 , p.  251) which disregards the emphasis on the 
predictable elements but stresses elements which can be controlled in 
the process of defi ning and attaining new value (Sarasvathy et al.  2008 ). 
Th ese are the fundamental premises distinguishing the entrepreneurial 
and the managerial mindsets. Th ese fundaments infl uence how these 
types of actors think and act and how they perceive themselves and their 
fi rms in relation to the environments they are a part of. 

 In our view eff ectuation is a very useful approach for IE because it 
addresses how the early stage fi rm (INV) acts, in the absence of relevant 
knowledge about international markets or how to enter them. In addition, 
eff ectuation may contribute to explaining how the later stage fi rm (e.g. 
MNC) is a result of qualitative changes that take shape in its initial stages. 

 To explore this we investigate Wiltbank et al. ( 2006 ) who put forward 
a framework of prediction and control (Fig.  5.1 ) which depicts the use-
ful mindset diff erences of actors at diff erent stages, so we argue later, 
and serves to subsequently investigate the longitudinal case data of a 
fi rm which transformed from entrepreneurial beginnings into a complex 
international company managed by professional managers. 

 Th e framework of prediction and control (Fig.  5.1 ) distinguishes 
the way diff erent actors compute their environment. It conceptualizes 
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 fundamental diff erences in the way the nature of the environment is 
viewed and processed. Managerial approaches have a low emphasis on 
elements which can be controlled despite uncertainty. Th is means that 
the fi rm will either subscribe to stringent planning if data about the fi rms’ 
environment is available; or an emphasis on adaptation is given when 
information about the way the environment will evolve in future is miss-
ing and thus predictability about future environmental states is low. While 
the planning approach has been benefi ting from work such as competi-
tive analysis (Porter  1980 ), the adaptation approach has been conceptu-
alized by work in the area of emerging strategy (Mintzberg  1994 ) or by 
approaches to understanding fi rm adaptive actions as dynamic capabili-
ties (Teece et al.  1997 ), to name some examples (a wider discussion can 
be found in Wiltbank et al.  2006 ). 

 Th e right column of the typology depicts entrepreneurial approaches 
which contrast managerial approaches in that they are driven by a philos-
ophy that the environment can be actively constructed and is not a given 
set of factors the fi rm adapts to. A visionary approach assumes that the 
actor possesses a glimpse of what is to come and therefore acquires and 
allocates resources toward attaining envisioned opportunities (e.g. Hamel 
and Prahalad  1991 ). Th e fourth type, transformative, shares with the 
visionary approach in that it emphasizes factors which can be controlled 
but diff ers from the visionary approach in lacking the belief that future 
opportunities exist and can therefore be defi ned and attained. Instead the 
transformative approach puts little emphasis on future prediction but is 
mainly concerned with controlling elements that can be controlled. 

 Th e transformative approach has the premise that the entrepreneur 
understands which means are available and can be infl uenced to actively 
seek possible ends based on these controllable elements: thus the belief 
in the creation of new opportunities based on available own and acces-
sible others’ resources. Th e key diff erence of this approach to the mana-
gerial approaches on the left side of the framework is the assumption by 
the entrepreneur that environments can actively be constructed because 
they are not pre-determined. Th is approach is convincingly explained 
and discussed by Sarasvathy and Dew ( 2005 ) when they conceptualize 
entrepreneurial market creation. Th e entrepreneur starts out with an 
understanding of who she is; what she knows; and who she knows. With 

5 Value Creation During Different Development Stages... 113



this basic understanding of means she develops goals concerning what is 
possible. From that fi rst, arguably rather vague goal setting, she starts to 
utilize her networks of people. She starts to interact with them, present-
ing  initial  ideas and vague objectives, convincing some of them to join 
and commit to the emerging business in various ways. Th rough these 
interactions and commitments two eff ects occur. First, new stakeholders 
through their commitment provide new means and expand the resource- 
base of the venture; and secondly, through stakeholder interactions goals 
emerge and converge, giving the venture direction and focus. While this 
transformative approach is clear on controlling its means, it is loose on 
setting goals, which infl uences the way the fi rm’s environment is gradu-
ally constructed in a dynamic process of interactions with stakeholders 
of the fi rm. Th us the environment in which the entrepreneur and her 
venture operates is the outcomes of interactions with stakeholders. 

 In the international expansion of the entrepreneurial fi rm we can 
assume and observe the existence of a transformative approach. Th e 
entrepreneur might have some general resources, maybe a product or 
service idea, some basic understanding of market dynamics and some 
ideas about how a market off ering might be sold. She then ventures out 
and utilizes contacts which might be made purposefully or are of a social 
nature (cf. Coviello  2006 ) and starts to commit certain partners to the 
venture with the eff ect that new environments are created (Sarasvathy 
et  al.  2008 ) and new objectives within this emerging environment are 
defi ned. Th is process in the end might lead in many cases to the phe-
nomenon of international new ventures as originally defi ned by Oviatt 
and McDougall ( 1994 ), but may also results in new markets or industries 
(Sarasvathy and Dew  2005 ). 

 In the next section we use the prediction and control framework (Fig. 
 5.1 ) and the transformative eff ectuation process to analyse the case of a 
hugely successful serial entrepreneur who, over 40 years, created several 
fi rms which relatively quickly internationalized and grew to considerable 
international scope and size, in some product segments attaining global 
market shares of up to 90 %. What is more interesting for this study is to 
reconstruct processes of organizational change which occurred through 
the internationalization of one of his, to date, most successful ventures. 
For this purpose we use both retrospective and real-time longitudinal 
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observations and multiple respondent interview data which we triangu-
late with secondary data provided by the case fi rm and by third parties. It 
shows how a company starts out with little, internationalizes on a global 
scale in a relatively short time and how it emerges to be what generally 
could be regarded as a multinational corporation.  

    The Hifog Case 

 Our initial unit of analysis is a long-standing entrepreneur, Göran 
Sundholm, who received in 2002 the Finnish Engineering Award for pio-
neering work as an inventor and in the same year the Finnish National 
Board of Patents and Registration Award. Few other people in Finland 
have to date been as industrious when it comes to patents, with Göran 
holding well over 1000 patents or patent pending applications. Göran, 
with a technical education background, fi led his fi rst patent at the age 
of 17 and a few years later, in 1973, started his fi rst company which 
focused on high-pressure hydraulics services and systems for the interna-
tional maritime industry. Many of the technologies his fi rm developed in 
the maritime fi eld have been transferred via newly founded fi rms to cre-
ate value for other applications in other industries. Th is  modus operandi , 
to take valuable solutions and fi nd new applications in other industries, 
has been a characteristic of Göran’s entrepreneurial approach to business. 
Another characteristic of this entrepreneur’s way of doing things is to 
actively create opportunities by taking notes of trends that might produce 
them. He does not consider boundaries such as defi nitions of specifi c 
markets, industries or niches, and has a healthy disregard for competi-
tion or rules of industry as limiting factors. By 1985 his fi rst company, 
GS-Hydro, a company with a 60 million Finnish Marks turnover (equiv-
alent to approximately €18.2 million at the 2010 index-level), had been 
sold to Kone Corporation, eff ectively making him a very wealthy man 
who could have retired. However, he did not and became the enabler for 
another venture which was created through his interpretation of environ-
mental changes and coincidences. 

 To understand the subsequent case it is important to know that in 1987 
the United National Montreal Protocol banned Halon chemicals, used 
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in automated fi re extinguishers, as being hazardous for the ozone layer; 
and that in 1990 the devastating fi re on the cruise ship Scandinavian 
Star, caused the deaths of 158 people and triggered the UN International 
Maritime Organization to decree that by 2005 all new and existing pas-
senger vessels must be fi tted with automatic sprinkler systems preventing 
similar tragedies. 

 Th ese regulatory changes in the business environment triggered one 
of Göran’s long-standing customers to contact him and in January 1991 
requested that Göran ‘  do something ’ to solve the problem of conventional 
automatic sprinkler systems which technically were unsuitable for use 
on ships. Th is set in motion a series of events leading to establishing a 
new venture under the umbrella of his fi rm, called Marioff . Conventional 
sprinklers are not an option for ships because their deployment would 
compromise a vessel’s stability and may result in its sinking. Th e request 
by the ship owner ordering a solution to this problem was instantly sealed 
with an unconventional approach. Göran agreed with the customer on 
a price for what he thought such a new sprinkler system would probably 
cost and sold it. Th e customer made a 40 % down-payment to fi nance 
the development of a system that was commissioned as ‘ equivalent but 
lighter’  than conventional systems and to be installed on two new-build 
vessels within 18 months. In eff ect Göran had made his fi rst sale for his 
new venture for a product (Hi-Fog) and product category that did not 
exist and for a market that was non-existent. (Quote: ‘ If you haven’t sold 
it, there’s nothing to develop. First you need to sell, and then develop. Isn’t that 
how it usually goes? ’) Th e opportunity though was very clear in Göran’s 
mind: there were capabilities in terms of hydraulic knowledge and pip-
ing; there was a healthy lack of knowledge of existing automated sprin-
kler systems enabling experimental actions (quote: ‘ I once experienced a 
forest fi re when I was about ten years old. Th at was  [all]  my experience  [with 
fi re extinguishing] ’ ); and there was a clear regulatory induced need for 
this sort of product. In addition there was good access to discuss this 
new technology with ship builders, ship owners and operators around the 
world, an important network in the development of this market which 
stemmed from his previous ventures. 

 Göran did not pay too much attention to what competitors were up 
to; no formal market research activity had been conducted (quote: ‘ Th e 
only thing we ask is: ‘Where is the order? We don’t waste time on market 
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research’ ) and there were rather informal exchanges of ideas and presenta-
tions to potential customers and other potential stakeholders (e.g. insur-
ance companies and authorities). During the rapid product development 
that the company carried out at the premises of the Finnish Technical 
Research Centre (VTT) and the Swedish National Testing and Research 
Institute (SP) the atmosphere was very open (quote R&D manager: 
‘ Th ere it felt like every passer - by was invited to see the tests’ ; quote Göran: 
 ‘Yes: here’s the fi re. Let’s see how the system functions’ ). Th e mindset had been 
one that where there is a customer’s order it must be delivered. Göran 
invested the down-payment of the fi rst client, together with a calculated 
€7 million of his own money and a great deal of confi dence to deliver a 
solution (quote: ‘ We didn’t have a clue what we were promising, and luckily 
so. I don’t think we would’ve promised anything otherwise’  ) .  

 Th ree months later, in April 1991, the prototype was introduced at the 
Cruise and Ferry exhibition in London and by 1995 the company had 
established the global maritime automated sprinkler business. During 
these fi rst years Göran used his personal contacts to ‘ most’  (quote) of 
the world’s major shipping companies to introduce the product and its 
advantages, heavily supported by reference to the fi rst industry sale. After 
capturing most of the maritime automated fi re extinguishing system 
market globally (by 2005 an approximately 90 % global market share 
in new vessels) the fi rm started to extend its focus to onshore business, 
where they met considerable opposition from established competitors. 
Focusing initially on the US market as the biggest market for sprinklers, 
rivals used all kinds of protective measures (e.g. lobbying) to assure that 
the new sprinkler system would not get accepted by major stakeholders 
(e.g. insurance companies, authorities) and that heterogeneous national 
regulations would be slow to acknowledge the superior water-mist-based 
systems of Marioff . Th e fi rm fi nally succeeded in making major sales in 
key onshore markets by 2000 and has since steadily extended its market 
share, leading to partial sale of the company in 2001 (in order to raise 
€50 million in capital) for fuelling further expansion and for Göran to 
fi nally sell his remaining personal ownership of the company in 2007. 

 Organizationally Marioff  employed 14 people at the beginning of 
Hi-Fog’s development in 1991. Th e business had no formal strategy 
and according to the R&D Manager ‘ no organization ’. Th e emphasis 
was on getting things done rather than being formalized. Decisions 
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were taken quickly, if not instantly, and in an autocratic fashion by the 
entrepreneur (quote: ‘ It was quite easy, I decided everything ’). Th e com-
pany tended to make sales often without formal contracts but relied 
heavily on utilizing Göran’s access to main players in the maritime 
business all over the world. Very often international sales have been 
agreed, installations started and down payments made within a week. 
By 2002 turnover reached €64 million and the workforce had grown 
to 307, with about a third of staff  located around the world. Over the 
years foreign subsidiaries had been established at major locations for 
this rather global industry, including a local presence in Norway, 1995; 
Sweden, 1997; Denmark and the USA, 1998; the UK, 1999; Spain, 
2000; Italy and France, 2001; Singapore, Germany and Canada, 2002, 
etc. Around the year 2001 the business had grown to a considerable size 
and had diversifi ed its off erings into many sub-markets of the overall 
sprinkler market, developing from off shore to onshore markets, and 
creating applications for special requirements like storage rooms, tun-
nels, churches, and hotels. To fuel this rapid expansion into new and 
little known onshore markets, and to acquire management experience, 
Göran sold 50  % the company to a private equity fi rm, raising €50 
million. From this point on the company changed considerably. An 
outside manager had being appointed as CEO and formal structures 
and processes started to be introduced in the fi rm (quote R&D man-
ager: ‘ Well, I’d say it was around the year 2000 when things started to get 
more ordinary. It started to become an ordinary, boring company. It seems 
with growth comes bureaucracy’ ). After a successful entry into onshore 
markets Göran sold his remaining share of the company in 2007 for 
€132 million. 

 In terms of objectives, at the beginning of its development in 1991, 
the fi rm did not make any eff ort to quantify the opportunity or to 
espouse goals for the business. It was clear that the problem they were 
trying to solve was a serious one for the shipping business and their 
objective was to deal with it by developing a technology. It was also 
clear that the nature of the shipping industry was international and that 
the scope of such business would have global potential, but besides this 
simple and taken-for-granted understanding was that the initial focus 
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was heavily geared toward fulfi lling the fi rst order, at any cost. Th e 
approach to establish the business was simple: make sales and deliver. 
Decision making was quick and usually sales were done without written 
contracts and the installation and delivery of systems were covered by 
down payments. 

 In terms of rapid product development co-operation with SP and 
VTT was vital because it added expertise in diff erent aspects of the 
development and created new ways of looking at things. Business devel-
opment was heavily infl uenced by interactions with diff erent stakehold-
ers, especially potential customers, fi rst off -shore, which was achieved 
by a very open approach involving visiting all of the main international 
players and presenting the product at fairs and conventions. Entering 
onshore markets though was a diff erent story. Since the company did 
not create a new market it needed to adhere to the rules of the game in 
the industry, which created considerable barriers by substantial lobbying 
against the new technology. Th is required the company to substantially 
change its approach in order to grow further and subsequently led to the 
need for professional managers to adapt the fi rm to this new situation. 
Since 2007 the company is a subsidiary of UTC, the 91st largest US 
Corporation (Forbes 2015 List).  

    Case Analysis 

 Th e case illustrates overall how a small entrepreneurial fi rm transforms 
gradually over time into a multinational company. At the beginning some 
changes in the institutional environment of the global shipping industry 
set the stage for an emerging need by shipping companies to fi nd a solu-
tion to a serious problem. Subsequently we use Wiltbank et al.’s ( 2006 ) 
prediction and control framework (Fig.  5.1 ) to analyse how the fi rm’s 
approach to business changes throughout its internationalization and 
organizational development. We distinguish the longitudinal develop-
ment in four stages which have important implications for the entrepre-
neurial fi rm in emerging as a global player in the maritime fi re protection 
market and beyond. 
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    The Visionary Stage 

 At the very beginning, in 1991, the entrepreneur did not have any plans 
or visions to engage in maritime fi re protection. An initial  vague  vision 
was brought to the entrepreneur’s awareness in the form of an expressed 
need for a solution by a ship owner who had two new vessels under con-
struction. It was easy to envision that certain changes in the regulatory 
environment could bring considerable opportunities in the long run 
(the International Maritime Organization, a UN unit, decreed that by 
2005 all new and existing passenger vessels must be fi tted with automatic 
sprinkler systems). Th en current technologies were unfi t to satisfy these 
demands (in 1987 the United National Montreal Protocol banned Halon 
chemicals which were used in fi re safety; traditional water sprinkler sys-
tems failed to comply with industry standards). Th is provided some sort 
of visionary certainty, in our view a key defi ning factor for a visionary 
approach, that there will be a market even though this market might be 
so far in the future that it cannot be justifi ed in terms of conventional 
business logic. Th e unconventional acceptance of a down payment for a 
new revolutionary system (many tried before but failed to solve inherent 
problems with high-pressure mist sprinkler systems) and delivery within 
18 months quickly diverted the attention away from envisioning future 
market opportunities further and set the focus on developing the tech-
nology and delivering what had been sold. While there had been the 
vision that this is a big market, it was not considered to be important 
at that stage to quantify what the implications for product or business 
development may be or to develop an express strategy to attain this result.  

    The Transformative Stage 

 Th is phase provides a key in understanding how internationalization 
unfolded and how the entrepreneurial organization was shaped by 
actions rather than plans. Th e entrepreneur at the beginning of the ven-
ture in 1991 focused with perseverance on fulfi lment of the fi rst order. 
Th e interesting aspect here is that the sale and payment concerned a 
completely unknown technology at that stage and it triggered processes 
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of eff ectuation (Sarasvathy and Dew  2005 ). Göran, through his previous 
business experiences, had the self-confi dence to sell systems in areas he 
considers his expertise without actually having the solution. Th is is criti-
cal for the development of the venture because it emphasizes the mind-
set and understanding of who the entrepreneur is and what his capacity 
and identity is. Much of what happened after refl ects this approach to 
doing business, even more so than the enthusiasm for solving challeng-
ing technical problems (Sandberg et al.  2013 ). In addition he had more 
than 20 years’ experience of fi tting hydraulic systems onto ships, which 
provided the essential knowledge needed for a solution. Th e third cat-
egory of means encompasses the established network of contacts and 
relationships with many diff erent stakeholders, most importantly ship 
builders, owners and operators, plus other stakeholders used to sup-
port the development of the technology (Sarasvathy and Dew  2005 ). 
With this understanding and a fi rst commitment it was crucial to focus 
attention on the technological research and development, which at that 
point did not have any clear shape, with the business rationales at this 
stage clearly being secondary. Th e entrepreneur started to collect the 
stakeholders needed to fi nd a solution (engineers, testing institutes, and 
potential customers interested in the development) Th e initial sale could 
also be seen as important due to the legitimacy it created ex-ante and 
the trust that this was a serious eff ort to solving a major problem for 
the industry. With more stakeholders committing over time new means 
were brought into the venture’s extended resource base, something that 
has also been found to be a necessary condition for the establishment of 
international new ventures, in that it allows a venture to access others’ 
resources (Oviatt and McDougall  1994 ). Th rough its interactions the 
venture also developed its trajectories that determined how the business 
side developed and when and where subsidiaries were set up around the 
world; and later setting actions in motion for entering new business 
markets beyond the shipping industry. Th is stage lasted approximately 
from 1991 to 2000 until the entrepreneur decided that a harder push 
was needed to enter existing fi re protection markets onshore. During 
this stage, while the main focus was the vast global shipping industry, 
many other markets were identifi ed and the fi rm started to market its 
products against the strong competitive reactions of existing market 
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players. What is interesting in this phase is that the off -shore market for 
sprinkler systems did not exist prior to Marioff  creating it, thus it was 
able to set many of the rule that created the market. Th e desire to grow 
the business to capture much larger opportunities in existing markets, 
markets which were well structured in terms of competition and which 
had their own practices in place, required major changes for the com-
pany which was thus far used to defi ne rather than following the rules 
of industry. Th e rationale of needed change to capture growth opportu-
nity led Göran to bring in new capital and new knowledge in the form 
of a private equity partner. Th is partner initiated critical organizational 
changes in the fi rm. Th is phase of organizational development can be 
considered ending at that stage with the new partner restructuring the 
fi rm by hiring professional managers who started to put in processes 
that were found necessary to prepare the organization for systematically 
approaching existing markets, leading to the next stage.  

    The Adaptation Stage 

 While the previous stage can be characterized as emphasizing ele-
ments the fi rm can control and thus enables it to shape its own busi-
ness  environment, this stage can be interpreted as one in which a relative 
loss of control was accepted in order to capture a huge opportunity. At 
the same time the fi rm, which had established the rules of the game for 
off shore sprinkler systems (due to previous knowledge of many aspects 
of off shore business generally, and having many relationships available 
to the entrepreneur) found it was diff erent for the endeavour to enter 
the onshore market. Th e fi rm had to fi rst learn how that existing mar-
ket functioned, which mechanisms were used by competitors and what 
needed to be done to enter this industry with a superior technology but 
lack of understanding about the business. To compensate for the short-
comings managers were brought in who started to adapt the fi rm to this 
new environment. Th ey started to evaluate how existing processes and 
capabilities could fi tted into these substantially diff erent industry struc-
tures in these markets around the world, especially in the USA. Th is loss 
of control over the means and lack of knowledge of how the industry 
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does business represents low predictability due to the many unknowns 
(e.g. how important stakeholders like insurance companies can be won 
over while existing market players heavily lobby against the new technol-
ogy) and means that adaptation requires organizational fl exibility to fi t 
into the industry, while paying much attention to what is happening on 
the market. In organizational terms the stage change from transformative 
to adaptive has also infl uenced the organizational culture and the way the 
fi rm has been doing things. Emphasis was given to managerial processes, 
analysis, and systematic approaches to conquer new industries and mar-
kets. Many of the key individuals who joined the fi rm early started to lose 
interest in working for a ‘ normal and boring’  company. Th is might have 
subsequently led to its change into the fourth stage.  

    The Planning Stage 

 With private equity partners acquiring half of the fi rm and with manag-
ers taking charge of the fi rm, including taking the post of CEO, Göran, 
the entrepreneur who was still the president of the board, handed opera-
tional business over to managers. With this loss of direct control over 
critical elements and actions in the business he also lost his passion for it 
leading him to invest increasingly more time in separate new ventures. 
Subsequently, the conclusion was to sell the fi rm to a giant MNC with 
strong market share in the global fi re protection industry. Th is decision 
led to the acquisition of Marioff  and the integration of its business with 
that of an established competitor in an industry which overall can be 
characterized as fairly stable and thus rather predictable (for established 
insiders). 

 Th is case illustrates a fi rm’s transformation from its unconventional entre-
preneurial beginnings to becoming quite a regular business in its industry. 
What is interesting is the way the fi rm shifts its approach from being entre-
preneurial to becoming a managerial company. In the fi rst two phases it 
was critical to control certain means and expand them through develop-
ing new value by exploring stakeholder interactions and to stay open to 
allowing the business fi rst to develop its value creating technology before 
defi ning any organizational goals. Th e decision to enter existing markets 
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and the subsequent shift to a managerial orientation can be interpreted as 
loss of control over the environment, and at the same time it can be seen 
as a transition phase in which the fi rm tried to become organizationally 
fl exible while learning fast what the rules of the game are. Value creation at 
this stage is hanging in the balance between the huge technological value 
of the product and the lack of know-how in terms of commercializing it in 
new markets. Because the market for shipping fi re protection systems was 
created by the fi rm it had widespread control over it. Expanding the fi rm to 
existing markets meant a relative loss of control and in parallel having little 
insight into the mechanisms of an existing industry. To overcome this the 
answer was to apply managerial logic, acquire the lacking knowledge in the 
form of new managers and to start exploiting this knowledge to leverage 
the superior technology, which was fully realized when the whole venture 
was fi nally exploited via an industry sale, transforming the business into a 
conventional one.   

    Discussion and Conclusion 

 Th e case describes one and a half decades of the development of an 
entrepreneurial fi rm that managed within only a few years to expand its 
business worldwide. Our analysis was using eff ectuation as an entrepre-
neurship theory (Sarasvathy  2001 ) and a prediction-control framework 
(Wiltbank et al.  2006 ) to show how a fi rm is able to create value through-
out diff erent stages of its development, drawing on diff erent mechanisms 
that allow the venture to establish and expand internationally and in 
global market niches (cf. Sarasvathy and Dew  2005 ). We applied this 
framework and theory with a process philosophy in mind, emphasizing 
the events and unfolding changes that happen over time (Van de Ven and 
Engleman  2004 ) rather than fi tting the case into a certain quadrant of 
Wiltbank et al.’s ( 2006 ) framework. As a result we gained a number of 
insights which might be further discussed. 

 First, overall eff ectuation (Sarasvathy  2001 ) is a theory which might 
serve IE to substantially advance its further development as a disci-
pline because it enables us explain diff erent approaches and mindsets 
of international value creation  vis-à-vis  the developmental stage of the 
organization and the opportunity that is being realized. It is a useful 
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entrepreneurship theory which convincingly explains how entrepreneurs 
function  diff erently from managers and therefore provides a basis to fur-
ther develop gap fi lling knowledge about how MNCs emerge from small 
entrepreneurial fi rms. In combination with that, the larger framework of 
emphasis and control (Wiltbank et al.  2006 ) is useful. In that framework 
eff ectuation is positioned as a transformative approach which entrepre-
neurs apply. As such it helps us understand the mindset and subsequent 
actions of entrepreneurs and the development of their fi rms as it explains 
why and when fi rms change behaviour in their development. As our case 
analysis has shown there is substantial explanatory power in investigat-
ing how behaviour is changing with varying degrees of belief in predict-
ability and control. We recommend that that this framework is used to 
consider possible developments rather than being used as an ordering 
framework for when fi rms developing knowledge of dynamic processes of 
the internationalising entrepreneurial fi rm. Th at this framework is used 
to consider possible developments rather than an ordering framework for 
fi rms. We have seen with the Marioff  case that a fi rm may go through 
several stages, and we have been able to explain how a development from 
visionary to transformative to adaptive to planning occurs in relation to 
the shifts from an entrepreneurial to a managerial fi rm, which draws on 
diff erent rationales and processes, usually expressed as balancing exploita-
tion of given and development of new knowledge (March  1991 ), in the 
way it creates value. 

 Secondly, the use of the control and prediction framework, supported 
by eff ectuation theory, provides IE with the means to combine knowl-
edge of how entrepreneurs function with knowledge about the MNC. It 
may provide explanations as to why young fi rms have been found to have 
certain advantages in their early internationalization (Autio et al.  2000 ) 
compared to older (more managerial) fi rms. It also gives us a framework 
to explore new ways of investigating what happens at the ‘phase change’, 
when the fi rm switches from entrepreneurial to managerial behaviour 
and opens up new ways of looking at qualitative changes within the fi rm. 
Th is might add to our understanding of the process of international-
ization as, for instance, prominently described by Johanson and Vahlne 
(1977, 2003) and it might establish diff erentiated views on the mecha-
nism of how value is created in the process. Entrepreneurs tend to process 
reality in diff erent ways than managers do (cf. Sarasvathy et  al.  2008 , 
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p. 46), which should infl uence the way the fi rm processes its knowledge 
and makes decisions concerning market entry and value creation. 

 Th irdly, arriving at IB, this approach to look at qualitative changes 
in the fi rm from its entrepreneurial beginnings to its development into 
a MNC might give us insights into the making of MNCs. Currently, 
major theories about foreign direct investment (e.g. Dunning’s Eclectic 
Paradigm) tend to accept the fact that a MNC’s success in terms of its 
value creation capacity can be explained by a number of factors, like 
fi rm-specifi c advantages, location-specifi c advantages and internalization 
choices. It nevertheless does not help us understand how these types of 
fi rms came to enjoy these advantages in the fi rst place. In that respect IB 
would not only be infl uential for IE but IE could contribute to answering 
some fundamental questions about IB. 

 Fourthly, most infl uential theories developed for MNCs and INVs (e.g. 
Oviatt and McDougall  1994 ) are ex-post rationalizations of successful 
outcomes. We suggest investigating the development of  entrepreneurial 
fi rms which might grow into MNCs, applying a process theoretical lens 
and using event-driven methods (e.g. Aldrich  2001 ; Van de Ven and 
Engleman  2004 ). Th is approach may help us learn more from failures, 
for instance when entrepreneurial fi rms fail to recognize their limitations 
when constructing their environments, or under which conditions such 
limitations might be encountered. 

 In addition it is important to analyse what the boundary conditions 
are under which such a new theoretical trajectory using eff ectuation logic 
applies. We suggest that fi rms should be investigated in terms of their 
mindset at the onset of their internationalization. How do they see their 
future? Do they emphasize understanding international environments and 
prediction of what their environments might become? Or do they focus on 
elements which they can actively control? Th is is all in all a very interesting 
question, which has already, in fi elds other than IB, created paradigm wars 
(cf. McKelvey  1997 ), by debating whether the fi rm needs to respond to 
naturally occurring phenomena outside its own direct infl uence or make its 
own decisions which infl uence its further development. As our approach to 
explaining entrepreneurial internationalization has shown, it may be that 
both paradigms are valid at diff erent stages of a fi rm’s development and to 
diff erent degrees. What is important is to investigate the actions of inter-
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nationalizing fi rms over the course of their development with one critical 
phase being the phase change from entrepreneurial to managerial. 

 Further research should be directed to put emphasis on the behaviour 
of internationalizing fi rms and towards the mindset they have at various 
developmental stages. For entrepreneurial fi rms that become managerial 
MNCs it might give substantial insights into how to benefi t from the 
diff erent operating logics of entrepreneurs and managers, and to accept 
clearly what constitutes the boundaries of either approach in order to 
optimize the international development of such fi rms. In addition this 
might lead us to a new way of making sense of a new discipline which 
integrates vast knowledge of IB with new theoretical insights in entrepre-
neurship, and in return provides answers to some of the larger remaining 
questions in both parent disciplines.      
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         Introduction 

 In international business (IB), value is generally considered as something 
that is created in a global value chain (Gereffi   et al.  2005 ). Conventional 
views suggest that companies engage in exchange with other companies 
across diff erent countries in a somewhat sequential manner (e.g. from 
raw materials, to production, to wholesalers, to retailers), and value is 
added along the way (Funk et  al.  2010 ; Kumaraswamy et  al.  2012 ). 
Nevertheless, there is not much discussion on how value is created or 
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derived throughout these interactions. Instead, in line with neoclassical 
economics, it is generally assumed that value is created through fi rms’ 
participation in value chains and, ultimately, ‘consumed,’ or destroyed, 
by individual customers. 

 Johanson and Vahlne (Eden and Winners  2009 ) criticized that by 
inheriting the ontological and epistemological premises from economics, 
IB scholars became ‘prisoners’ of neoclassical economics. Th ey argue that 
this approach is notorious for treating business processes as separate from 
the surrounding society. In response to this narrow view, Johanson and 
Vahlne ( 2009 ) revised their original Uppsala model to discuss fi rms in a 
network type of environment. Th ey explicitly note that a fi rm’s success 
depends on its role in one or more networks. In addition, they have rec-
ognized that knowledge is created in the relationships embedded in these 
networks, and that knowledge is ‘context-specifi c’ by nature. However, 
there is still a lack of consideration of the underlying complexities of the 
social and cultural context (Akaka et al.  2013 ) through which value is 
created in international markets. 

 From time to time, IB scholars encourage studies regarding context. 
Most notably this happened in the stream of comparative marketing in 
the 1960s and 1970s. However, since then, attention toward compara-
tive marketing has faded. Consequently, IB research has not developed 
an understanding of social complexity and the co-evolution of marketing 
systems and their environments (Cantwell et al.  2010 ) that could have 
emerged from comparative marketing studies. It seems that this lack of 
understanding dynamic contexts may be a central reason for why the IB 
discipline has been ‘running out of steam’ (Buckley  2002 ). 

 We argue that a shift toward understanding context is needed if IB 
scholars want to advance the discipline in such a way as to explain the 
social and cultural complexities of exchange (Calhoun  2010 ; Sullivan 
et al.  2011 ). Th is is because following the philosophical premises of neo-
classical economics limits the potential of IB research in understanding 
and analysing the social and cultural context within which exchange and 
value creation occur. Th us, developing a deeper understanding of con-
text can potentially revive momentum in IB research, distinguish this 
body of knowledge from mainstream economics, and provide important 
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insights into other disciplines (Calhoun  2010 ; Michailova  2011 ; Toyne 
and Nigh  1998 ). 

 In this chapter, we propose a service-ecosystem perspective (Vargo and 
Lusch  2011 ) to understand how context infl uences and is infl uenced by 
value creation in IB. Earlier, Akaka et al. ( 2013 ) indicated that a service- 
ecosystem perspective can potentially aid researchers in understanding 
international markets in a more comprehensive manner. Th us, we draw 
on their work to discuss the complexity of context in international mar-
kets, and how this can help us to refocus our attention on the relationship 
between international businesses and the environment within which they 
are embedded. More specifi cally, as a contribution to the discussion on 
value creation in IB, we argue that a service-ecosystem perspective can 
help develop an understanding of value creation beyond the conceptual-
ization of a value chain. Rather than focusing on diff erences between sys-
tems (e.g. fi rms and public actors) or markets (e.g. foreign and domestic), 
we contribute to understanding how value creation can be interpreted as 
a part of a complex context.  

    Comparative Marketing Scholars as Pioneers 
of Contextual IB Research 

 Comparative marketing is a topic of IB that centres on the study of 
marketing fl ows, marketing-environment relationships, constraints of 
the environment on systems, actor characteristics, structures, and insti-
tutions in exchange systems (Boddewyn  1981 ; Iyer  1997 ). Scholars of 
 comparative marketing (for a review, see Boddewyn  1981 ) have stud-
ied diff erences among broad national systems (macro-level), such as 
institutional development, or their specifi c components of national sys-
tems, such as consumer behaviour and segments (micro-level). Whereas 
macro-level studies mostly concentrated on the diff erences between 
countries, the micro-level studies focused on discovering the similari-
ties in customer behaviour so that marketing managers could mini-
mize costs and eff ort with the use of standardized strategies in several 
countries. 
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 While some scholars of comparative marketing compared the key con-
cepts separately from one country to another, Bartels ( 1968a ,  b ) focused 
on the relationships between a marketing system (interactions among 
individuals acting in various relationships, sets, or channels involved in 
the distribution of goods and services’) and the broader social environ-
ment in which marketing is performed. For Bartels ( 1968a ) the com-
parison of marketing systems and marketing environments did not make 
sense, as these resulted only in descriptive studies. Instead, he considered 
that a focus on comparing relationships between a marketing system and 
its environment in two or more countries had the potential to reveal 
the orientation of each marketing system to its complex environment. 
Th is kind of comparative analysis is required to study the actions and 
interactions of participants in the marketing process operating under the 
constraints of their respective societies. Here, Bartels ( 1968a ) was inter-
ested in both non-human aspects of the marketing process, such as prod-
ucts, prices, channels, markets, and institutions as well as human aspects, 
namely social systems, roles, behaviour, interaction, and management. 
Being based on social interaction, marketing was considered as ‘subordi-
nate to social objective’, and as a result being guided by social ethics and 
society’s primary institutions, and ‘even to the alteration of conditions of 
the market and of behavior patterns within it’ (Bartels  1968b ). 

 Th us, comparative marketing was an IB topic that had the potential 
to study the infl uence of context (e.g. diff erent cultures and markets) on 
exchange and value creation. Unfortunately, if comparative marketing was 
considered as being ‘green’ after the fi rst 25 years (Boddewyn  1981 , p. 61), 
now it can be declared grey. It never reached mainstream status in the 
IB literature, as the conceptualizations of comparative  marketing scholars 
have not perpetuated or spread throughout the IB research stream. 

 One of the rare IB scholars who has built directly on the insight of 
comparative marketing scholars since early the 1980s is Gobalkrishnan 
Iyer ( 1997 ). Iyer was infl uenced by new institutional economists (North 
 1990 ) who enabled him to realize that a systems view requires more 
than a simplistic analysis of the structures and functions of a market. 
Iyer ( 1997 , p.  533) argued that ‘variations in national marketing sys-
tems can be established on the basis of their institutional environments 
as much as from strategic responses of organizations comprising the 
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 system’. However, IB studies remain characterized by system-level divides 
between individuals and groups and organizations. Furthermore, studies 
of organizations, individuals, and groups are separated from scholarship 
on economic and social systems (Molloy et al.  2011 ). Th ese shortcomings 
reveal the need for multi-level studies in IB, as called for in the interac-
tion paradigm for IB (Toyne and Nigh  1998 ). 

 Toyne and Nigh ( 1998 , p. 866) apply an interaction paradigm and 
perceive IB as ‘a multi-level, hierarchical process that evolves (or emerges) 
over time as a consequence of the interaction of two or more socially 
embedded, multi-level business processes’. In line with Bartels, they sug-
gest that neither companies nor IB phenomena are identical within or 
across national contexts. Th erefore, they argued for focusing on  interac-
tion  as a means for explaining the emergence, continuance, and indi-
viduality of business processes and IB phenomena. Th ese views were later 
echoed by Calhoun ( 2010 ), who considered that IB would benefi t from 
new theoretical insights from emerging market characteristics, and soci-
etal and market path dependence, which can be identifi ed in complex 
international contexts. In brief, she argued for a revolution to a context- 
focused paradigm that shifts attention away from fi rm actions to con-
textual variance. Nevertheless, neither interaction nor context-focused 
paradigms have captured the attention of the majority of IB researchers. 
As a result, similar to comparative marketing they are far from paradigm 
status in the fi eld. 

 It is important to note that the heritage of comparative marketing 
can be seen more clearly in other fi elds of study. For instance, macro- 
marketing was also heavily infl uenced by Wroe Alderson (Shaw and 
Jones  2005 ) and has revived attention in marketing systems (Layton 
 2007 ,  2015 ). Interestingly, Iyer ( 1997 ) considers that researchers associ-
ated with the Industrial Marketing and Purchasing (IMP) group are also 
important contributors to comparative marketing thought, with their 
focus on understanding business network relationships. 

 We expect the further development of IB to occur in a Kuhnian way, 
by extending the knowledge of existing models or through a scientifi c 
revolution, which revises existing beliefs or practices. In other words, IB 
researchers and practitioners can continue to adapt and apply models 
using a ‘‘manufacturing mentality’’ (Ryans et al.  2003 , p. 589) or develop 
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new theories and models using an alternative. We argue that adapting an 
old mentality is insuffi  cient for understanding the context of IB and pro-
pose a more encompassing approach that takes into account the dynam-
ics of the relationship between a marketing system and its environment, 
which has the potential to advance our thinking in value creation. In 
particular, we draw on a service-ecosystem perspective that reconciles 
ideas from the IMP school, new institutional economics, and macro- 
marketing into one broad and cohesive framework (Vargo and Lusch 
 2016 ; Vargo  2009 ; Wieland et al.  2015 ). In doing this, we highlight an 
evolving approach to exchange and value creation that is in line with 
the comparative marketing perspective (Boddewyn  1981 ), the interac-
tion paradigm of international business (Toyne and Nigh  1998 ), and the 
context-focused paradigm of IB (Calhoun  2010 ). Below, we introduce 
how a service-ecosystem perspective integrates systems and environments 
by drawing attention toward the complexity of the context of value cre-
ation in IB.  

    A Service-Ecosystem Perspective 

 Service-dominant (S-D) logic was introduced by Vargo and Lusch ( 2004 , 
 2008 ) to reframe ‘service’ as a concept that transcends and unifi es ‘goods’ 
and ‘services’. Th is alternative approach to thinking about exchange 
advanced our thinking about value creation. Th e evolution of S-D logic 
has led to the discussion of service ecosystems, which are defi ned as ‘‘a 
relatively self-contained, self-adjusting system of resource-integrating 
actors connected by shared institutional arrangements and mutual value 
creation through service exchange’’ (Vargo and Lusch  2016 , pp. 10–11). 
Th is service-ecosystem view emphasizes the role of context in value cre-
ation, both international and domestic, as a complex phenomenon ema-
nating from a few central constructs: service exchange, integration of 
resources, value co-creation, and value-in-context (Akaka et al.  2013 ). In 
addition, attention towards the importance of institutions in value cre-
ation has grown (Vargo and Lusch  2016 ). To summarize, an S-D logic, 
or service-ecosystem perspective, is grounded on fi ve axioms (Vargo and 
Lusch  2016 , p. 18): 
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  Axiom 1   Service is the fundamental basis of exchange.  

  Axiom 2   Value is co-created by multiple actors, always including 
the beneficiary.  

  Axiom 3   All social and economic actors are resource integrators.  

  Axiom 4   Value is always uniquely and phenomenologically deter-
mined by the beneficiary.  

  Axiom 5   Value co-creation is co-ordinated through actor-generated 
institutions and institutional arrangements.  

 With its fi ve axioms, a service-ecosystem perspective shifts a singular 
focus on fi rm-specifi c resources toward the integration and generation 
of adaptive resources, which can reduce resource depletion, or increase 
availability, and create alternative service solutions. In this view, it is the 
perspective and knowledge of people, such as employees, customers, 
and other actors, that diff erentiates resources from resistances and drives 
value creation in both global and local markets (Akaka et al.  2013 ). Th us, 
value creation within ‘global value chains’ is driven by the integration and 
application of resources within complex networks (e.g. organizations, 
industries) that interact across national and cultural borders. 

 Interestingly, a service-ecosystem perspective draws on a dynamic sys-
tems approach to study the interaction and exchange of service among 
various stakeholders. It emphasizes the role of institutions (Williamson 
 2000 ) in governing interactions of several actors that participate in value 
creation. However, these same institutions are also composed of human 
actions and interactions at the micro-level, i.e. duality of structure 
(Giddens  1984 ). Th erefore, meso- and macro-level systems and structures 
are formed and reformed through individual actions and the reproduction 
of relationships and shared meanings (e.g. social norms and cultures). 

 Th is service-ecosystem approach has the potential to broaden the scope 
of IB beyond a fi rm-centric view that has been criticized by Calhoun ( 2010 ) 
and Toyne and Nigh ( 1998 ). It provides an insight into understanding 
the dynamics of exchange relationships in multi-level markets (e.g. local, 
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national, global). Importantly, this dynamic, multi-faceted approach  provides 
 important insights into what underpins the complexity of the context that 
frames value creation in international markets (Akaka et al.  2013 ).  

    Service-Ecosystem Perspective to Value 
Creation 

 Regardless of calls for more interactive and contextual approaches for 
advancing IB, the mainstream literature about IB implicitly maintains 
the view that fi rms create value, which is eventually destroyed by cus-
tomers. Even the internationalization of services literature has focused 
on fi rm-level resources, as well as management and fi rm characteristics 
(Javalgi and Martin  2007 ) with limited attention being paid to the social 
and cultural context of value creation. 

 Alternatively, a service-ecosystem perspective reconceptualizes what 
value is and how it is co-created by joint eff orts among fi rms, custom-
ers, and other actors (e.g. suppliers, government agencies, nonprofi t 
 organizations) (Vargo and Lusch  2008 ). According to a service-ecosys-
tem view, value-in-exchange is only a nominal representation of value; 
the ‘‘real value’’ or value-in-use (Smith  1776 ) is derived and determined 
through the integration and application of resources. Th is distinction 
between value-in-exchange and value-in-use sheds light on how cus-
tomer perceptions of particular market off erings vary across countries 
(Akaka and Alden  2010 ). In particular, a service-ecosystem perspective 
provides insight into the dynamic nature of IB by suggesting that value 
is always derived and evaluated by the customer (Merz et al.  2009 ; Vargo 
and Lusch  2008 ). 

 In a service-ecosystem perspective, exchange is embedded in social 
interactions and the resource integration practices of multiple actors 
(Korkman et  al.  2010 ). Th is points toward resource integration as a 
central practice in value co-creation (Akaka and Chandler  2011 ; Vargo 
and Akaka  2012 ). Importantly, as exchange and resource integration 
are embedded within a variety of contexts, value creation is infl uenced 
by interactions that take place outside of dyadic transactions, including 
international markets (Akaka et al.  2013 ). 
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 Th us, a service-ecosystem perspective and its conceptualization of 
value co-creation emphasizes the embedded nature of exchange in social 
context (Edvardsson et al.  2011 ) by focusing on value derived through 
use of market off erings in complex social and cultural contexts (Vargo 
and Lusch  2011 ). ‘Value-in-context’ (Vargo et al.  2008 ) articulates the 
value that is derived and determined through the integration of a market 
off ering with other resources, in a particular context. In this view, value 
co-creation is not only infl uenced by the use of fi rm-specifi c resources, 
management, or fi rm characteristics, but also by contextual factors, such 
as networks of relationships, social structure, and cultures (Akaka et al. 
 2013 ; Chandler and Vargo  2011 ; Edvardsson et  al.  2011 ). Together 
these diff erent layers off er a view of markets that includes multiple levels 
of interaction, namely micro-, meso-, and macro-. Th ese levels are rela-
tive to each other (i.e. not fi xed) and an analytical meta-layer reveals the 
relationship among the nested levels that enables researchers to under-
stand the connections among diff erent levels of interaction and how the 
ecosystem evolves over time (Akaka et  al.  2013 ; Chandler and Vargo 
 2011 ). 

 In short, this approach emphasizes how micro-level interactions con-
stitute meso- and macro-level contexts, and vice versa. For example, at 
a micro level, a dyad (e.g. fi rm and customer) might frame the integra-
tion of resources by each actor as well as the value derived and evaluated 
from that particular encounter (Chandler and Vargo  2011 ). Each actor 
that engages in exchange is guided by sets of institutions (Williamson 
 2000 ), or institutional arrangements (Vargo and Lusch  2016 ) at meso- 
and macro-levels. When similar institutional arrangements (e.g. com-
mon cultures and/or social norms) guide the actors entering an exchange 
encounter, the value co-creation is more likely to occur. However, if the 
institutional arrangements vary widely between the actors (which is often 
the case in IB), the likelihood for value co-destruction (Plé and Cáceres 
 2010 ) increases. 

 In order to illustrate this, we consider the context of global shipping. In 
the shipping industry, a shipyard typically aims at building container ships 
that are heavily standardized in order to reach economies of scale. Th ey 
justify the need for lower costs by the ability to decrease capital expen-
diture by shipowners. Yet, shipowners encounter various actors in their 
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daily operations, depending on whether they operate the ships or lease 
them out. As a result, they may fi nd out that a standardized vessel is not 
suitable for them and, with higher operational costs, value creation is lim-
ited. For instance, if the operator is a member of a carrier alliance (where 
vessel-sharing agreement is a common practice), other shipping compa-
nies may believe that the standardized vessel is not effi  cient enough and is 
not accepted by other members of the alliance for vessel-sharing. Similarly, 
the vessel can be too wide to dock at some of the ports in the route it was 
planned to serve. Likewise, ineffi  cient engines may consume a lot of fuel 
and as a result raise concerns in environmental organizations, which makes 
the ship less appealing for environmentally-oriented third- party logistics 
companies or cargo owners. Th is is important because in the aftermath of 
the COP21 climate conference, several large logistics companies are under 
pressure to meet their clients’ requests to meet particle emissions standards 
before they agree to do business with them. Naturally, the general shifts 
in international trade at a macro-level also have a great impact on the 
demand in global shipping. For instance, 3D printing is becoming a com-
mon practice that can signifi cantly reduce the need to ship ready-made 
items globally, which makes container ships more obsolete. Th us, a value 
proposition (standardized container ship with lower capital expenditure) 
that initially seems to be value creating for both parties (lower cost for 
both shipyard and shipowner) may in the end result in challenges in value 
creation as both parties are nested in a complex global context. 

 Th ese contextual limitations can be particularly devastating for small- 
and medium-sized enterprises (SMEs), but can also provide interesting 
business opportunities. For instance, counteracting institutional arrange-
ments in global shipping have encouraged start-ups like FreightOS 
and Xeneta to serve the needs of shippers. Zvi Schreiber, Founder of 
FreightOS, became frustrated with the industry practice of waiting ‘a 
day or two to get a quote for door-to-door freight’. In 2013, FreightOS 
created an online solution for freight forwarders to make instant quotes 
and a platform for shippers to compare prices. In doing so, this com-
pany brings together big data on various fees: trucking, ocean liner, fuel, 
handling and port fees. As a result, they contribute to the co-creation 
of value derived by shippers and freight forwarders. Th is solution can 
also be seen as proposing value to the wider ecosystem, as automation 
of instant freight quotes eliminates invoicing errors that, according to 
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the company, cost the industry millions of dollars annually. In addition 
to the monetary benefi ts, they recently added a way for importers to cut 
their carbon footprint, thus addressing rising environmental concerns at 
the COP21 climate conference. 

 Xeneta was established in 2012 to provide the world’s largest database 
of contracted freight rates. Th e founders became frustrated with the high 
volatility and lack of transparency in the ocean freight market. As a solu-
tion, they crowdsource data of contracted shipping prices from thousands 
of shippers. Th e integration of these resources and analysis of the data 
provide intelligence that was not available earlier. As a result, shippers 
are able to make sense of the quoted rates they get from their carrier and 
compare it to the real contracted rates of the market. Although, according 
to the company, some shippers have stated that they pay 40–50 % more 
than the market average, it takes time for shippers to understand that 
there is a tool that can help them negotiate a better deal, and give them 
the information they need to make better decisions during the tendering 
process. It has also been diffi  cult for some people to accept that the previ-
ous way of doing business is not the most effi  cient way and that requires 
a change in mindset. Th erefore, Xeneta needs to educate the shippers that 
technology and big data can make them more effi  cient as well as change 
their supply chain strategy by simply being better informed with facts. At 
the same time, the shipping companies are losing their potential to make 
more money, and they are not happy to see a change in the pricing system 
that has existed for decades. 

 Value creation of shippers and carriers can thus be seen as being infl u-
enced by SMEs. Th ese SMEs may create new markets within the institu-
tional arrangements of highly institutionalized international markets like 
global shipping. Yet, these companies are simultaneously infl uenced by 
other institutional arrangements, which enable and constrain exchange 
and value creation, such as changes in international trade patterns, trends 
in environmental awareness and advances in digitalization. 

 For IB, this broad view of context incorporates multiple levels of inter-
action and intersecting and overlapping institutions, but suggests that 
driving the formation and reformation of these meso- and macro-levels 
of structure is the enactment of practices and the co-creation of value. In 
other words, this lens helps refocus the initiative of IB on understanding 
the fundamentals of value creation and exchange. 
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 By focusing on institutions and institutional arrangements as the 
foundational social aspects of value creation in service ecosystems, IB 
scholars can better understand the origins of broader meso- and macro- 
level changes. Value co-creation drives market (re)formation by changing 
the landscape of local, national, regional, and global contexts. Th is is 
because, as actors enact practices and integrate resources across countries 
and cultures, they are guided by diverse institutional arrangements, both 
complementary and competing. Th e integration of diff erent perspectives 
of value and enactment of diff erent practices within a particular local, 
regional, or global context can potentially lead to the development of 
new institutional arrangements that shape new markets. 

 Th is emphasis on institutions highlights the social and cultural context 
that exists beyond direct interactions between fi rms and customers and the 
physical and social environments that surround them. Most importantly, it 
broadens the scope of the IB context to include all global  market interac-
tions and their associated institutions. In other words, because experiences 
are infl uenced by direct and indirect interactions among multiple actors, the 
context of value creation is not limited to particular ‘types’ of products or 
encounters. Furthermore, by focusing on how institutions infl uence value 
creation, it becomes clear that unique experiences often emerge from diff er-
ences in institutions and socio-historic perspectives rather than heterogene-
ity of products. Th is view of context provides insights into the dynamics of 
IB that can help to guide future research in exploring how value is co-created 
(Akaka et al.  2013 ; Akaka and Vargo  2015 ). Th is approach suggests that 
value creation is not based on discrete moments in time through direct inter-
actions between fi rms and customers; rather, value is created through com-
plex social and cultural contexts. Th ese contexts are formed and reformed 
through iterative and recursive social and cultural processes, and value is 
created and recreated over time and space (Akaka and Vargo  2015 ).  

    Conclusion 

 International business has been criticized for running out of steam 
(Buckley  2002 ) and being a ‘storer’ of knowledge rather than a source for 
other disciplines (Sullivan et al.  2011 ). In line with Calhoun ( 2010 ) and 
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Michailova ( 2011 ), we consider that the lack of energy in the discipline is 
due to a lack of focus on context. Interestingly, this view has been shared 
by some of the leading names of the fi eld. For instance, Dunning ( 2009 ) 
suggested that the eclectic paradigm needs to be revisited as functional 
approaches cannot explain complex IB phenomena. Moreover, the revi-
sion of the Uppsala model (Johanson and Vahlne  2009 ) can be seen as 
a part of a wider paradigm shift focusing on the market complexity and 
context instead of searching for generalizability (Calhoun  2010 ). 

 Prior proposals for moderate changes in incorporating context in IB 
literature have drawn attention to the environment within which value 
creation occurs, but the ongoing focus on fi rm actions and characteris-
tics continues to limit the advancement of the fi eld. In other words, the 
positivist assumptions of reality result in the dominance of de-contex-
tualized research (Welch et  al.  2011 ). Th erefore, any attempt towards 
 contextualization of IB research requires a shift in one’s philosophical 
orientation. Welch et al. ( 2011 ) conclude that contextualization requires 
a paradigmatic change in IB thought. We believe that advances in IB the-
ory are going to be made when IB shifts the focus away from fi rm-centric 
studies to multi-level processes, which evolve over time as a consequence 
of the interaction of two or more socially embedded, multi-level business 
processes (Toyne and Nigh  1998 ). Somewhat ironically, shifting away 
from a fi rm-centric lens and focusing on understanding the complexi-
ties of context can potentially improve understanding of fi rm behaviour 
within IB (Calhoun  2010 ). 

 We argue that a service-ecosystem approach provides an alternative, 
and arguably unifying, lens for studying IB, which can help bridge the 
gap between eff orts to understand a multitude of diverse, international 
contexts and eff orts geared toward developing underlying theories for 
dynamic systems of exchange. In particular, S-D logic’s emphasis on ser-
vice reconsiders the resources and processes which are involved in value 
creation and stresses the complexity of all contexts through which value 
is derived and evaluated. Th us, we argue that this service-ecosystem per-
spective is a viable alternative for facilitating paradigmatic change in IB. 

 Importantly, a service-ecosystem approach enables the consideration 
of exchange and value-creation in a specifi c environment (local or global) 
within the context of diff erent levels of systems in a dynamic manner. By 
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oscillating foci across diff erent levels of a service ecosystem we can have 
a rich understanding of the environmental forces that infl uence, and are 
infl uenced by, service exchange and value creation. Associated reframing 
of exchange and value creation provides a broader, but realistic scope, for 
traditional research topics in IB. For example, the market entry decision 
or the entry mode choice becomes a study of institutions and networks 
of actors that weave in and out of national borders as well as micro-, 
meso-, and macro-levels of interaction and analysis. Similarly, innovation 
is no longer what occurs within the fi rm but something that emerges 
through in an ever-evolving service ecosystem, in which it is continually 
co- created. Global supply chains morph into global human resource sys-
tems of service-exchanging actors, in which liquefi ed information makes 
distinctions between off shoring and domestic business increasingly irrel-
evant. Furthermore, the conceptualization of value-in-cultural-context 
(Akaka et al.  2013 ) off ers a more dynamic view of culture than conven-
tional frameworks in IB, which traditionally centre on how collective 
values infl uence individual behaviours (e.g. Hofstede  1980 ). 

 Th e concepts of value co-creation and value-in-context imply that, 
rather than segmenting customer characteristics and targeting custom-
ers through standardization or adaptation techniques, managers can 
consider the social and cultural contexts that frame particular market 
interactions and focus on contributing to the creation of value and shap-
ing of markets. In general, a service-ecosystem approach shifts the focus 
from marketing management to questions about how actors enact rou-
tine practices to create value (i.e. benefi t) for themselves and for others 
by drawing on and contributing to a multitude of institutional arrange-
ments that comprise various levels (micro, meso, and macro) of social 
and cultural contexts. 

 Extending the context of value creation in IB using a service-ecosystem 
perspective not only provides insight to phenomenological conceptual-
izations of customer experiences (i.e. diverse interactions and institutions 
infl uence experience), but also how contexts are formed. Th is is impor-
tant because adopting a service-ecosystem approach to context requires 
the consideration of how social processes (e.g. institutionalization) shape 
value creation, and vice versa. Th is view aligns with Griffi  th’s ( 2010 ) 
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multi-level approach for institutional analysis, which varies among 
global, regional, and national levels of institutions. Th is multi-level view 
emphasizes the way confl icts can arise in multi-level contexts as fi rms 
enter foreign institutional environments. 

 Although the prevailing paradigms have been challenged by several 
authors (Calhoun  2010 ; Michailova  2011 ; Sullivan et  al.  2011 ; Toyne 
and Nigh  1998 ), and a move towards context-emphasizing pluralistic 
research has been encouraged, little is known about what kind of changes 
are required to shift the paradigmatic thinking of IB in order to success-
fully explain complex IB phenomena. Th us, much research remains to be 
done in order to better understand the central practices and resources of 
particular markets and how they contribute to the uniqueness of those 
markets and the value co-created within them. In other words, a value 
co-creation approach to identifying and distinguishing markets, based 
on diff erences in practices and resources, is needed to better understand 
cultural and national contexts and how they contribute to the derivation 
of value in particular local contexts as well. In addition, the social norms 
that guide interaction among fi rms, customers, and other actors should 
be more closely investigated. 

 Perhaps most importantly, at this stage, empirical work is needed to 
apply this dynamic framework toward understanding how confl icting 
viewpoints on evaluations infl uence what value is and how it can be cre-
ated. Th e congruence of evaluation and viability in value co-creation is an 
especially important topic for future research because oftentimes what is 
considered as valuable at a micro (e.g. local) context may not be consid-
ered as such at meso- (e.g. national) or macro-levels (e.g. global), and vice 
versa. Advancing the understanding of multiple levels of social and cul-
tural context and contextual change will provide a more comprehensive 
understanding of what market cultures are and how value is co-created 
in IB systems.      
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         Introduction 

 Trade and inter-company relations, in other words international  business 
(IB), has been a subject of academic research since the early twenti-
eth century. Until the end of the century studies in IB had focused on 
export activities, foreign direct investment, technology transfer, and the 
management of multinational corporations (MNCs) whereas less atten-
tion was directed towards small- and medium-sized enterprises (SMEs). 
Th e theoretical bases for research into the cross-border activities mainly 
emerged from economics, business strategy, organizational development, 
and political science. Th is literature explains the success of international 
fi rms as a result of various characteristics ;  such as strategy, structure, per-
formance, size, ownership, marketing, internal organization, etc. It is a 
basic assumption in economics that fi rms are rational economic actors, 
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and the close link between IB and economics has resulted in a preoc-
cupation with the more or less ‘optimal’ entry mode decision relating to 
a particular foreign market at a given point in time (Benito and Welch 
 1994 ). Th e normative literature in international marketing frames such 
decisions as a rational response to conditions in the market, which are 
seen to be made on the basis of objective information gathered systemati-
cally via market research (Ellis  2000 ). 

 Over the past three decades more attention and increasing inter-
est has been directed towards the change of initial entry decisions, the 
ways in which relationships between entities evolve over time and infl u-
ence the decision-making process, and the interplay of market servicing 
decisions and other aspects of the internationalization of the fi rm. Th is 
line of research focuses on internationalization as a process. Welch and 
Luostarinen ( 1988 ) set out to unravel the fundamental characteristics of 
the internationalization process. In this process they uncover two con-
cepts occasionally applied in the context of internationalization, namely 
international orientation and international commitment. Furthermore, 
they contend that internationalization is not just an outward movement, 
but a process that could assume both directions: inward and outward. 
Th ey argued that internationalization is ‘the process of increasing involve-
ment in international operations’ (ibid., p. 84). Th is defi nition eventually 
became one of the most recognized and accepted within the IB literature. 
Lu and Beamish ( 2001 ) focus specifi cally on the international expansion 
and performance of SMEs. Th e result is that an expansion into new geo-
graphic markets presents an important opportunity for growth and value 
creation, but the implementation of such a process also involves many 
unique challenges in addition to those common to domestic expansion. 

 Johanson and Vahlne ( 2003 ) focus diff erently. Th ey assume that all rel-
evant business information is channelled through network relationships 
and that each of these relationships is unique due to the characteristics of 
the relationship partners and the history of the relationship. In a  business 
network perspective entry problems are not associated with foreign coun-
try markets as such. Entry is a matter of getting access to specifi c customer 
or supplier fi rms and therefore the managerial challenge lies in problems 
associated with the establishment and development of relationships with 
suppliers and customers. Relationships are important because they off er 
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general relationship and network development experience, which can be 
applied more generally, besides the partner specifi c knowledge. Based 
on these insights, Johanson and Vahlne ( 2009 ) updated their original 
Uppsala process model of internationalization fi rst proposed in 1977. 
Th eir rethinking off ers a renewed network view of the internationaliza-
tion process in which they outline the lack of access to business networks 
as the core obstacle for internationalization. Consequently, successful 
internationalization is a matter of overcoming liability of outsidership 
rather than liability of foreignness. Knowledge about the market, which 
formerly was assumed to be the crucial condition for internationaliza-
tion, is still important, but learning and commitment in relationships 
is the prime condition for strategizing of network positions, which off er 
access to new markets. 

 Harris and Wheeler ( 2005 ) focus slightly diff erently when they list 
fi ve roles of networks in the internationalization of fi rms. Networks can:

•    provide information on business opportunities and business partners 
in international markets and transfer general market knowledge  

•   provide an introduction to unknown possible business partners located 
far away  

•   create access to international marketing networks, such as distribution 
networks, and legitimize the fi rm in the market  

•   provide a basis for interacting with others thus making it possible for 
a fi rm to learn and develop skills needed in internationalization  

•   may also inhibit the international growth possibilities for the fi rm.    

 Th is list of roles emphasizes that the use of networks can decrease the 
slowing eff ect of resource scarcity, liability of newness and foreignness, on 
rapid globalization. To further elaborate this Coviello ( 2006 ) and Zhou 
et  al. ( 2007 ) turn to social network relationships and their impact on 
the internationalization patterns of fi rms. Th ey combine current research 
on social networks and social capital in the international context with 
the network theory of internationalization and through this combina-
tion they aim to explain how personal relationships are transformed into 
exchange relationships, and how this transformation contributes to the 
early and rapid internationalization of new fi rms. 
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 Th ey suggest that particularly in the early phases of internationaliza-
tion, new fi rms focus on exploiting the existing ties instead of adding 
new ties. When they move on to building new ties, they exploit their 
existing ties to fi nd new partners and take advantage of existing interna-
tional network relationships to increase their attractiveness. Moreover, 
they found that it is useful to divide the internationalization process into 
two phases: early internationalization, which is aimed at gaining access 
to global business; and subsequent international growth. Th is fi nding is 
further elaborated by Zhou et al. ( 2012 ) who claim that early entry into 
foreign markets mitigates the liability of outsidership, because early entry 
not only enables young internationalizing fi rms to become insiders, but 
also helps them secure better positions in foreign market networks. As a 
result, early international market entry may be a source of entrepreneurial 
advantage for young internationalizing fi rms to develop market specifi c 
knowledge and capabilities required for successful internationalization, 
particularly in new and rapidly changing environments. 

 Still, few studies go beyond the actor and the dyad in spite of the 
expanding interest in a network approach to internationalization. In the 
following we discuss how an expansion from dyadic relationships to three 
actor constellations, i.e. triads, can support the study of international-
ization processes. Moreover, we discuss potential insights off ered when 
combining the emerging net perspective of Industrial Marketing and 
Purchasing (IMP) with a more structural perspective of networks.  

    Entry Nodes and the Value of Intermediation 

 A network approach to internationalization implies a change of per-
spective from the signifi cance of the entry mode to the signifi cance of 
the network position. Th e link between network position and inter-
nationalization is explicated in the concept of entry node (Hilmersson 
and Jansson  2012 ; Jansson and Sandberg  2008 ; Sandberg  2013 ), which 
focuses on how a fi rm connects into a foreign business network. When 
the fi rst contacts are customers the entry node is defi ned as direct. Th e 
dyadic entry node includes two modes (i.e. direct sales from a subsid-
iary in the host country and direct exports from the home market to 
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customers in the foreign market). When the entry node is an intermedi-
ary either in the home or host country, the entry node is defi ned as tri-
adic; it involves a third actor. Th e entry node concept does not substitute 
the entry mode concept. Rather the two concepts are complementary 
(Sandberg  2014 ). Th is is evident when combining the concepts of dyadic 
and triadic entry nodes (Hilmersson and Jansson  2012 ; Sandberg  2013 ) 
and the high versus low control mode described by Chetty and Agndal 
( 2007 ). Th e triadic mode is regarded as the least committed entry node 
and a low control mode, direct export as a more committed situation and 
a medium control mode, while subsidiaries/joint ventures are defi ned as 
high commitment nodes and high control modes. 

 Finding and choosing an entry node is the fi rst step in an entry process 
in which the exposure network, characterized by information exchange, 
gradually develops into a formation network in which social exchange 
develops in order to reach the end goal which is to establish a sustenance 
network (i.e. an organization set), which is closed enough to sustain the 
business (Hilmersson and Jansson  2012 ). In the study of entry nodes the 
ideal sustenance network is described as a closed network which ‘con-
sists of a few strong social ties, which then form the core of the local 
business network, being the major network behind achieving insider-
ship’ (ibid., p. 686). Th is quote indicates that insidership is best achieved 
through a collection of dyadic entry nodes. Still, insidership is not a goal 
in its own right, but a means to create and appropriate value in business 
relationships. 

 In spite of the conceptualization of the ideal sustenance network as a 
collection of dyadic entry nodes, the choice of an indirect triadic entry 
node does not necessarily prevent the entering fi rm from gaining expe-
riential knowledge of a market, and a relatively high number of triadic 
entry nodes survive (Sandberg  2013 ). Th is observation indicates that sus-
tenance networks can include triadic entry nodes (i.e. intermediaries as 
valuable partners). Th is is consistent with the fi ndings of Ellis ( 2000 ). 
In a literature review of market entry research, Ellis ( 2000 ) concluded 
that much research has shifted from the point of view of the exporter 
to the buyer-seller relationship or the cross-border distribution channel 
and in addition to the exporter, or seller, other exchange parties may play 
a role in the foreign market decision. Ellis ( 2000 ) furthermore stresses 
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that future research in this area should take into account the fact that 
exchange relationships may be: (1) seller-initiated (exporter’s initiative), 
(2) buyer-initiated (an unsolicited order), (3) broker-initiated (sponsored 
by a middleman or agency), or (4) initiated as a result of a trade-fair/
chance encounter. In fact Ellis ( 2000 ) is the fi rst researcher to highlight 
the value of the third party or triadic relationship. Ellis ( 2000 ) stresses 
that an opportunity may fi rst be noticed by some mutually related third 
party (e.g. government agency, bank, or business associate), rather than 
by the potential exporter or importer. In fact when analysing a survey 
of foreign market entry by direct exports nearly half of the population 
mentioned a third party as the prior social contact (Ellis  2000 , p. 454). 

 So what value does the middleman or intermediary bring? Basically, 
customer perceived value in a business to business context is defi ned 
in terms of the benefi t/sacrifi ce ratio. Benefi ts as well as sacrifi ces origi-
nate in the combined value of single exchange episodes and the rela-
tionship between the two parties involved in the exchange. (Ravald and 
Grönroos  1996 ). Consequently, value in business markets originates 
both in the exchange value of goods and the off ering and in the value 
of buyer-seller relationships. Business relationships can involve interac-
tion over a prolonged period of time from the sourcing/acquisition phase 
before exchange to the operation after exchange (Menon  2005 ; Ulaga 
and Eggert  2006 ). Not all exchanges are equally demanding in terms of 
acquisition and sourcing, but the value of any exchange materializes over 
time as value-in-use (Lapierre  1997 ). 

 Th e role of intermediaries is to supply valuable services including cost- 
economizing (Bartels  1988 ), which facilitates interaction and exchange. 
Studies of intermediary activities centre on logistics (Alderson and 
Martin  1965 ), risk (Bucklin  1965 ), and information (Balderston  1958 ). 
Th e logistic activities involve packing, transporting, storing and sorting. 
Th e fi rst three demand some sort of physical resources whereas sorting 
refers to a decision activity concerned with the creation of sets of  similar 
goods or assortments of dissimilar goods. Sorting therefore primarily 
demands human resources (Hulthen and Gadde  2007 ). Th e risk aspect 
partly refers to the speculative risk placed on inventories, but also to the 
availability of liquidity, the risk placed on quality, and contract-fulfi lment 
(Anderson and Anderson  2002 ; Spulber  1996 ). Finally, the information 
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aspect refers to the intermediary’s function as a conduit of information. 
Th is role is based on the assumption of information asymmetries in the 
market, which creates a need for the contact and communication system 
off ered by intermediaries (Baligh and Richartz  1964 ). Intermediaries are 
therefore regarded as actors, who facilitate trade and the organization 
of trade (Casson  1997 ; Spulber  1996 ). Th is is what international trade 
intermediaries do – they facilitate, support and co-ordinate interaction 
between buyers and sellers (e.g. Ellis  2006 ; Fung et al.  2007 ; Peng and 
York  2001 ). Th is, we believe applies to the intermediating actor in the tri-
adic entry nodes, too. Th e value of a triadic entry node cannot be judged 
from the entrant party’s perspective alone. Th e value of organizing busi-
ness in this way must be analysed from the perspective of all three parties 
in order to understand the resilience of the triadic entry node. Th e triadic 
entry node may persevere, because the buyer, the seller or both prefer this 
arrangement to a dyadic relationship. 

 Holmen and Pedersen ( 2003 ) off er an explanation which goes beyond 
the value of services related to logistics, risk, and information. Th ey set 
off  from a situation in which two actors are indirectly linked by an 
intermediary (i.e. a triadic entry node). In such situations the inter-
mediating actor can initiate direct interaction between the entrant and 
the insider or insulate them and keep them apart. However, Holmen 
and Pedersen emphasize that insulation also off ers advantages for the 
two insulated actors. Th e functions performed by the intermediary 
enable the two indirectly linked actors to economize on resources for 
mutual co-ordination; they need not know each other. Th is potential 
is even more explicit in the description of relating. In this case the two 
indirectly linked actors are aware of each other, but still they choose 
to interact through the intermediary. As explained by Holmen and 
Pedersen ( 2003 ) this is an indication that ‘if its counterparts are effi  -
cient and eff ective intermediaries, partial ignorance (myopia) may be a 
suitable basis for a fi rm’s actions aimed at achieving exchange eff ective-
ness’ (ibid., p. 414). 

 Th e relating function emphasizes that relationship with effi  cient and 
eff ective intermediaries off ering direct as well as indirect value functions 
(Walter et al.  2001 ,  2003 ). A business relationship off ers valuable func-
tions related to volume, profi t, cost-reduction, quality, and safeguard; in 

7 More Than Just One Middleman: On the Value of Different... 157



other words a well-established relationship off ers a relatively stable source 
of supply and demand. Th is present performance related outcome is the 
direct value of the relationship. In addition a business relationship off er 
an indirect value function, which is not related to the present perfor-
mance, but to the future possibilities in the network, facilitated by the 
relationship. Th e indirect value function is partly linked to the infor-
mation and communication aspect of the intermediary’s activities. Th e 
intermediary off ers knowledge about the market as well as access through 
referrals to new customers/suppliers and contacts with authorities, banks, 
associations, etc. if the indirect value of a relationship is high. Th us, a 
high level of indirect relationship value is closely connected to the appro-
priateness of partial myopia, which involves a reduction of the network 
horizon. Th e advantage of having effi  cient and eff ective intermediaries 
is that they off er information from and access to a wider network, but 
only communicate what is necessary for their counterparts, who can then 
focus just on the relevant context instead of investing in scanning the 
broader network horizon (cf Holmen and Pedersen  2003 ). Sometimes, 
less is more. However, intermediation is not a one-sided activity, but 
involves two counterparts; the insider and the entrant. Consequently, the 
value of a triadic entry node and resulting resilience not only depends 
on the entrant’s perception of the value of the arrangement. Th e insider’s 
evaluations of the service off ered by the triadic entry node are equally 
important.  

    Analyzing Triadic Entry Nodes as Triads 

 In a network context the word ‘node’ refers to an actor. Consequently, 
the entry node concept is concerned with the identity of a specifi c actor 
in a network. However, the addition of the pre-fi x dyadic and triadic 
indicates that the concept of entry nodes also refers to two very diff er-
ent structural entities: the dyad and the triad. Simmel’s ( 1950 ) seminal 
work on triads describes constellations of three actors in much detail. All 
actors need not be directly linked for a triad to exist; it is suffi  cient that 
they are indirectly linked to one another. Th e triadic entry node consti-
tuted by an entrant, an intermediating actor, and an insider is therefore 
an open triad. 
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 In Fig.  7.1  the intermediator (i.e. the triadic entry node as an actor) 
is spanning a structural hole (i.e. he creates the link between two actors, 
who would otherwise not be linked). His has a brokerage position, which 
traditionally has been understood as an individually advantageous posi-
tion, because such positions enable the intermediator to control and 
manipulate information (Burt  1992 ). But as pointed out by Obstfeld 
et  al. ( 2014 ), this is a simplifi ed understanding, because brokerage 
involves ‘behavior by which an actor infl uences, manages, or facilitates 
interactions between other actors’ (ibid., p. 141). Th us a brokerage posi-
tion facilitates three diff erent roles: (1) a conduit of information; (2) a 
 tertius gaudens  who keeps two parties apart, plays them against each other 
or even creates separation and confl ict between them in the role of ‘divide 
and impera’ (Wolff   1950 ); and (3) a  tertius jungens  (Obstfeld  2005 ) who 
introduces and co-ordinates collaboration between the two.

   Th e role as conduit of information is well described as an intermediary 
activity and further developed in the concepts of relating and indirect 
value function described in the former section. Th e role as  tertius gaudens  
refers to the traditional understanding of brokerage as an individually 
favourable position as described above. As long as the  tertius gaudens  can 
keep the two others apart, he has an advantage. Finally, the  tertius jungens  
initiates direct contacts between entrant and insider, which results in the 
closure of the triad, as all three actors then have direct relationships and 
interaction. Th e above re-conceptualization of brokerage broadens the 
possible functions of intermediating actors and in the words of Obstfeld 
et al. ( 2014 , p. 141): ‘opens the door for a more complex consideration of 
brokerage as a process’. In the context of entry nodes this has a number of 
implications. Here we will focus on two issues: the closure of triads and 
connections between relationships. 

  Fig. 7.1    The open triad 
formed by the triadic 
entry node (the 
 intermediator) and 
two counterparts       
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 Madhavan et  al. ( 2004 ) explain that open triads may close for two 
reasons. If the broker is behaving like a  tertius gaudens , and the two other 
parties to the triad get a chance to establish a direct relationship between 
them, they can counter the intermediator’s control of the structure and 
his resultant ability to appropriate extra value from the business. But the 
closure may also be motivated by clustering; the collaborative pooling of 
resources in order to strengthen value creation through specialization. In 
the case of closure motivated by clustering, where the initiator behaves as 
 tertius jungens , the intermediator may maintain his position in the triad 
in spite of the creation of a direct relationship between the entrant and 
the insider. Th is is illustrated in a study of international business relation-
ship triads in which we fi nd examples that the ‘intermediary takes care 
of some of the contacts between the selling party and the buying party, 
but not all contacts’ (Havila et al.  2004 , p. 183). Th us, a triadic entry 
node might change shape from an open to a closed triad indicating a 
sustenance network in which dyadic entry nodes are not substituting, but 
supplementing, triadic entry nodes. 

 Still, closed triads also diff er. Th is variation is grounded in connected-
ness, degree of cohesion and the ability to act as an entity (Vedel et al. 
 2016 ). Here we focus on connections between relationships, which is a 
concept describing how relationships infl uence each other in diff erent 
ways (Emerson  1972 ). When exchange in one relation has a negative 
infl uence on exchange in another relationship the result is competition 
for resources among the actors. In contrast, connections are positive if 
exchange in one relationship infl uence positively on another and cre-
ate collaboration. Th erefore, it is not enough to examine the shape (i.e. 
open or closed triad) when analysing diff erent types of structures (Molm 
and Cook  1995 ). Th e eff ects of connections, the way relationships infl u-
ence each other, must be included, too. However, actors do not perceive 
of the same network in similar ways (Ibarra et al.  2005 ). Each actor has 
his own subjective interpretation of how the relationships in the triad 
are connected and infl uence. Th erefore, each actor has an individual 
and subjective perception of the value potential off ered by the triad, 
which also infl uences the resilience of triads (cf Vedel  Forthcoming  on 
the triad value function). Consequently, a comprehensive analysis of the 
triadic entry node should ideally include all three actors, the content 
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of relationship, and the actors’ triad value functions. Such an analysis 
off ers the foundation for a more nuanced view on triadic entry nodes 
as dynamic structural phenomena. Still, triads are abstractions from the 
wider network which also infl uence the network strategy needed to get 
an attractive insider position.  

    Entry Nodes in the Wider Network 

 ‘In a network view, intermediation is not only about connecting two 
individual fi rms with each other. Intermediation is also about connect-
ing all the relationships of these two fi rms and with those of the inter- 
mediator’ (Gadde and Ford  2008 , p. 48). Consequently, the entrant must 
consider the structure of the wider network when choosing the entry 
node. Not all actors are equally well positioned to play the intermedia-
tor role. It depends on network positions and the structural properties 
of the network. Th is line of enquiry is well-established in social network 
analysis (SNA) (cf. Ahuja  2000 ; Burt  1992 ; Coleman  1988 ). SNA and 
IMP-based network research share an interest in relationships, named ties 
in SNA, and in network positions. But, whereas IMP research focuses 
on the value of strong, long-term and committed relationships, SNA 
discusses the advantages of weak as well as strong ties. Weak ties off er 
cost-effi  cient access to codifi ed knowledge, which is easy to integrate and 
utilize, whereas strong ties off er access and facilitate utilization of non- 
codifi ed knowledge (Hansen  1999 ). Likewise, the perspective on network 
positions and structural advantage diff ers. In the IMP tradition, focus is 
on the position of a focal actor in a net (an ego-network in SNA termi-
nology). In comparison, SNA gives much attention to the  advantages 
off ered by diff erent network positions and by diff erent types of network 
structures. 

 Ahuja’s ( 2000 ) comparison of the benefi ts of indirect ties (as those 
off ered by triadic entry nodes) and direct ties (equivalent to dyadic entry 
nodes) off ers an interesting example. Th e study shows that both types of 
ties infl uence output positively. Indirect ties off er access to information 
whereas direct ties off er access to information as well as other resources. 
He concludes that: ‘Th e nature and content of the ties, the type of 
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outcome being studied, and the broader network structure within which a 
tie is embedded are all likely to infl uence the value of a tie’ (ibid., p. 450). 
In other words there is no superior network strategy for value creation; 
the superiority depends on the network structure. Th is implies that the 
structure of the targeted network must be included when assessing which 
relationships are more advantageous to invest in with the purpose of 
becoming an insider. Th e future collaboration potential of a specifi c rela-
tionship should be assessed in the light of the wider network structure 
in which it is situated. It is not enough to focus on the quality of a dyad 
(relational embeddedness). Th e confi guration of the network (the degree 
of structural embeddedness) also infl uences economic action (Granovetter 
 1992 ). Th e two illustrations below exemplify why the degree of structural 
embeddedness is of signifi cance when choosing the entry node. 

 Th e left-hand structure in Fig.  7.2  illustrates a network characterized 
by closure and a high degree of structural embeddedness. In structures 
characterized by closure, everybody knows each other; the actors commu-
nicate frequently and share common norms, which breed trust. Structural 
embeddedness leads to co-operative expectation based on enforcement 
mechanisms. No matter whether parties to an interaction have any prior 
history, they expect the other party to act within the norms and rules, 
because news travels fast. Th erefore, the reputation of an actor, who is 
not complying with the norms and rules, is endangered. For an outsider 
this implies that it might be diffi  cult to access such a network. But if the 

  Fig. 7.2    Two different network structures       
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outsider succeeds in establishing committed and trusted relationships 
with one or a few selected actors, there is a chance that the network will 
‘break open’, no matter the selected actors’ specifi c position in the net-
work. In the right-hand example this is not necessarily the case.

   If the business network in the targeted market is structured as the 
right- hand network in Fig.  7.2 , actor C could be an interesting entry 
node due to his position in a closed network, which may ‘break open’ 
and facilitate the initiation of further strong ties. But from a cost-effi  -
ciency perspective the most attractive entry node in this type of net-
work is A. His central position enables him to off er access to the whole 
network. But, as pointed out by Ahuja ( 2000 ), the content of ties also 
infl uences network strategy. If the entrant’s off ering is a specialized, cus-
tomized, and demand intense interaction with potential customers, C 
may be a better choice than A. If the entrant succeeds in establishing 
a close relationship with C, the access to the other actors in C’s cluster 
will probably be easier. Th ese examples illustrate why the entrant must 
monitor and consider carefully how to benefi t from the structural value 
potential as part of the entry strategy. 

 Such considerations are only possible if the entrant has an expanded 
network horizon. Th e network horizon includes the part of the net-
work that a fi rm is aware of, which is the basis for a fi rm’s strategizing, 
and therefore constitutes an important asset when building competitive 
advantage (Van Liere and Koppius  2007 ). One way to expand the net-
work horizon is to invest in an open network including multiple social 
ties in order to access information about the host market, before decid-
ing on the identity of the preferred entry node. Th is is actually the core 
of activities in an entrance network (Hilmersson and Jansson  2012 ). 
Th erefore, this initial stage of the entry process is of crucial signifi cance: 
the wider a network horizon achieved through the entry network, the 
more qualifi ed choice of node and mode can be made. Holmen and 
Pedersen ( 2003 ) point out that the relationship off ered by an interme-
diator can substitute a wide network horizon. Th is concept also empha-
sizes a fi nal point of interest when taking a network approach to business 
exchange: that the insider is also an entrant in the insider’s network. Still, 
the two parties may not be equally interested in becoming an insider in 
their counterpart’s network.  
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    Conclusion 

 Johanson and Mattsson stated nearly two decades ago that fi rms inter-
nationalize when they establish and develop positions in relation to 
counterparts in foreign networks. Because of network interdependen-
cies a fi rm may even be forced to become international if it wants to 
defend or maintain its position in a particular business network, for 
example if their business partners establish relationships with counter-
parts abroad. Further, they suggested that success in internationaliza-
tion is more dependent on domestic and international networks than 
on market features (e.g. on the culture of the target market). Th is indi-
cates that in the internationalization process fi rms rely on their existing 
relationships for a number of reasons. Th ey off er contacts to customers, 
help to develop partners and positions, provide local market knowl-
edge and access to distribution channels, and create initial credibility 
(see e.g. Johanson and Mattsson  1988 ; Coviello and Munro  1995 ). 
Beyond information sharing and access, existing relationships may 
initiate unintentional internationalization if a current business part-
ner becomes an active mediator introducing the fi rm to foreign actors. 
Coviello and Munro ( 1995 ) note that networks can enhance inter-
nationalization eff orts and compensate for the limited resources, but 
potentially also restrict the international business. Th is is so because a 
fi rm’s problems and opportunities in international business are becom-
ing less a matter of country-specifi city and more one of relationship-
specifi city and network-specifi city (Johanson and Vahlne  2009 ). Hence 
the conceptualization of outsidership becomes the primary challenge 
which demands the application of a network perspective in the study of 
internationalization. In order to profi t fully from the network perspec-
tive we must go beyond the dyad and the focal net and  supplement the 
studies with a broader understanding of relationships, network posi-
tions, and network structures. One fi rst and very helpful step is the 
addition of entry nodes to the analytic toolbox. Th e IMP research tra-
dition has off ered many important insights through a focused study of 
one particular type of relationship: direct long-term, committed and 
trusting business relationships, which characterize dyadic entry nodes. 
But the resource investment needed to establish such relationships is 
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of a kind which makes it impossible for fi rms to develop this type of 
relationships with all their business partners. Th e alternative triadic 
entry nodes are described as transitional and less resource demanding 
points of access to a network. Still, as pointed out by Sandberg, triadic 
entry nodes seem to be resilient against substitution with dyadic entry 
nodes. Th is observation is the point of departure in our elaboration of 
the double perspective on triadic entry nodes as intermediating actors 
and structural entities (i.e. business triads). When combining these two 
perspectives it is evident that triadic entry nodes can support a number 
of diff erent entry strategies:

    1.    A  transitional triadic entry strategy  where a triadic entry node off ers 
initial access to information and network partners with whom the 
entrant can build dyadic relationships, which substitutes the triadic 
entry node. In this case the initial structure is shaped as an open triad, 
which over time is substituted by a focal net of direct dyadic relation-
ships between entrant and insiders. Th is entry strategy corresponds to 
the traditional understanding of intermediaries in IB.   

   2.    An  indirect triadic entry strategy , which is not transitional, but a long- 
term arrangement in which the triadic entry node off ers insulation 
and/or relates as a less resource-demanding mode of international 
operation. In this case the structure is shaped as an open triad, which 
persists over time. Th is entry strategy off ers the foundation for resil-
ient triadic entry nodes.   

   3.    A  combined triadic entry strategy , which can either exist from the initia-
tion of market entry or develop over time. In this case the triadic entry 
node is shaped as a closed triad, in which the involved actors profi t 
from the potential for value through specialization. In such arrange-
ments the involved actors can profi t from the combined advantages of 
direct and indirect interaction. Th is entry strategy supports a special-
ized division of labour as described by Havila et al. ( 2004 ).   

   4.    A  composite triadic entry strategy  which combines one or more triadic 
entry nodes with one or more dyadic entry. Th e resulting structure is 
a focal net including a number of open and closed triads with a num-
ber of direct dyadic relationships. Th is entry strategy corresponds to a 
multi-channel approach in an international context.    
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  As a last step in the expansion of a network approach to internationaliza-
tion, the structure of the network into which an outsider wishes to enter 
must also be considered. As pointed out by Ahuja ( 2000 ) there is not one 
ideal network strategy for value creation: it depends on the character of 
the ties, the outcome and the network. If so we need to explore how exist-
ing knowledge about networks, which goes beyond the dyad and the net, 
can enlighten the study of internationalization. Another interesting issue is 
how to study the signifi cance of the bi-directionality of network entry: the 
entrant is an outsider to the targeted market network, but off ers a potential 
pathway to insidership in its own network. We are therefore convinced 
that an elaborate network approach to internationalization has much to 
off er, both in terms of scholarly insights and in terms of relevant manage-
rial insights concerning the potential for value creation off ered by various 
network confi gurations, from the smallest triad to the wider network.      
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�Introduction

The nature of international business has changed dramatically during the 
past decade. In addition to globalization, the growing importance of the 
‘non-manufacturing’ sectors has transformed firms’ value creating activi-
ties. We are experiencing a service-driven business revolution (Möller 
et al. 2008) and witnessing the rise of service-dominant logic (see Vargo 
and Lusch 2004). In this new situation, providers must be close to their 
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customers, that is, to have close contact with a customer and a good 
understanding of the customer’s operations (Sawhney 2006). This trend 
does not, however, concern only service sectors, but also manufactur-
ing. The boundary between physical products and services has become 
blurred, and some products are claimed to have become service-like 
(Grönroos 2006).

Simultaneously, the role of location, which has always been central in 
international business research, is changing (e.g. Dunning 2000). First 
of all, revolutionary developments in information and communications 
technology (UNCTAD 2003) have profoundly reconstituted the nature 
of international business. We have seen changes in all the elements of a 
company’s value chain (cf. Porter 1985) or value network (for a detailed 
discussion of the impact on international business research, see De la 
Torre and Moxon 2001). Additionally, the importance of location is chal-
lenged by a ‘global shift’ (cf. Dicken 1998) in the economy. As multina-
tionals have started to move their mobile assets globally to create a perfect 
fit with their immobile assets (UNCTAD 2003), their value chains have 
become disintegrated and scattered worldwide. The outcome is a ‘global 
factory’, a structure reflecting the combination of innovation, produc-
tion, and distribution of goods and services globally (Buckley 2009; 
Buckley and Ghauri 2004).

These developments also influence small and medium-sized enterprises 
(SMEs), and push them to internationalize more rapidly than before. Even 
though companies benefit from technological advances in the form of 
opportunity identification, strategy execution, and resource building (Loane 
2005; Aspelund and Moen 2004), technology also creates challenges in the 
form of excess information and markets (see also Jones 1999). To survive, 
an SME must be capable of managing1 the internationally dispersed value 
creating operations effectively amidst an overload of information.

Management of the new kind of organizational structure presumes new 
kinds of capabilities2 from the SME. There is only very little if any pre-
vious research in this area, and hence our knowledge of the capabilities 

1 ‘Value chain management’ refers to the actions that aim at influencing, coordinating, controlling, 
or integrating the activities in the value chain (Westerlund et al. 2007).
2 A repeatable pattern of action in the use of resources, which is aimed at creating, producing, and/
or offering products to markets (Sanchez et al. 1996).

172  T. Eriksson et al.



required from an SME to manage its globally dispersed value chain in 
the service-dominant world is very limited. This chapter aims at partially 
filling the gap by answering the following research question: what kinds of 
capabilities are required from a SME to overcome the challenges in value chain 
management induced by the global dispersion of the value chain? Through a 
detailed analysis of the capabilities needed in management of the inter-
nationally dispersed value chain, this chapter contributes primarily to the 
body of literature on organisational capabilities. Additionally, the chapter 
contributes to research on value chain management; especially important 
is the increased understanding of how to combine globally dispersed value 
creating activities and the need to be close to the customers in different 
markets. Finally, the chapter contributes to the research on international 
business through increasing our understanding of the international activi-
ties of SMEs.

The phenomenon is examined in a real-life context, in a case com-
pany which is a small firm offering systems that combine hardware and 
software. At the time of conducting the study, the case company was 
transforming its value proposition from product-based towards solution-
based. To make this happen, it strove to increase the service and software 
components of its offering. Additionally, although the company had been 
operating globally already for some time, its partner network was cre-
ated for small-scale operations, while the market was developing towards 
larger project deals. Based on literature review and face-to-face interviews 
with key personnel in the case company, the study describes the require-
ments of the changing environment and analyses the capabilities needed.

�SMEs in the Global Software Business

In the software industry company size is not as critical as in many tra-
ditional bricks-and-mortar industries (see, e.g. Bell 1995). Very small 
software developers can deliver excellent solutions that have global 
potential. Nevertheless, compared to large firms, SMEs face more limi-
tations in terms of, for example, resources and capabilities (Jarillo 1989; 
Beamish 1999). SMEs in the global software business are no exception, 
but are subject to several liabilities such as newness (Stinchcombe 1965), 
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smallness, foreignness (Hymer 1976), and outsidership (Johanson and 
Vahlne 2009). The last one is especially important in the software indus-
try. To be successful, a firm has to have an established position in a 
network; to be an insider. If an SME entering a market does not have 
a relevant network position, it suffers from the liability of outsidership. 
It is argued that foreignness actually complicates becoming an insider 
(Johanson and Vahlne 2009).

Software SMEs, actually, question the conventional internationaliza-
tion theories, since they tend to internationalize differently from SMEs 
in general: earlier, more rapidly and with a wider scope (see, e.g. Bell 
1995). Moreover, as internationalization is traditionally understood as 
selling the firm’s products in multiple countries, it is often forgotten that, 
especially for software SMEs, it is a comprehensive process that includes 
the entire value chain (cf. Servais et al. 2006). As argued by Johanson 
and Mattsson (1988), in order to understand how companies become 
international, one needs to study not only the company itself but also the 
network in which it operates. This is especially relevant in the software 
industry.

The spreading of value creating activities imposes considerable man-
agement challenges that only escalate when other key characteristics of 
the software business are taken into consideration (see, e.g. McGrath 
1995; Etemad 1999; Cusumano 2004; Kuivalainen et al. 2007):

•	 Constantly forming and growing new markets.
•	 Short product life-cycles combined with the need to recover substan-

tial development costs.
•	 The law of increasing returns – high development costs and zero-copy 

costs: need to be market leader or among the ‘top three’.
•	 Network externalities  – value of the product often depends on the 

number of other users of the product: the need to be market leader.
•	 Need to adapt to collapsing markets.

Due to fast changes in the market software SMEs must be able to 
adapt quickly. With its limited resources the firm, however, is bound to 
its core capabilities. The essence of flexibility for SMEs is having part-
ners whose resources and capabilities complement those of the focal firm. 
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Software SMEs, thus, face the challenging task of building and manag-
ing a global network of partners capable of producing an output that 
prospective customers value. Due to various distances (e.g. cultural and 
temporal) and asymmetries (e.g. power and goal) operating the network 
is quite a task for an SME.

Customer value is created as a result of the joint effort of the whole 
network (see Möller 2006). In line with other industries, also in the soft-
ware business, the current trend is to provide wider, more comprehensive 
systems that solve some of the customers’ problems (Sawhney 2006). This 
requires not only more sophisticated coordination mechanisms (Möller 
and Rajala 1999), but also different kinds of capabilities compared to the 
ones needed previously (cf. Brady et al. 2005).

�Capabilities and Value Chain Management

Despite the scarcity of knowledge about the area, some insights can be 
drawn from previous research and especially the resource-based view of 
the firm, where the discussion on organizational capabilities stems from. 
Already Penrose (1995, originally from 1959) argued that resources per 
se are not the key issue, but the services that the resources yield are. These 
services differ according to the needs and abilities of the organization, 
and hence differentiate firms from one another. So, she refers to the firm’s 
ability to put the resources into use. This is exactly the idea behind orga-
nizational capabilities. Based on existing literature it seems that inter-
national orientation, network capability, technological capability, and 
market orientation are central to the management of the international-
izing SME’s value chain.

First of all, management of an internationalizing value chain presumes 
an active entrepreneurial attitude and an ability to recognize and utilize 
international opportunities. This is captured in the concept of interna-
tional orientation. It is important that managers especially in the small 
system supplier firm are geared towards international operations. For 
example, Knight and Kim (2009) found that international orientation 
is an important factor in the international success of the contemporary 
firm. International orientation (also referred to as foreign orientation) 
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comprises of both cognitive and demographic factors (Dichtl et al. 1990) 
and it is typically discussed at an individual level.

Due to the limitedness of software SMEs’ resources and capabilities on 
the one hand, and the complexity of software offering on the other, the 
importance of the networks and partnerships is often highlighted. This 
is further reinforced by the fact that these companies tend to start their 
international activities through network relationships, for example by fol-
lowing their clients abroad and forming partnerships (e.g., McNaughton 
2001; Coviello and Munro 1995, 1997; Bell 1995). Management of the 
created network is essential for the internationalization of the small system 
supplier (Ruokonen et al. 2006, 2008). It could, therefore, be expected 
that a small system supplier would benefit from network capability.3 (cf. 
Ritter et al. 2002). Network capability, actually, has two sides: maintain-
ing the network as a whole, and managing individual relationships in the 
network (Ritter et al. 2002). Managing the network as a whole calls for 
an understanding of what are the value adding activities that are needed 
to create value to customers. The nature and complexity of the product 
offered, then again, impact the partnership capabilities needed in manag-
ing individual relationship (Ruokonen et al. 2006).

Moreover, it is important for a system provider to understand well the 
central technologies in the offering. Technological capability is needed to 
be able to orchestrate the interfaces between the different components of 
the system, i.e. to ensure interoperability (Helander and Möller 2008), 
and to be able to provide valuable solutions to the customer (cf. Kim and 
Mauborgne 1997). These call for technical expertise (Zhou and Wu 2010). 
Additionally, technological capability contributes to the ability to compare 
and assimilate external technologies (cf. Cohen and Levinthal 1990). This 
is important, since, as stated above, small system suppliers are typically 
heavily dependent on their partners. However, innovation also requires the 
potential for creativity, such as an ability to generate novel ideas and com-
municate them both inside one’s own organization as well as to customers 
(cf. DiLiello and Houghton 2008; Kim and Mauborgne 1997).

The operating environment of system suppliers in the software indus-
try is typically very dynamic. The markets change continuously and 

3 The original concept in Ritter et al. (2002) was network competence, but because of consistency, 
the term capability is applied here.
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product life-cycles keep shortening. Therefore, a small system supplier 
must understand the market it is serving and be aware of the dynamics of 
the market. Acknowledging the need for market knowledge is especially 
important for internationalizing system suppliers, since they operate on 
multiple markets across countries (Ruokonen et  al. 2008). The aware-
ness of what is going on in the market and how the markets are likely 
to develop has been referred to as market orientation (Day 1998), or as 
the market sensing capability (Foley and Fahy 2009). Market oriented 
companies are good at both generating and disseminating market intel-
ligence. Additionally, they are responsive to market intelligence. (Kohli 
and Jaworski 1990) The components of market orientation have been 
found to be customer orientation, competitor orientation, and inter-
functional co-ordination (Narver and Slater 1990).

As it can be seen from Fig. 8.1, value chain management capability is 
a higher level capability that draws together a variety of lower level capa-
bilities. Each of the lower level capabilities is valuable and necessary as 
such, but they come together to form a higher level capability that gives 
a more holistic approach to managing the internationalizing value chain.

Value chain 
management 

capability 

International 
orientation 

Network 
capability 

Whole 
network 

Individual 
partnerships 

Technological 
capability 

Potential for 
creativity 

Technical 
expertise 

Market 
orientation 

Customer 
orientation 

Competitor 
orientation 

Inter-functional 
coordination 

Fig. 8.1  Theory-based framework of value chain management capability
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�Research Design

This qualitative case study analyses managerial level employees’ under-
standing of what kinds of capabilities are needed to manage an interna-
tionalizing value chain in the context of a small systems supplier in the 
software industry. As stated above, previous research on the topic is nearly 
non-existent, and hence this study is exploratory in nature (see, e.g., Yin 
1981, 1994). It serves as one of the first steps towards deeper understand-
ing of the phenomenon, and brings a new perspective to the discussion of 
SME internationalization. Additionally, synthesizing studies that exam-
ine capabilities together and analyse how they come together as higher 
level capabilities are largely missing.

A case study approach was chosen here, since it allows inductive inves-
tigation of the research topic, analysis of the phenomenon in its con-
textual setting, and a more holistic coverage of a selected case (Ghauri 
2004). Moreover, single-case design was considered appropriate for this 
study, since a smaller number of cases allows more depth. Additionally, 
the researchers had unique access to a company that has a track record 
of managing its internationalizing value chain (cf. Yin 1994). Single-case 
design was, therefore, considered as leading to more holistic view.

Case selection is crucial, particularly in single-case research, and must there-
fore be considered carefully. To be able to critically evaluate the alternatives, 
theoretical sampling is recommended instead of random sampling (Eisenhardt 
and Graebner 2007). This implies selecting a case that is likely to replicate or 
extend the emergent theory (Eisenhardt 1989). One must also pay attention 
to the theoretical qualifications of the case: how well it fits the conceptual cate-
gories and the extent of its explanatory power (Eisenhardt 1989; Smith 1991).

In this study it was particularly important to find a company that 
would be undergoing internationalization of the value chain and transi-
tion towards a solutions business. This, however, poses one of the great-
est challenges for researchers: getting access. Companies are usually 
reluctant to reveal information about their ongoing strategic processes. 
Additionally, it was important that the company would already have 
experience of value chain internationalization, and especially of steering 
the chain. The authors had a collaborative research project with a suit-
able company, and hence access was possible. Access, therefore, played an 
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important role in case selection. Yet, the case was primarily chosen based 
on theoretical considerations; it was expected that analysis of this particu-
lar case would extend the understanding of the topic at hand.

To preserve the anonymity of the informants, the case company is 
referred to with an assumed name AlphaTech. The company has a turnover 
of roughly €10 million, and it employs around 70 people. Approximately 
half of these are located in the home country and the other half in various 
countries all over the world. The headquarters is located in Scandinavia, and 
the company has sales offices in Europe, North America, South America, 
and Asia. The company is represented by its resellers and integrator partners 
in more than 70 countries. Software for the offered systems is developed 
internally and externally, but hardware production is completely outsourced.

The data was collected with six semi-structured face-to-face interviews 
and one telephone interview in spring 2009. The interviews lasted between 
one and two hours each. The interviews were elite interviews (cf. Welch 
et al. 2002), as the upper management of the case company was inter-
viewed. The interviews were transcribed and hence rich written data could 
be analysed. The data was analysed by themes to assure that it was done 
systematically. The qualitative data analysis software Nvivo was utilized in 
the analysis phase for coding the data. The interview guide served as the 
starting point for the analysis, but some themes also arose from the data.

As this is a single-case study, it has its limitations. The findings are not 
generalizable to all SMEs. Nonetheless, as the key characteristics of the 
case firm are reported here, analytic generalization to similar cases may be 
possible. Moreover, the study analyses the manager’s perceptions of what 
capabilities are needed, which means that subjective measures are used. 
This may be considered as a shortcoming, although measuring the need 
for capabilities with objective measures could be deemed unattainable 
due to ambiguities around the concept of capability.

�Key Capabilities at AlphaTech

Based on the interviews, there are several different capabilities that are 
necessary for a small system integrator to manage its internationalizing 
value chain. In the following, these capabilities are discussed one by one. 
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There are some overlapping aspects, but this reinforces the notion that all 
these aspects are needed to make up the capability of value chain manage-
ment. Our findings support and add to the findings of Knight and Kim 
(2009). Their focus is on the skills needed on the marketing and sales side 
of the international value chain. Because we take the whole value chain 
into consideration, the picture gained is more complete.

�International Orientation Versus Global Mindset

It was interesting to note that the interviewees mentioned the term ‘inter-
national’ altogether only a couple of times, whereas ‘global’ was brought 
up several times in all but one of the interviews. It really seems that the 
company’s operations are global, as it does business on all continents. 
Therefore, the term global mindset could also be used here (see Nummela 
et al. 2004). Internationality is built into the organization and, since it is so 
obvious, managers do not necessarily even think about it. Nevertheless, a 
couple of the interviewees emphasized that the firm must have personnel 
with international orientation and skills to operate in multiple countries.

Even though there exist a couple of organizational level examinations 
of international orientation or global mindsets (Begley and Boyd 2003, 
discusses multinationals), the focus in previous research has been largely 
on managerial level employees (Levy et al. 2007; Nummela et al. 2004). 
However, the findings of this study show that in a small firm, the mindset 
of all employees is important for managing the internationalizing value 
chain. In other words, there should be collective awareness of and open 
to, for example, a multitude of cultures (cf. Levy et al. 2007).

The interviewees emphasized that having the knowledge of global mar-
kets disseminated throughout the organization is one of the advantages of 
being small and highly networked. In larger, centrally-led organizations, 
the country units often do not have an understanding of the markets on 
a global scale: ‘Their focus is in the specific country and they lack the larger 
perspective that we are kind of forced to have.’ Therefore, it is necessary 
that employees and the culture in the organization are internationally 
oriented. This includes most importantly the courage and enthusiasm 
to operate internationally. Moreover, hiring people with complementary 
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language skills and different cultural backgrounds were seen as impor-
tant. This has resulted in an organization that is tuned to global business: 
‘It is not just about communicating, but actually co-operating with different 
people in different environments.’ There clearly is international orientation 
in the firm, and it contributes to the management of the international-
izing value chain. Operating internationally, even globally is business-as-
usual for this small organization.

�Technological Capability

In terms of technological expertise, the current strengths of AlphaTech 
relate to the versatility of the core product. It offers good possibilities for 
expansion into several business areas. Currently the firm has three prod-
uct lines that are each based on different technologies. The knowledge 
of the core technologies is strong: ‘When we need to build something new 
to existing systems, those steps are easily forecasted.’ All of the needed tech-
nological know-how does not, however, reside within the firm. Due to 
resource limitations it has outsourced some development work to its 
partners. Additionally, AlphaTech has done some co-development with 
a partner. The greatest benefit of this close collaboration that is done at 
the same location, sharing tools and databases, has been that ‘in a way, 
know-how has been transferred over the table’.

The interviewees recognized a need to expand the pool of technological 
expertise through partnerships. Currently the research and development 
(R&D) network is very small, and when facing new kinds of require-
ments, the firm has to start searching for a new partner. This is costly 
in terms of both time and money: ‘It may take up to six, eight months… 
such a delay in the beginning is quite significant.’ In software, where the 
product life-cycles are short, the time to market is crucial. Therefore, a 
larger pool of potential R&D partners would give AlphaTech the option 
of more rapidly choosing the best partner for innovative projects from 
its network, and hence speed up the development process (cf. Kim and 
Mauborgne 1997). This is a notable bottleneck in current operations, 
especially with more innovative projects.

8  Value Chain Management Capability in International SMEs  181



Previous research asserts that innovativeness also presumes potential 
for creativity (DiLiello and Houghton 2008). Creativity is seen as being 
important in the case company, since innovativeness is fundamental to 
its operations. However, an additional aspect of technological capability 
came up in the interviews. Strong technological expertise is not enough 
to fully utilize the technologies. To bring value to the customer, a very 
good understanding of the specific area where the technology is used is 
necessary (cf. Rajala and Westerlund 2007). Thus, in addition to know-
ing the technology and having the potential for creativity, technologi-
cal capability also includes a good knowledge of the context where the 
technology is applied. This links further to knowing customers, and their 
business.

�Market Orientation and Customer Orientation

Market and marketing-related capabilities (Möller and Anttila 1987) 
play a central role in AlphaTech’s current and, especially, future business. 
‘If during chimney-stack time we optimized the production processes, now we 
should optimize our marketing drive to full speed.’ The growing emphasis 
on services and software thus poses new requirements on marketing (cf. 
Vargo and Lusch 2004). The interviewees named consistent brand image 
as one of the strengths of their firm: ‘We have been able to disseminate the 
AlphaTech brand in a more or less consistent and uniform fashion; we are 
recognized as the same beast almost everywhere where we exist and that has 
worked.’ Beyond the integrator partners, consistent brand image is often 
also communicated to the end customer in cooperation with the sales 
partners.

The interviewees stated that there is a need for a functioning market 
intelligence system to keep track of the market: ‘We all need to be very 
much focused on what’s available and what’s already there. So we are talking 
about market awareness but also following trends.’ As the company oper-
ates in numerous different countries, it is important that it knows each 
of the markets it operates in. Defining the market may, nonetheless, be 
challenging, as mentioned above, and so market awareness is even more 
pronounced.
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Additionally, the solutions business requires a strong focus on market-
ing and partner training, because selling solutions is more complicated 
than selling products (cf. Ruokonen et al. 2006). A related critical ques-
tion concerns the extent to which the company should be present in 
the customer interface. The firm recognizes that there is a need for it to 
develop its customer contact point: ‘The whole thing culminates in the 
need of being close to the customer interface, if not directly in it.’ However, 
presence is challenging when sales happen mainly through sales partners. 
Since the firm offers a complicated technological system, sales require 
presence. Nevertheless, as the firm is very small, global scale is only 
attainable through a network (further discussed in the section of network 
capability). The interviewees actually stated that being close does not, 
in their case, automatically mean selling directly to the customer, but 
customer orientation can be realized even when selling through partners.

The interviewees emphasized that there must be an understanding of 
customer needs throughout the organization, as well as in both upstream 
and downstream operations. Customer orientation seems to be crucial 
also because: ‘If you sell a solution, it must be a solution to the customer 
as well, not just from our perspective.’ In fact, the change towards a solu-
tions business stems from changing customer needs. The way customers 
purchase the AlphaTech system has started to change, and the firm saw 
its opportunity to move towards a solutions business. Nevertheless, there 
is still room for improvement in detecting and understanding the cus-
tomer organizations’ needs and preferences. Moreover, the end users of 
AlphaTech’s systems are mainly young people who are familiar with latest 
the information technology. Therefore, in-depth and up-to-date knowl-
edge of the end users is also necessary.

Market orientation seems to be necessary for the system provider so 
that it can steer the value chain effectively. Customer orientation was 
the most emphasized element of market orientation, yet the two others 
(see Narver and Slater 1990) were also mentioned in passing by some of 
the interviewees. The nature of the business may have an influence here. 
Since the systems sold require customer contact before (specification, 
etc.) and after sales (operational support and strategic care cf. Helander 
and Möller 2008), strong customer orientation is necessary.
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�Network Capability

Networking has clearly benefited the company, as an organization that 
currently employs only about 70 people has managed to create an image 
of a considerably larger unit: ‘From the outside, we have the image of a 
70,000 people organization, and most of our strategic partners actually won-
der how we manage our operations and bigger OEM partners in practice.’ 
The network of partners is the key to the scale and flexibility of the opera-
tions (cf. Ritter et al. 2002). One of the core capabilities of AlphaTech and 
a critical enabler of its current position has been its ability to approach 
potential partners with its high success rate: ‘We have to hit the target every 
time; we cannot afford to miss. That means that we have to know the key per-
sons as high in the organizations as possible to create the domino effect.’ The 
company has managed to create valuable headquarters-headquarters rela-
tions with its partners. However, it has been realized that it is important 
to co-operate on regional level as well: ‘When it is region-region, then it 
results in business.’ Some level of technology and system integration with 
reseller partners was mentioned as a tool to strengthen the partnership 
bond and to promote the commitment of the partners (cf. Ruokonen 
et al. 2006), and is hence an important aspect of managing individual 
partnerships.

A small firm also faces challenges with large partners. In the case of 
the partner being a considerably larger firm, the small operator may 
not have any chance of actually influencing the partner organization: 
‘What we try to do, and have been doing, is that we are actively in contact 
with the Microsoft people.’ Through establishing good personal rela-
tions and frequent contacts with managers in the larger value chain 
members the firm tries to make sure the large partner remembers its 
existence and would turn to it when in need of the expertise it can 
provide. Dubini and Aldrich (1990) as well as Coviello and Munro 
(1995), for example, discuss the importance of informal networks or 
relations.

Management of individual partnerships is, nonetheless, emphasized 
more than the management of the portfolio as a whole. Therefore, the 
portfolio of partnerships is quite fragmented. In literature it is suggested 
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that linking different parts of the value chain would be part of manag-
ing the chain. AlphaTech has not tried to link the network of partners 
together, though for some parts of the network this was seen as a poten-
tial next step. There have been some experiments to combine partners 
in the downstream reseller end to manage larger projects, but the man-
agement representatives were a bit sceptical concerning openness of the 
whole partner network: ‘Assuming we have significant R&D partners, then 
we would not even want to reveal those to our strategic partners in sales… 
we would like to keep that behind our back.’ Though, some co-ordination 
of the different operators in the value chain might be necessary in larger 
scale projects. Hence, even though it might not be beneficial to link all 
partners with each other, it might be advisable for the company to pay 
more attention to its network as a portfolio.

�Teamwork Management Capability

In addition to the capabilities highlighted in the literature review, effec-
tive utilization of virtual teams was brought up in the interviews. The 
firm has made intercultural teams work, and views this as a capability. 
Working in virtual teams is a part of employees’ every-day routines, and 
the interviewees were told that this has proven to be productive in their 
organization: ‘The way we work, just a very small organic organization, we 
need to be able to come together in different project teams to get things done.’ 
The culture in the organization supports teamwork.

Furthermore, employees must be tuned to teamwork in the sense that 
they see the benefits of doing things together. When asked about their 
most important personal skills one of the managers put it well: ‘In my 
case it culminates with sort of controlling of time zones and motivating 
and managing virtual teams.’ The firm has put effort into promoting 
teamwork. This has developed into an important organizational capa-
bility, and it is one of the enablers of doing business on a global scale 
despite the company’s limited resources. It is moreover an important fac-
tor in the value chain management, as the internationally spread virtual 
teams co-ordinate and try to influence the operations of the value chain 
members.
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�Additional Aspects of Value Chain Management 
Capability

Management of the value chain may be, to a large extent, quite tacit in small 
firms. When asked about the management, one of the interviewees started: ‘I 
don’t know if we’re managing it… Let me think how it really is.’ This illustrates 
how some of the actions taken to steer the value chain are so deeply rooted in 
the organization, that people do not even come to think that the activities are 
value chain management. On the other hand, in small firms, the processes 
are neither systematic nor systematically reported. Hence, the term value 
chain management sounded like an overstatement from the perspective of a 
small firm. The interviewees mainly felt that naming the actions taken to be 
value chain management is too strong: ‘Let’s say we would manage the actions 
of Microsoft, so it is quite an utopistic thought.’ Nonetheless, as the elements of 
management (influencing, controlling and monitoring, co-ordinating, and 
integrating (Westerlund et  al. 2007)) were explained to them, they could 
easily think of the actions taken and the capabilities they possess to manage 
the value chain. The baseline being that they have purposefully created the 
partner network by screening and selecting suitable partners.

The operations of the firm are to large extent networked. This has 
enabled such a scale that would not be possible otherwise. Despite the 
network being a crucial factor in AplhaTech’s operations, being small has its 
disadvantages: ‘I think our biggest challenge is, not talent or anything, but sim-
ply we need a bit more mass.’ For a solutions business on a global scale, the 
organization seems to be too small. Employees are so busy with running 
the day-to-day operations that development of the business to a new level 
is extremely difficult. It was seen that the firm has the necessary skills, but 
that its limited resource in terms of numbers seems to be the bottleneck.

�Discussion and Conclusions

The holistic perspective of the internationalization of a small software 
system provider promoted in this study enabled an examination of vari-
ous different capabilities the organization needs in managing its interna-
tionalizing value chain. Taking the upstream and downstream operations 
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into consideration provides a more comprehensive picture of what it 
takes for a small firm to succeed.

When a company transforms from a product-based towards a solutions 
business, it actually repositions itself in the market, and may therefore 
again face some of the liabilities it was subjected to when initially enter-
ing the markets (newness, foreignness, smallness, outsidership). None of 
the capabilities discussed would, as such, be the key to solving all types of 
liabilities alone, but together as the value chain management capability, 
they should suffice to enable it to overcome its liabilities.

Internationality is an overarching theme in the value chain manage-
ment of a small software system supplier. Therefore, it is argued here that 
collective international orientation is the basis for value chain manage-
ment capability. This is illustrated in Fig. 8.2.

As Fig. 8.2 shows, international orientation penetrates all the other 
capabilities needed. Therefore, it seems that in addition to research-
ers managers must also take a holistic view of internationalization. 
Nonetheless, other employees’ international orientation is also important 
for executing the international operations in managing the value chain. 
Therefore, we argue that every employee must have a mindset that sup-
ports internationalization (cf. Levy et al. 2007).

Market orientation was found to be another element fundamental to 
other capabilities. Closeness to customers and knowledge of their needs 
are focal for a solutions-based business and therefore market orientation, 

Value chain management capability

Network capability

Market orientation

Technological capability

Team work management capability International
orientation

Fig. 8.2  Proposed model of value chain management capability

8  Value Chain Management Capability in International SMEs  187



and especially customer orientation as part of market orientation, are 
underlined (cf. Narver and Slater 1990). Closeness to the customer is 
vital, yet challenging when operating on international markets through 
sales partners. Networked international operations that are central in the 
software industry may, hence, conflict with the needs of a solutions busi-
ness. We argue that network capability is the key to balancing these two, 
and hence is part of the value chain management capability. Also balanc-
ing the management of individual relationships with the management of 
the whole network is essential (Ritter et al. 2002).

Technological capability is quite self-evident in the software industry. 
Nonetheless, knowledge of technologies is insufficient unless there is also 
good understanding of the conditions in which the technology is uti-
lized. Deep understanding of the special requirements that the context of 
application sets for the technology is necessary (cf. Rajala and Westerlund 
2007). This is important for R&D, and the selection and management 
of value chain partners. Also partners should be knowledgeable about the 
context if it affects their contribution to the solution. This comes back to 
customer orientation, and reminds us that technology is not everything.

Finally, teamwork management capability arose from the empirical 
data. It is especially important that employees are motivated to work in 
teams and they see the benefits of teamwork. Managers play a key role in 
this. As Eby and Dobbins (1997) do, we acknowledge that the shift from 
individually-oriented to team-based work does pose some management 
challenges, which would deserve more attention in the context of inter-
nationalizing SMEs.

Having discussed the different capabilities individually, it is time to dis-
cuss the utility of the upper level construct of value chain management. 
While analysing the different capabilities, it became apparent that they 
are very much interlinked and overlapping. The fact that the elements go 
hand in hand supports the need to have an upper level construct of value 
chain management capability. When changes in one area also affect the 
other areas of the higher level capability, it is important to be aware of the 
big picture. Synthesizing the individual capabilities into the upper level 
construct gives a more extensive view of the phenomenon and enables us 
to find linkages between the capabilities. Moreover, linkages between the 
different elements also support the use of qualitative research methods. 
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Identifying the overlapping, yet separate, capabilities would be difficult, 
if not impossible with only quantitative methods.

Moreover, introducing the concept has important managerial implica-
tion as it emphasises managerial know-how. The role of management is 
essential in developing the elements of value chain management capabil-
ity. The concept brings to the foreground the importance of taking into 
consideration all aspects of value chain management if the small firm is 
to internationalize its value chain.

To conclude, it is argued that the concept of value chain manage-
ment capability needs further development and more extensive research 
is required. This study provides interesting insights to this real-life phe-
nomenon but it also points out that theoretically it should deserve addi-
tional attention. In further empirical research it would be interesting to 
conduct more of these holistic case studies to be able to analyse the phe-
nomenon across cases. Additionally, extending the case study at hand to 
cover informants from other organizations of the value chain could bring 
interesting new insights. Since internationalizing value chains appears to 
be requisite for small firms in the software industry, and managing them 
is very challenging, it is vital to know more about what makes it possible 
to succeed with them.
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         Introduction 

 Firms’ early internationalization has received considerable research atten-
tion. According to studies on born globals 1  (Madsen and Servais  1997 ) 

1   Several defi nitions of BGs have been developed. We follow the one by Kuivalainen et al. ( 2007 ) 
that such fi rms should achieve at least 25 % of turnover from abroad and enter culturally distant 
foreign countries during the fi rst three years of establishment. We also agree with Madsen and 
Servais ( 1997 , p. 579) that they should ‘seek to derive signifi cant advantages from … the sale of 
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and international new ventures 2  (INVs) (Oviatt and McDougall  1994 ), 
fi rms enter far markets soon after establishment. However, accord-
ing to studies on slower internationalizers – for instance, in the case of 
innovation- related internationalization models (Bilkey  1978 ) and the 
Uppsala model (Johanson and Vahlne  1977 ,  1990 ) – internationalization 
takes more time and starts from the closest and/or more familiar markets. 

 Despite of a large number of studies, there is not enough evidence 
yet on the internationalization of fi rms from China where fi rms are 
often more constrained by lack of resources and marketing and manage-
ment capabilities than their Western competitors (Ge and Wang  2013 ). 
Moreover, contradictory evidence has been found about Chinese fi rms’ 
foreign market preferences: for instance, while Vissak et al. ( 2012 ), Zeng 
et al. ( 2010 ) and Zou and Ghauri ( 2010 ) stated that Chinese fi rms tend to 
start internationalization from distant countries, Söderman et al. ( 2008 ) 
found that Asia is the most attractive market for Chinese fi rms. Sandberg 
( 2009 , p. 108) stated that traditional internationalization theories ‘need 
to be adjusted and complemented to be suitable … for studying fi rms 
taking off  from a turbulent emerging market as China’ and Drauz ( 2013 , 
p.  281) concluded that Chinese fi rms’ internationalization ‘cannot be 
explained by one theoretical model only’. Moreover, Cardoza and Fornes 
( 2013 ), Chen et al. ( 2011 ) and Xie and Amine ( 2009 ) found that only 
scant scholarly research had been conducted on Chinese locally-owned 
SMEs’ internationalization. 

 It is also necessary to study the role of knowledge (especially, expe-
riential knowledge) 3  in early internationalization as several scholars 
(for instance, Johanson and Vahlne  1977 ; Fina and Rugman  1996 ; 
Morgan and Katsikeas  1997 ) have considered it to be a very impor-
tant  factor while some others – including Boisot and Meyer ( 2008 ), 

outputs to multiple countries/continents right from their legal birth’. Th us, we expect BGs to enter 
at least one continent outside Asia in three years or less from establishment and achieve a minimum 
25 % export share during this period. 
2   An international new venture should also internationalize fast – according to Crick ( 2009 ) in 
three years or less from establishment while according to McDougall et al. ( 2003 ) within a maxi-
mum of six years – but it does not have to enter other continents. 
3   Experiential knowledge is accumulated during foreign operations. Knowing more, in turn, 
increases the fi rm’s commitment to that market as then it becomes easier to identify further expan-
sion opportunities and also, the market will be perceived as less risky (Johanson and Vahlne  1977 ). 
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Liu et al. ( 2008 ), Naudé ( 2009 ), Sandberg ( 2009 ), Vissak and Zhang 
( 2012 ) and Vissak et al. ( 2012 ) – have concluded that it is not always 
necessary for Chinese fi rms’ fast entry into far markets. 

 Valuable knowledge can be acquired through network relationships 
(Barringer and Harrison  2000 ; Eriksson et  al.  1998 ; Walter et  al. 
 2001 ) and these relationships can also be useful in terms of reducing 
market entry time, risks and costs (Coviello and Munro  1995 ). Th us, 
it is also necessary to fi nd out how Chinese fi rms value the impor-
tance of network relationships for their internationalization (Cardoza 
and Fornes  2013 ) as according to Ge and Wang ( 2013 ), Xie and 
Amine ( 2009 ) and Zhou et al. ( 2007 ), networks have been important 
for Chinese fi rms’ internationalization while Ciravegna et al. ( 2014 ) 
found that network relationships did not lead to some Chinese pro-
ducers’ superior internationalization performance in terms of speed, 
scope or intensity, and Naudé and Rossouw ( 2010 ) stated that, in 
some cases, network relationships resulted in Chinese fi rms’ lower 
export shares. 

 Finally, governmental support can be important in terms of getting 
access to knowledge and creating new network relationships (Barringer 
and Harrison  2000 ; Ge and Wang  2013 ) but also ‘pushing’ fi rms abroad 
in other ways. Th us, its value/usefulness also needs to be studied in the 
context of Chinese fi rms, as in China, local governments had an active 
role in supporting internationalization (Cardoza and Fornes  2013 ; Drauz 
 2013 ; Lin et al.  2014 ; Vissak and Zhang  2012 ) but , in some cases, rela-
tionships with governmental agencies can lead to corruption and, as a 
result, damage fi rms (Luo  2008 ). 

 Th is chapter aims to discover how Chinese born globals (BGs) and 
non-born globals (NBGs) assess the value of knowledge, network 
 relationships and governmental support for their early internationaliza-
tion stages and how they evaluate the impact of other factors. It starts 
from a literature review on diff erences and similarities between factors 
aff ecting BGs’ and NBGs’ early internationalization and pays especial 
attention to knowledge, network relationships, and governmental sup-
port. Th ereafter, the methodology will be introduced and survey results 
presented and discussed. Th e chapter ends with managerial, research and 
policy implications.  
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    Literature Review 

 Firms’ early internationalization stages have received considerable research 
attention. In the internationalization literature, two main international-
ization paths have been identifi ed. According to studies on born glo-
bals and international new ventures (Bell  1995 ; Cannone and Ughetto 
 2014 ; Cavusgil and Knight  2009 ; Crick  2009 ; Madsen and Servais  1997 ; 
McDougall et al.  2003 ; Oviatt and McDougall  1994 ; Saarenketo et al. 
 2004 ), foreign markets – including one or more outside the fi rm’s home 
continent – are entered soon after establishment and often fi rms view the 
world market similarly to their home market. Moreover, they achieve a 
relatively high export share soon after establishment. On the other hand, 
according to studies on slower internationalizers – for instance, in the 
case of the Uppsala model and innovation-related internationalization 
models (see, for example, Bilkey  1978 ; Johanson and Vahlne  1977 ,  1990 ; 
and Johanson and Wiedersheim-Paul  1975 )  – the fi rst foreign market 
entry will take more time and fi rms start their internationalization from 
the closest and/or more familiar markets because they lack contacts, 
knowledge, and other resources to enter more distant and/or less similar 
markets fi rst. Also, in the beginning of internationalization, their export 
share can be lower. Only after acquiring foreign market knowledge and 
other resources and creating the necessary contacts, will they gradually 
enter culturally and geographically more distant countries. 

 Several authors have studied which types of knowledge are neces-
sary for internationalization. For instance, Eriksson et al. ( 2000 ) distin-
guished between (1) business knowledge (about competitors, customers, 
and foreign market conditions), (2) institutional knowledge (about the 
foreign country’s rules, norms, values, institutional and governmental 
frameworks) and (3) internationalization knowledge (about the fi rm’s 
own resources and capabilities that are necessary for internationaliza-
tion) while Sandberg ( 2014 ) studied general internationalization, and 
customer- and market-specifi c knowledge. Robertson and Wood ( 2001 ) 
and Wood and Robertson ( 2000 ), in turn, stated that a fi rm needs infor-
mation about the target market’s market potential, economy and infra-
structure, but also political, legal, and cultural situation/factors to make 
an entry decision. 
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 While according to the Uppsala model (Johanson and Vahlne  1977 ), 
experiential knowledge is very valuable for fi rms’ internationaliza-
tion, some other authors have disagreed: for instance, Monferrer et al. 
( 2015 ), Oviatt and McDougall ( 1994 ) and Weerawardena et al. ( 2007 ) 
stated that very fast internationalization is possible without any foreign 
experience as other knowledge sources can be used and Cuervo-Cazurra 
( 2011 ) concluded that some knowledge can be acquired through 
domestic operations and, thus, far markets can be entered fast. Some 
literature on knowledge sources is summarized in Table  9.1 .

   Table 9.1    Sources of knowledge   

 Source of knowledge  Source 

 The fi rm’s own experience  Johanson and Vahlne  1977 ; Fina and Rugman 
 1996 ; Morgan and Katsikeas  1997 ; Sandberg 
 2014  

 The owner’s or manager’s 
pre-existing knowledge 
(e.g. from working in 
international fi rms) 

 Andersson  2011 ; Cannone and Ughetto  2014 ; 
Chandra et al.  2009 ; McDougall et al.  2003 ; 
Weerawardena et al.  2007 ; Wiedersheim-Paul 
et al.  1978  

 The fi rm’s partners (e.g. 
suppliers, customers) 

 Andersson  2011 ; Barringer and Harrison  2000 ; 
Brennan and Garvey  2009 ; Freeman et al.  2010 ; 
Ge and Wang  2013 ; Johanson and Vahlne  2009 ; 
Monferrer et al.  2015 ; Saarenketo et al.  2004 ; 
Sainio et al.  2011 ; Sandberg  2009 ; Schweizer 
et al.  2010 ; Walter et al.  2001  

 Acquiring international 
fi rms 

 Pajunen and Maunula  2008  

 Hiring internationally 
experienced managers 
and other staff (e.g. those 
that had studied or 
worked abroad or worked 
in exporting fi rms) 

 Brennan and Garvey  2009 ; McAuley  1999 ; 
McDougall et al.  2003 ; Naudé and Rossouw 
 2010 ; Vissak and Zhang  2012 ; Wolff and Pett 
 2000  

 Pre-entry visits  Pedersen and Petersen  2004 ; Vissak et al.  2012 ; 
Zou and Ghauri  2010  

 Conferences, exhibitions 
and trade fairs 

 Chandra et al.  2009 ; Ciravegna et al.  2014 ; Liu 
et al.  2008 ; McAuley  1999 ; Vissak et al.  2012  

 Domestic operations  Cuervo-Cazurra  2011  
 Industry associations and 

governmental 
organizations (e.g. export 
promotion agencies) 

 Chandra et al.  2009 ; Child and Rodrigues  2005 ; 
Vissak et al.  2012  

 Export consultants  Zucchella et al.  2007  
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   Network relationships with other businesses and with governmental 
institutions (Drauz  2013 ; Lin et al.  2014 ) can be very valuable for fi rms 
in achieving faster internationalization: for instance, in terms of enter-
ing distant markets (Xie and Amine  2009 ) and becoming born globals 
and/or international new ventures (Monferrer et  al.  2015 ; Oviatt and 
McDougall  1994 ). Th ey are useful for discovering new business oppor-
tunities (Awuah et al.  2011 ; Ciravegna et al.  2014 ), creating or getting 
access to valuable resources (Ambler and Styles  2000 ; Ge and Wang  2013 ; 
Madhok and Tallman  1998 ) like knowledge (Barringer and Harrison 
 2000 ; Monferrer et al.  2015 ), market information, know-how and new 
products (Sainio et al.  2011 ; Walter et al.  2001 ), and/or developing capa-
bilities that are necessary for internationalization (Gadde and Håkansson 
 2001 ). In addition to triggering internationalization directly (Chetty 
and Blankenburg Holm  2000 ), sometimes, existing contacts/partners 
can be useful for creating new network relationships (Chandra et  al. 
 2009 ; Johanson and Vahlne  2009 ). Still, network relationships do not 
always guarantee superior internationalization performance (Ciravegna 
et al.  2014 ; Naudé and Rossouw  2010 ). Maintaining them can be costly 
(Walter et  al.  2001 ) as relationship-related investments (Madhok and 
Tallman  1998 ) and knowledge are needed for creating more value in 
network relationships (Möller and Svahn  2006 ). Moreover, sometimes 
network relationships fail (Barringer and Harrison  2000 ; Madhok and 
Tallman  1998 ). 

 Governmental support can be valuable for fi rms’ internationaliza-
tion as governmental agencies can ‘push’ fi rms to enter foreign markets 
(Cardoza and Fornes  2013 ) and help to build links between local and 
foreign fi rms in addition to providing fi nancial support (Ge and Wang 
 2013 ). In China, born globals tend to evaluate the importance of gov-
ernmental support more highly than other internationalizers (Vissak and 
Zhang  2012 ). Firms having stronger ties with governmental institutions 
tend to have an advantage (Drauz  2013 ) as they have better access to 
insider information (Lin et al.  2014 ). On the other hand, sometimes such 
relationships can result in illegal activities like corruption (Luo  2008 ). 

 Besides knowledge, network relationships, and governmental support, 
several other factors have been found to infl uence fi rms’ early internation-
alization. For instance, Brouthers and Nakos ( 2005 ) identifi ed two main 
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approaches to market selection – a systematic and an ad-hoc/intuitive 
approach – while Andersson ( 2011 ) distinguished between causation and 
eff ectuation logic 4  in market selection, and Chandra et al. ( 2009 ) stated 
that initial internationalization can result both from deliberate research 
and opportunity discovery. Sakarya et  al. ( 2007 ) stressed the impor-
tance of target countries’ similarity and market potential. According to 
Johanson and Vahlne ( 1990 ), fi rms take into account the stability of 
market conditions, while Luostarinen ( 1989 ) stressed the importance 
of the market’s size, closeness, and GDP per capita, but also the fi rm’s 
assessment of its products’ suitability for that market. Welch et al. ( 2007 ) 
stated that the market’s production circumstances and opportunities for 
learning are also important. In addition, having (technologically) supe-
rior products (Chandra et al.  2009 ; Sainio et al.  2011 ) can also explain 
why some fi rms internationalize very fast and enter far markets soon after 
establishment (become born globals) while others are slower. 

 Based on the above, we can conclude that: (1) foreign market knowl-
edge is necessary for fast internationalization; (2) experience is not the 
only source of foreign market knowledge; (3) network relationships 
can quicken internationalization but joining networks does not always 
guarantee it; (4) getting governmental support can lead to faster inter-
nationalization to get it, network relationships can be important; (5) 
early internationalization stages can be infl uenced by several other factors 
besides knowledge, network relationships, and governmental support; 
and (6) foreign market selection is not always systematic.  

    Data and Methods 

 In this chapter, a survey method was used as it achieves a higher gener-
alizability than case studies (Chidlow et al.  2015 ; Yang et al.  2006 ). Th e 
chapter is based on two surveys. Xiaotian Zhang conducted the fi rst one 
in December 2010 to January 2011 in Anhui, Guangdong, Jiangsu, and 

4   Eff ectuation logic means that, to choose a marketing strategy, entrepreneurs start from taking into 
account their own traits, tastes, abilities, knowledge, and social networks instead of analysing dif-
ferent markets and evaluating diff erent foreign market entry methods systematically (Andersson 
 2011 ). 
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Zhejiang and the second one in December 2011 to November 2012 in 
these provinces, but also in Fujian and Shanghai. Th ese regions were 
among the fi rst that China opened during its opening-up and reform 
policy in the late 1980s. 

 Both questionnaires were developed in English and then translated 
into Chinese. In the fi rst part of both questionnaires, the respondents 
were asked to provide their fi rms’ general data. Th ereafter, they had to 
characterize their internationalization activities and evaluate the level of 
pre-entry knowledge and the importance of networks, governmental sup-
port, and other factors for their internationalization. Th e questions coin-
cided only partially – for instance, in the second survey, only questions 
about the fi rms’ entry motives and level of knowledge of the fi rst market 
were asked. Moreover, in the second sample, the fi rms were on average 
younger, larger, and more involved in international business activities (for 
descriptive statistics, see Appendix  9.1 ). Th us, results are presented sepa-
rately for both samples. 

 For the fi rst survey, 18,353 fi rms were contacted and 420 responses 
received and for the second, 8829 fi rms were contacted and 382 
responses received. Th e respondents did not coincide. We had to exclude 
90 responses, in total, as these fi rms were not internationally active. So, 
the fi nal sample size was 712. 

 A small response rate could have been caused by the following fac-
tors: (1) some potential respondents had never exported; (2) as we asked 
questions about activities on other continents, some potential respon-
dents might have refused due to being active only on one continent; (3) 
both questionnaires were long (four pages; in this chapter, only responses 
to some questions will be analyzed); (4) we asked questions about the 
fi rm’s development since its foundation but some potential respondents 
might have lacked such knowledge; and (5) some potential respondents 
might have been unwilling to reveal their fi rms’ fi nancial data due to ‘grey 
area’ operations. As the data originate from a limited number of Chinese 
regions, we have to note that the results do not represent the whole of 
China. Moreover, young fi rms are under-represented as in our fi rst sam-
ple the youngest fi rm was established in 2005 and in the second in 2006. 

 To assess the diff erences in the mean levels of knowledge and other char-
acteristics of BGs and NBGs, we used a simple one-way analysis of variance 
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(ANOVA) and estimated it with SPSS. According to the null hypothesis, 
there are no diff erences between these fi rms: H0 = μBG = μNBG. We 
conducted a Levene’s ( 1960 ) test to assess homogeneity of variance to 
fi nd out if standard deviations were similar across groups or not. Due to 
the lack of homogeneity ( p  < 0.05) for several criteria, we also used two 
more robust tests – Brown-Forsythe ( 1974 ) and Welch ( 1951 ) tests – for 
testing the equality of means.  

    Results and Discussion 

 Th e fi rms’ selection of their fi rst three markets is presented in Appendix 
 9.2 . In the fi rst sample, almost 64 % of BGs and 51 % of NBGs selected 
the USA as their fi rst foreign market. Canada, Germany, and the UK 
were most popular choices for the second foreign market. In the second 
sample, the USA was also the most popular fi rst market for both BGs 
and NBGs with 45 % and 38 %, respectively. Th us, we can agree with 
Vissak et al. ( 2012 ), Zeng et al. ( 2010 ) and Zou and Ghauri ( 2010 ) that 
Chinese fi rms tend to start internationalization from distant countries 
and disagree with Söderman et al. ( 2008 ) that Asia is the most attractive 
market for Chinese fi rms. Also, we cannot agree with the Uppsala model 
and other literature on slower internationalizers (see, for example, Bilkey 
 1978 ; Johanson and Vahlne  1977 ,  1990 ; Johanson and Wiedersheim- 
Paul  1975 ) that such fi rms tend to enter the closest countries fi rst. 

 Based on Appendix  9.3  we can conclude that the respondents did not 
have much valuable knowledge when they entered their fi rst foreign mar-
kets. Th ey claimed to know a lot about their customers, suppliers, and 
foreign market conditions but even then, the averages were below 3.7 
on a 7-point Likert scale (where 7 meant very much and 1 meant none 
at all) for NBGs and in the fi rst sample, below 1.6 and in the second, 
below 2.4 for BGs. Th us, we can agree with Boisot and Meyer ( 2008 ), 
Liu et al. ( 2008 ), Naudé ( 2009 ), Sandberg ( 2009 ) and Vissak and Zhang 
( 2012 ) that knowledge is not always necessary for Chinese fi rms’ fast 
internationalization. 

 According to ANOVA and Brown-Forsythe and Welch tests, in the 
fi rst sample, BGs diff ered from NBGs signifi cantly ( p  < 0.05) in terms 
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of all knowledge criteria: they had less knowledge. On the other hand, 
in the second sample, BGs had more knowledge and the results were 
 statistically signifi cant except in terms of knowledge about customers and 
suppliers. In the second sample, BGs were slightly younger (founded on 
average, in 1999, not 1997) but larger than in the fi rst sample, and this 
could have aff ected the results as, according to Vissak et al. ( 2012 ), in 
1999–2001, internet services were considerably expanded in China, but 
based on our data, we could not study this issue further. Moreover, we 
could not explain why in terms of some knowledge types, fi rms knew less 
about their third foreign market than the fi rst, while in terms of some 
other types, they knew more. 

 Other reasons besides knowledge for selecting particular markets as the 
fi rst three foreign markets are shown in Appendix  9.4 . It is evident that 
in the fi rst sample, both BGs and NBGs preferred markets to which the 
Chinese government supported entry. In the 1990s, Chinese local gov-
ernments were active in export promotion. Moreover, our sample fi rms 
often selected markets from which customers contacted them and they 
entered large and rich markets. In the second sample, fi rms also preferred 
rich and large markets, and those with good production opportunities. 
Th us, we can agree with Sakarya et al. ( 2007 ) that market potential is 
an important entry factor, with Luostarinen ( 1989 ) that market size and 
GDP per capita matter, with Cardoza and Fornes ( 2013 ), Ge and Wang 
( 2013 ), Lin et al. ( 2014 ), and Vissak and Zhang ( 2012 ) that governmen-
tal support can be helpful for international activities, and with Awuah 
et al. ( 2011 ), Chandra et al. ( 2009 ), Ge and Wang ( 2013 ), Johanson and 
Vahlne ( 2009 ), Monferrer et al. ( 2015 ), Oviatt and McDougall ( 1994 ), 
Sainio et al. ( 2011 ), Walter et al. ( 2001 ), and Zhou et al. ( 2007 ) that 
network relationships can be valuable for achieving successful interna-
tionalization. On the other hand, support from foreign governments and 
also the markets’ closeness to China were not important market selection 
factors at all. 

 According to ANOVA and Brown-Forsythe and Welch tests, in the fi rst 
sample, BGs diff ered from NBGs signifi cantly ( p  < 0.05) in terms of enter-
ing all three markets by three criteria: foreign customers’ contacts were 
more important, while strong contacts before entry and the market’s close-
ness to China were less important. We cannot confi rm that such foreign 
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entry of BGs and NBGs was always systematic: it seems that rather, the 
fi rms used an ad-hoc or intuitive approach (Brouthers and Nakos  2005 ), 
eff ectuation logic (Andersson  2011 ), and opportunity discovery instead of 
deliberate market research (Chandra et al.  2009 ) in their initial interna-
tionalization. Still, we do not have enough data to study this issue further.  

    Conclusions 

 Th is chapter was based on survey results from 712 Chinese fi rms. Th e 
results show that the USA was the most popular choice as the fi rst foreign 
market for both BGs and NBGs. Th e latter is surprising as according to 
studies on slow internationalizers, such fi rms should have entered Asian 
markets fi rst. Such a market choice was caused by several reasons. For 
instance, many fi rms started their internationalization from more dis-
tant countries because foreign customers contacted them. Th is happened 
mostly in the 1990s and often resulted from Chinese local governments’ 
substantial export promotion. As a result, even fi rms that had almost no 
knowledge about foreign markets started exporting to the USA and other 
distant countries without entering any Asian markets fi rst. Also, most 
fi rms – both BGs and NBGs – preferred entering large and rich markets. 

 As the BGs in our samples internationalized on average in 1997–2000, 
we cannot suggest that managers of recently established Chinese fi rms 
should also necessarily start their internationalization from the USA and 
other distant countries or guarantee that they would become successful 
without foreign market knowledge. (On the other hand, we also cannot 
confi rm that acquiring such knowledge would speed up their interna-
tionalization.) For that, further research is necessary as success in inter-
nationalization could depend on many other factors not studied in this 
chapter. 

 We also found that, in the fi rst sample, while BGs had less knowl-
edge than NBGs and it did not matter whether they entered their fi rst, 
second, or third market, this was not so in the second sample. Based on 
our data, we cannot confi rm if, in the second sample, the fact that BGs 
were slightly younger (founded when internet services were considerably 
expanded in China) but larger than in the fi rst sample had any infl uence 
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on  this: further research is necessary for that. Moreover, with higher 
response rates, we could have received diff erent results. 

 We also have to note that our results do not represent the whole of 
China as this chapter is based on data from a limited number of regions. 
Th us, data should be also collected from other Chinese regions. Future 
research should be based on even larger samples: not only from China, 
but also from other emerging countries. Th is would increase the general-
izability of the results. 

 Researchers could study whether knowledge, network relationships, 
and governmental support are more or less valuable to Chinese and other 
BGs than to NBGs, how frequently NBGs from outside China prefer 
entering distant countries fi rst and, if this is so, then what are the reasons 
for this. Moreover, it would be also interesting to study the role of dif-
ferent knowledge sources and diff erent network types (both with other 
fi rms but also with governmental agencies) in successful internationaliza-
tion. In this case, scholars should also take into account several diff er-
ences between fi rms – for instance, size, sector and/or or ownership – but 
also if the fi rms are entering their fi rst, second, or third market. Finally, 
it should be found out if fi rms that internationalize without knowledge 
and strong network relationships tend to exit markets more frequently.      

  Acknowledgments   Th is work was supported by the Institutional Research 
Funding IUT20-49 of the Estonian Ministry of Education and Research and by 
the Estonian Research Council’s grant PUT 1003.  

      Descriptive Statistics 

 Total  NBG  BG 

 Number  Mean  Number  Mean  Number  Number 
  Sample  1 
 The year of 

establishment 
 380  1996.61  261  1996.54  119  1996.76 

 Turnover (2010)  380  31.92  261  30.41  119  35.22 
 The number of 

employees (2010) 
 380  231.83  261  221.66  119  254.12 

206 T. Vissak et al.



 Total  NBG  BG 

 Number  Mean  Number  Mean  Number  Number 

 The year of fi rst export 
outside Asia 

 369  1999.83  250  2000.93  119  1997.51 

 The export share (2010)  380  39.42  261  24.70  119  71.69 
 The year when 

achieved 25 % 
export share 

 243  2001.27  124  2002.94  119  1999.53 

 Number of countries 
(any foreign 
operations) 

 380  3.22  261  1.93  119  6.06 

 The overall success of 
internationalization 
(subjective estimation) 
(max = 100 points) 

 380  75.99  261  75.54  119  76.97 

  Sample  2 

 The year of 
establishment 

 332  1998.32  122  1996.65  210  1999.30 

 Turnover (2007)  332  78.88  122  79.64  210  78.43 
 Turnover (2010)  332  76.86  122  64.60  210  76.65 
 Turnover (2011)  332  83.65  122  84.69  210  83.05 
 The number of 

employees (2007) 
 332  306.85  122  355.93  210  278.34 

 The number of 
employees (2011) 

 332  326.13  122  387.49  210  290.48 

 The year of fi rst export 
outside Asia 

 332  2000.62  122  2000.62  210  2000.63 

 The export share (2007)  332  42.85  122  39.20  210  44.98 
 The export share (2011)  332  45.11  122  41.48  210  47.22 
 The year when achieved 

25 % export share 
 332  2001.43  122  2001.97  210  2001.11 

 Number of countries 
(any foreign 
operations) (2007) 

 332  5.90  122  5.28  210  6.26 

 Number of countries 
(any foreign 
operations) (2011) 

 332  6.24  122  5.72  210  6.54 

 The overall success of 
internationalization 
(subjective estimation) 

 332  74.82  122  74.65  210  74.90 
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         Introduction 

 In the process of fi rm internationalization, intelligence on foreign mar-
kets is required. Intelligence can be illustrated as ‘ individuals’ abilities to 
understand complex ideas, to adapt eff ectively to the world around them, to 
learn from experience, to engage in various forms of reasoning and to over-
come a wide range of obstacles ’ (Baron and Shane  2008 , p. 80). Regarding 
the internationalization process of small and medium-sized fi rms, one 
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study described the internationalization intelligence process as  how  infor-
mation and knowledge on international opportunities is identifi ed, gath-
ered, organized, and assessed (Che Senik and Md Sham  2011 ). Th us, in 
this chapter, we defi ne internationalization intelligence as relevant cross- 
border information gathered by fi rms in support of their international-
ization process. 

 Extant literature has indicated that reliable intelligence on targeted for-
eign markets enable the small high-tech fi rms to (among others things) 
recognize more international opportunities and be proactive toward 
international operations, as well as to accelerate their internationalization 
process. Viitanen and Pirttimäki ( 2006 ) suggested that relevant intelli-
gence, for example on business, technology, product, social, and markets 
can substantially assist fi rms to strategize their international ventures by 
speeding up the process of product development, internationalization, 
and fi rm growth. Th eir study is supported by Amabile et al. ( 2013 ). All 
these facets of intelligence are consistent with the criteria of small high- 
tech fi rms, the knowledge-based fi rms in their creative pursuit of dis-
covering and exploiting opportunities in foreign markets from inception 
(Bell et al.  2001 ; Knight and Cavusgil  2005 ; Madsen and Servais  1997 ; 
Prashantham and Berry  2004 ). 

 A review of the literature on internationalization reveals that diverse 
issues on internationalization have been discussed (i.e. Mejri and 
Umemoto  2010 ; Zahra et al.  2005 ). However, the subject of the inter-
nationalization process and intelligence creation within the born-global 
small high-tech fi rms in emerging economies remains unexplored. In 
fact, the empirical fi ndings, which mainly involve larger fi rms in more 
advanced countries, are still fragmented (Ambos and Ambos  2009 ; 
Birkinshaw et al.  2006 ). Th is situation may impede the growth of the 
fi rms and industry in emerging economies, thus delaying their progres-
sion toward enhancing their expansion development. Th is in turn puts 
the fi rms located in emerging economies particularly at a disadvantage 
in comparison to their counterparts in the more developed economies. 

 In this study, we take the context of small high-tech fi rms in one 
emerging economy, Malaysia. Th e country, located in Southeast Asia, is 
in the process of transforming into a high-income and  knowledge-based 
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 country by the year 2020. For this purpose, it needs to develop the 
 capacity of its small and medium-sized enterprises (SMEs) to become 
the key sector. SME is defi ned as ‘ an enterprise with full - time employ-
ees not exceeding 150 or with annual sales turnover not exceeding RM25 
million ’ (NSDC  2011 , p. 5–6). An OECD report in 2013 shows that 
the SMEs sector in Malaysia represents 99 % of total business establish-
ments. Th e sector contributes 32 % of the country’s GDP, provides 59 % 
of employment, and constitutes 19 % of the nation’s exports (OECD 
 2013 ). Meanwhile, SME Corp ( 2014 ) categorized the SME sector into 
four main areas of business: services (90 %), manufacturing (6 %), con-
struction (3 %), and agriculture and mining (1 %). Th e SMEs in the 
high-tech industry, which is the focus of this study, are fi rms operat-
ing within manufacturing and services areas, which comprised the most 
 signifi cant number of fi rms. 

 In tandem as an emerging economy, Malaysia is leveraging on high- 
tech industries (Bernama  2013 ) in its plan to serve as a centre for the 
global outsourcing in the high-tech manufacturing industries (MIDA 
 2012 ). Th us, the National Economic Advisory Council Malaysia (NEAC) 
suggested the SME entrepreneurs in Malaysia, especially engineer- 
entrepreneurs, should promote products on technical/knowledge-based 
industries as they are equipped with technical knowledge, as well as busi-
ness knowledge due to their engagement with industries in their past 
working experience (NEAC  2010 ). Th is knowledge base enables them 
to acquire intelligence on business and product opportunities, as well 
as technological advances. It also prepares them to be innovative and 
creative in building their capabilities through product and technology 
developments, permitting them faster entry into international operations 
by becoming born-global fi rms. 

 Since the subject of the small, high-tech, born-global fi rms’ interna-
tionalization process is still an understudied phenomenon in emerging 
economies, coupled with a lack of empirical evidence and complexity of 
the issue, this study utilized multiple-case study methodology (Yin  2003 ). 
Th e main source of data was gathered through in-depth interviews with 
engineer-entrepreneurs of three Malaysian small engineering born-global 
fi rms. Th e purpose of this study is to seek a deeper  understanding of the 
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intelligence creation in the internationalization process of small engineer-
ing born-global fi rms. Th e objectives are threefold: (1) to identify the 
characteristics and dimensions of the internationalization of small engi-
neering born-global fi rms in an emerging economy; (2) to classify the 
types of internationalization intelligence; and (3) to understand how pat-
terns of born-global infl uence the process of intelligence creation among 
small engineering born-global fi rms.  

    Literature Review 

    The Internationalization of Small High-Tech Firms 

 Th e internationalization of a fi rm is a complex process. Although there 
have been several theories and models of internationalization, there is 
none yet that can adequately describe the phenomenon (Etemad and 
Wright  1999 ): thus the insights must be drawn from several perspectives 
(Mejri and Umemoto  2010 ). In understanding the internationalization 
of small high-tech born-global fi rms, previous literature has emphasized 
four main approaches: international entrepreneurship (IE), international 
new ventures (INV) or born-global, the network approach, and the 
knowledge-based models (Che Senik  2010 ). 

 International entrepreneurship as defi ned by Zahra and George ( 2002 ) 
as ‘ the process of creatively discovering and exploiting opportunities that lie out-
side a fi rm’s domestic markets in the pursuit of competitive advantage ’. Th is is 
an emerging fi eld of enquiry that has created a lot of interest from scholars 
worldwide. Building upon the theories of entrepreneurship, the fi eld of 
international entrepreneurship highlights internationalization as the pro-
cess of recognition and exploitation of opportunity into a business that 
occurs cross-border (Shane and Venkataraman  2000 ). Further, McDougall 
and Oviatt ( 2000 ) describe that the international entrepreneurship domains 
may include co-operative alliances, corporate entrepreneurship, and inde-
pendent entrepreneurship through exporting or other market entry modes, 
creation of new ventures, and venture fi nancing. Based on these charac-
teristics, Dimitratos and Jones ( 2005 ) described small businesses, which 
internationalized at a faster pace, as INVs, also known as born-global fi rms. 
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    Born-Global Patterns 

 Oviatt and McDougall ( 1994 ) defi ned born-global fi rms as those which 
‘ from inception, seek to derive signifi cant competitive advantage from the 
use of the resources and the sale of outputs to multiple countries ’ (p. 49). 
Born-global carries other names such as ‘international new ventures’, 
‘committed internationalists’, and ‘knowledge-intensive fi rms, which 
are internationally focused’ (see Bell  1995 ; Jones  1999 ). According to 
Luostarinen and Gabrielsson ( 2004 ), born-globals are fi rms that begin 
their globalization eff orts immediately after their establishment, with-
out any domestic or local operations. Or these fi rms pursue interna-
tionalization simultaneously while establishing strong foothold in their 
local markets. Or they are already well established in the domestic mar-
kets, but move toward a rapid and a more committed internationaliza-
tion because of certain circumstances (Bell et al.  2001 ). Several authors 
suggest a time frame of born-global patterns, which can occur within 
three years of establishment (Knight and Cavusgil  2004 ), within six 
years (Oviatt and McDougall  1994 ), or extended to seven years (Jolly 
et  al.  1992 ), and eight years (McDougall et  al.  1994 ). Regardless of 
any description given, one distinguishing attribute of born-globals is 
a strong business network at both domestic and international levels 
(Oviatt and McDougall  1995 ). 

 Bell ( 1995 ) argues that the concept of born-global emerged due to 
some evidence of many fi rms entering into the international markets 
more rapidly, with some fi rms internationalizing right from the start. 
Th ese fi rms avoid incremental patterns toward internationalization. 
Knowledge of the products and markets acquired from the internet 
(Gabrielsson  2005 ), as well as the change in mindset of entrepreneurs by 
becoming more entrepreneurial in their behaviuor through being inno-
vative, proactive, and risk-seeking (Lumpkin and Dess  1996 ), would 
eventually shape the pattern of their internationalization (Luostarinen 
and Gabrielsson  2004 ). Th e network approach emphasizes the fi rms’ 
strategic links with others (Johnsen and Johnsen  1999 ), while inter-
national new ventures involves fi rms that internationalize from incep-
tion or at a faster speed by building competitive advantages (Oviatt and 
McDougall  1994 ). 
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 Previous studies have related fi rm internationalization mainly to the 
multinational corporations and their process of internationalization, yet 
it is argued that internationalization can be the strategic actions of small 
businesses avoiding incremental process and penetrating into international 
markets at a faster rate (Mejri and Umemoto  2010 ). For the small businesses 
targeting high-tech and knowledge-based products, the internationaliza-
tion arrangement is always the key goal of the fi rms because they usually 
engage in serving a niche market demanded by exclusive clients/customers, 
thus eventually they would internationalize from inception (Litvak  1990 ).   

    Intelligence Creation for Internationalization 

 In general, intelligence includes information on everyday activities, per-
sonal, applied, and public information (Choo  1998 ). When we relate 
internationalization, intelligence, and entrepreneurship in the context of 
small high-tech born-global fi rms, it means how information and knowl-
edge is acquired (such as identifi ed, gathered, organized, and assessed) in 
order to pursue entrepreneurial international opportunities (Che Senik 
and Md Sham  2011 ). Hagen and Zucchella ( 2014 ) found that openness 
of the team in the born-global fi rms to learn from their colleagues and 
from their networks, as well as information available about the potential 
international markets accelerate their internationalization process. 

 Th e internationalization process of small and medium-sized engineering 
fi rms (SMEFs) has becoming an important issue for academic researchers 
(Bell et  al.  2004 ; Shrader  2001 ; Zucchella et  al.  2007 ). Robertson and 
Hammersley ( 2000 ) distinguish the SMEFs as fi rms that are equipped 
with an intellectual nature, employ mainly well-qualifi ed human resources, 
and adopt advanced technology. Within these SMEFs, knowledge is the 
key asset that serves as a competitive advantage. Th e sales partners have the 
market knowledge and customer contacts, and they may be the only fea-
sible way to get access to many markets. Th us, contacts with the customers 
are necessary for the company to gain knowledge about customer needs 
and preferences (Liisa-Maija Sainio et al.  2011 ). In acquiring business and 
technology intelligence to support this type of operation, entrepreneurs 
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of SMEFs need to understand the technological and market factors in 
the international environment. Liisa-Maija Sainio et al. ( 2011 ) also sug-
gest that the companies can create value through technology capabilities, 
industry knowledge and the fl exibility of the organization, thus they can 
accelerate the internationalization process. 

 Business intelligence, however, is still an infant concept, argued to be a 
poorly defi ned term, and the defi nitions have not yet reached consensus 
(Popovič et al.  2010 ). Based on Williams and Williams’ ( 2007 ) defi ni-
tion, this study applies the concept of business intelligence as a set of 
information and analyses related to business operations that serve as the 
base for managerial decisions and actions. Regarding SME internation-
alization, we refer to business intelligence process as techniques or tools 
to get information about business opportunities that enable effi  cient and 
eff ective decision making (Hannula and Pirttimäki  2003 ; Viitanen and 
Pirttimäki  2006 ; Zucchella et al.  2007 ). It relates to acquiring informa-
tion on what, who, when, where, and how, comprising of a variety of 
types of intelligence, including customer, competitor, market, technol-
ogy, product, and environment (Tyson  1986 ). 

 Th e business intelligence process aims to: (1) produce general information 
or knowledge; (2) create organization-specifi c intelligence solutions to allow 
for a more effi  cient information utilization and to enhance intelligence on a 
fi rm’s business environment; and (3) support understanding of an organiza-
tion’s strengths and weaknesses in their competitive situation (Pollard  1999 ). 
Th e advantages of having access to relevant business intelligence are that an 
SME is better able to manage its competitive situation, defend its competi-
tive position (Th omas  2001 ), and eventually improve its performance by 
leveraging information assets within its key business processes (Williams and 
Williams  2007 ). Th e technology intelligence process, on the other hand, is a 
method of gathering information relevant to product development, innova-
tion, and technological trends that most likely involves research and develop-
ment (R&D) activities (Liao  2005 ; Lichtenthaler  2003 ). 

 However, English ( 2005 ) argues that in acquiring business and 
 technology intelligence, people tend to deduce the information by 
their own free will, and subsequently act accordingly. We support this 
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notion; thus we propose that the engineer-entrepreneurs must seek busi-
ness and  technology intelligence activities to enable them to speed up the 
internationalization process. We also argue that the process of acquiring, 
gathering, and analysing information involves understanding the exter-
nal environment as well as the internal situation of the company itself. 
Evidently, the existence of business and technology intelligence has sig-
nifi cantly contributed to speeding up the process of internationalization 
of small knowledge-intensive fi rms (Bell et al.  2004 ). 

 Th e above review of literature highlights the importance of integrating 
business and technology intelligence dimensions in getting insights into 
the entrepreneurial activities of the born-global engineering fi rms in an 
emerging economy.   

    Methodology 

 According to Th omas ( 2004 ), the selection of a relevant method is deter-
mined by the research problems and research questions. In understanding 
how intelligence is created in the internationalization process of small high-
tech born-global fi rms, a qualitative research methodology was selected. 
Th is is because the subject is understudied (Laanti et  al.  2007 ), it lacks 
empirical evidence (Andersen and Skaates  2004 ; Welch and Welch  2004 ), 
and the issue is complex (Coviello McAuley  1999 ; Zalan and Lewis  2004 ). 
In gathering data, we adhered to the guidelines suggested by Eisenhardt 
( 1989 ) and Yin ( 2003 ), employing multiple-case study methodology based 
on in-depth interviews with three Malaysian small engineering born-global 
fi rms. Qualitative data allow researchers to gain richer explanations through 
a deep understanding into a phenomenon (Miles and Huberman 1984). 

 To identify the small high-tech born-global fi rms, the Federation of 
Malaysian Manufacturers (FMM) directories as well as the companies’ 
websites were reviewed. Th e selected companies were chosen based on 
these characteristics:

    1.    Th ey hired less than 300 employees with paid-up capital of more than 
RM49 million which is equivalent to USD$17 million (Hashim and 
Wafa  2002 ).   

   2.    Th ey were owned by the Malaysian entrepreneurs.   
   3.    Th ey were committed to outward operations.   
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   4.    Th ey produced high-tech manufacturing products in Malaysia.   
   5.    Th ey entered foreign markets in the early years of fi rm establishment.   
   6.    Th ey were located in the Small Medium Industry (SMI) zones.     

 Guided by these the characteristics, three SMEFs were selected, and 
they are disguised as  SwitchCo, SuperEnergy,  and  TeleTech . Th e owners 
and managers of these three fi rms were asked if they would participate 
in the study and they agreed to be interviewed. Th e interviews were 
conducted at their fi rms, and their involvement in the study was kept 
confi dential from the others. Th e interview protocols covered issues 
about:

    1.    the fi rms’ internationalization process (i.e. fi rst-time involvement, 
entry mode, market selection and coverage);   

   2.    how the fi rm obtains intelligence on internationalization (i.e. sources, 
informants);   

   3.    what kind of intelligence the fi rm needs to strategize its international 
operations; and   

   4.    the impact that the sources of intelligence make on the fi rm’s interna-
tionalization process.    

  All the interviews were recorded digitally and transcribed prior to the 
case analysis. After the analysis, case summaries were sent to the respec-
tive respondents for confi rmation. Th ese procedures are strongly rec-
ommended in the qualitative research to warrant research validity and 
reliability (e.g. Merriam  2002 ; Miles and Huberman  1994 ; Silverman 
 2010 ). Th e analysis was conducted specifi cally to identify patterns of 
internationalization, sources and types of internationalization intelli-
gence, and its impact on the fi rms’ internationalization.  

    Results 

    Firm Characteristics 

 Th e characteristics of the three small engineering born-global fi rms as 
well as their founders, disguised as  SwitchCo, SuperEnergy,  and  TeleTech , 
are presented in Table  10.1 .
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   As shown in Table  10.1 , two companies were set up in the 1990s, 
except for  SwitchCo , that was established in the late 1970s.  TeleTech  and 
 SuperEnergy  were owned by the Malaysian and international  partners, 

     Table 10.1    Characteristics of the fi rms and their founders   

 Characteristics  SwitchCo  SuperEnergy  TeleTech 

  Year of 
establishment  

 1978  1992  1996 

  Ownership   Family-owned 
company (100 % 
Malaysian 
ownership) 

 International 
partnership – 
Malaysia (70 %), 
India (30 %) 

 International 
partnership – 
Malaysia 
(80 %), others 
(20 %) 

  Location, size 
and annual 
sale  

 Located in a 
designated 
industrial area in 
Kinrara, 
Malaysia 

 Located in a 
designated 
industrial area in 
Shah Alam, 
Malaysia 

 Located in a 
designated 
industrial area 
in Puchong, 
Malaysia 

 Employees: 80 
workers 

 Employees: 60 
workers 

 Employees: 30 
workers 

 Annual sale: 
US$2–5 million 

 Annual sale: US$3–7 
million 

 Annual sale: 
US$8–10 
million 

  Type of 
manufactured 
product  

 Switch gear and 
switch box 

 Cable joints, Power 
cable, and 
telecommunication 
accessories 

 Electrical energy 
products & 
services, and 
medium 
voltage 
switchgears 

  Founder’s 
academic  

 Electrical 
engineering 

 Mechanical 
Engineering 

 Mechanical 
Engineering 

 Masters in 
Engineering 

  Qualifi cation   Local graduate  Overseas graduate  Overseas 
graduate 

  Founder’s 
working 
experience  

 Has work 
experience in a 
multinational 
fi rm 

 Has work experience 
in a state power 
company 

 Has work 
experience in a 
multinational 
fi rm 

 About 40 years of 
working 
experience 

 About 40 years of 
working experience 

 About 35 years 
of working 
experience 

  Founder’s age  a   Early 60s  Early 60s  Late 50s 

   Note :  a The founder at the time of interview  
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while  SwitchCo  was a Malaysian family-owned fi rm. All three were 
located in diff erent designated areas for small and medium indus-
try  (SMI).  TeleTech  had 30 employees and annual sales of US$8–10 
 million;  SuperEnergy  employed 60 workers and had annual sales of 
US$3–7 million; and  SwitchCo  had 80 employees with annual sales of 
US$2–5 million. Both the founders of  TeleTech  and  SuperEnergy  grad-
uated in Mechanical Engineering from overseas, while the founder of 
 SwitchCo  was an electrical engineer who had graduated from a local uni-
versity. With their ages ranging from late 50s to early 60s, they had a 
broad working experience as well as networks with people at domestic 
and international levels.  

    Process of Internationalization Intelligence Creation 

 Th is section provides a brief description of the process of international-
ization intelligence creation for each case company. 

  SwitchCo  was a pioneer in selling and assembling switches for the 
gear and box industry, operating for more than three decades. At the 
time of its conception in 1978, the company was co-owned by two local 
 partners, but they pulled out, leaving the electrical-engineer founder 
to manage the family business by himself. Back then, there were only 
two local players in the Malaysian market, although more competitors 
emerged later. Since its inception, the company had attempted to enter 
into international markets. However, lack of resources and expertise, 
especially in technology, was the main reason why the fi rm delayed going 
international. Since  SwitchCo  was unable to internationalize its prod-
ucts at the earlier stage, it strengthened its domestic position by setting 
a low pricing strategy enabling the fi rm to monopolize the local indus-
try.  SwitchCo  began to internationalize after the economic downturn 
that aff ected Southeast Asia in the late 1990s. As a result of this crisis, 
many of  SwitchCo ’s business partners collapsed, pushing the company to 
venture out to survive. Th e internationalization process started through 
exporting, by being a supplier to some international contractors from 
Japan, introduced to  SwitchCo  through its business associates. By the 
late 1990s,  SwitchCo  had built up good image and reputation with these 
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customers, resulting in many enquiries about its products from foreign 
customers and other business associates. Th ese customers preferred to 
purchase  SwitchCo ’s products, (compared to Japanese products) because 
of their cheaper prices. In early 2000s, the company began to manufac-
ture its own products through a licensing agreement with one multina-
tional company. Th is product development strategy provides a broader 
opportunity for the company to penetrate into overseas markets, as well 
as promotes its brand for the global markets. 

  SuperEnergy  began its business in trading mode in 1992 by supplying 
electrical equipment to Tenaga National Berhad (TNB), the state power pro-
vider in Malaysia. Th e founder was formerly an executive at TNB and had 
worked previously as an engineer in an electrical multinational corporation 
(MNC) based in Zurich. At the beginning of its operation, the company 
used the TNB branding, technologies, and support. After a year of its opera-
tion, in 1993,  SuperEnergy  began to venture internationally.  SuperEnergy  
fi rst built its international relations with a manufacturer in Singapore. Th is 
happened when the founder’s former colleague from his previous workplace 
allowed him to utilize their technology. In the mid- 1990s,  SuperEnergy  then 
began fabricating its products using technology from Europe enabling the 
fi rm to penetrate into the European market. In the late 1990s,  SuperEnergy  
co-partnered with a Sudanese business associate. Th e company utilized 
the new partner’s technology to expand into the South African market. By 
2005, due to the founder’s connection with many MNCs,  SuperEnergy  was 
able to link to 150 companies all over the world. By 2009, with its technical 
expertise as well as managerial strengths,  SuperEnergy  has leveraged its global 
partnership, networking and collaboration with big construction companies 
in Malaysia, the Middle East, Europe, and Africa. Th ese internationaliza-
tion strategies have become the base of developing its core competencies ,  in 
preparation for  SuperEnergy  to establish its own global brand. 

  TeleTech  started its business in 1996 as a vendor to Tenaga National 
Berhad (TNB), the state power provider for Malaysia.  TeleTech  produced 
electrical energy products and services as well as medium voltage switch-
gears. Th e owner became interested in producing the products due to 
his previous work experience, where he dealt with many engineering 
suppliers, both local and international. In late 1990s, which was about 
three years after the fi rm’s establishment,  TeleTech  started venturing out 
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into international markets. From the founder’s extensive travelling, par-
ticipating in exhibitions, and attending workshops and seminars, he has 
created a wide network, enabling him to know more about other types 
of  engineering products.  TeleTech  manufactured plastic-based products, 
utilizing a reverse cycle process, an advanced manufacturing technique, 
which was a cross-linked between a chemical bonding process and a 
radiation method process. Th is unique manufacturing technology was 
developed by a US company, with which its Indian partner was work-
ing. Th rough this partner,  TeleTech  became the fi rst fi rm to bring the 
process to Malaysia. However, some of the products that  TeleTech  manu-
factured could not use the chemical process; in these cases, radiation has 
to be applied. For this purpose,  TeleTech  had to send those products to 
be manufactured in the Netherland. By 2010, the company began col-
laborating with the Malaysia Institute of Nuclear Technology (MINT) 
to conduct the radiation process for its products, resulting in the com-
pany being able to support radiation-based processes on its own. By the 
end of 2012,  TeleTech  had received the Certifi cate of Acceptance by the 
Malaysian National Electricity Board as well as by other international 
bodies permitting it to sell its products to local as well as many foreign 
markets.  

    Types of Internationalization Intelligence 

 Based on the analysis of the internationalization intelligence creation of 
each fi rm, we found that the intelligence created by the fi rms can be 
divided into two types: business intelligence and technical intelligence. 
Th e analysis of  business intelligence  revealed several emergent themes; 
product, markets, competitors, customers, and business environment, 
which support previous literature (Tyson  1986 ). Th e study also iden-
tifi ed some new fi ndings regarding the business intelligence constructs 
which are  opportunities, pricing, local and international clients and suppli-
ers, policy, rules and regulations,  and  international relations . 

 All fi rms share six common factors of what they sought for in busi-
ness intelligence such as opportunities, products, local and international 
markets, competitors, customer, and environmental. Th ese factors are 
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crucial business intelligence for the internationalization of the three small 
 engineering born-global fi rms. Meanwhile, both  SuperEnergy  and  TeleTech  
agree that obtaining relevant information about local and  international 
suppliers adds value to their business intelligence. On the other hand, 
 SuperEnergy  and  SwitchCo  agree that creating international relations 
supports gathering of business intelligence. Th e fi ndings also reveal that 
although  SwitchCo  was operating at an international level much later than 
the other two fi rms, it emphasized getting information on pricing as its 
key business intelligence. As mentioned by the CEO of  SwitchCo :

   ‘ […] At that time, since we were unable to internationalize the products, we 
learned how the competitors set up their prices. Based on that, we decided to 
set a low pricing strategy, so that we could monopolize the local industry. ’  

   A unique factor that enables  TeleTech  to go international at a faster rate 
is its knowledge of the policies, rules, and regulations of the countries, as 
mentioned by its founder:

  ‘ I believe that the information on the policies, rules, and regulations of the 
countries is very important. As for me I gain this information from my links 
with others  [pause]  for example my Indian partner who introduced me to the 
US company has all the information regarding the policies and regulations on 
foreign operations.’  

   Meanwhile, the analysis of  technical intelligence  also revealed several 
emergent themes. Th e themes found in this study are technological, 
product development, innovation, and R&D, supporting the previous 
literature (Liao  2005 ; Lichtenthaler  2003 ). Th e study also identifi ed 
some new fi ndings regarding the technical intelligence constructs includ-
ing  international certifi cation, brand, latest trend,  and  technical pioneer . All 
fi rms believe that technological and product developments are among the 
‘must have’ factors in order to go international. But what speeds up the 
pace of the fi rm in going international is keeping up with the latest trends 
and becoming a pioneer in the technology. Th is is supported by  TeleTech: 

   ‘ In the high-tech industry, to penetrate oversea markets, we have to make a 
diff erence; we have to adopt the latest trend in technology. In my case, I 
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managed to utilize the reverse cycle process, which is the fi rst technology 
being applied in Malaysia. ’  

   Th e analysis of the types of intelligence created for the international-
ization process of each fi rm is presented in Table  10.2 .

       Born-Global Patterns of Internationalization 

 Regardless of the year of fi rm establishment, all the three fi rms fi rst 
entered international markets almost at the same time, between 1996 and 
1997. In identifying the type of born-global pattern of each fi rm, several 
dimensions of internationalization were considered, as summarized in 
Table  10.3 . Th e fi ndings of the dimensions then enable us to ascertain 
the type of born-global patterns for each fi rm.

   Table 10.2    Types of intelligence in the internationalization process   

 Types of internationalization intelligence 
created 

 Firm 

 SwitchCo  SuperEnergy  TeleTech 

   A. Business intelligence  
  1. Opportunities   √    √    √  
  2. Products   √    √    √  
  3. Local and international markets   √    √    √  
  4. Competitors   √    √    √  
  5. Clients/customer   √    √    √  
  6. International relations   √    √    √  
  7. Business environment   √    √    √  
  8. Pricing   √  
  9. Local and international suppliers   √    √  
 10. Policies, rules and regulations   √  
   B. Technical intelligence  
  1. Technological   √    √    √  
  2. Product development   √    √    √  
  3. Brand   √    √    √  
  4. Innovation   √    √  
  5. R&D   √    √  
  6. International certifi cation   √    √  
  7. Latest trends   √  
  8. Technical pioneer   √  
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    SwitchCo  began its fi rst international activities after 18 years of estab-
lishment. Th is fi rm took a long time to internationalize due to both inter-
nal and external factors. Although it had made an eff ort to penetrate 
into overseas markets, the process was delayed because  SwitchCo,  being a 
family business fi rm (100 % Malaysian ownership), lacked the resources 
and expertise, especially on technology, preventing the fi rm from mov-
ing at a faster rate of internationalization. Moreover, the company also 
faced confl icts with founding partners, forcing the remaining founder to 
reorganize the fi rm. All these resulted in  SwitchCo  focusing on creating 
a strong domestic market foundation. However, once it began its inter-
national operations,  SwitchCo  was able to penetrate into big markets, 
such as Japan and China. Based on these fi ndings,  SwitchCo  represented 
a traditional fi rm exhibiting a gradual pattern of internationalization by 
taking an extended period (18 years) to begin its fi rst international activi-
ties. Its breadth of internationalization (10 countries) and depth (23 % of 
degree of internationalization) characterized the  born-again global pattern  
as described by Bell et al. ( 2001 ). Th is pattern of internationalization is 
further explained by Gabrielsson et al. ( 2008 , p. 47) as fi rms ‘who attempt 

   Table 10.3    Dimensions of internationalization   

 Dimensions  SwitchCo  SuperEnergy  TeleTech 

  Year of establishment   1978  1992  1996 
  Foreign entry timing   First time: 1996  First time: 1997  First time: 1996 
  a  Pace of 

internationalization  
 About 18 years  Less than a year  About 3 years 

  Degree of 
internationalization  
( measured by level 
of global sales 
commitment ) 

 23 %  56 %  40 % 

  International markets   Japan; Sri Lanka; 
Pakistan; 
Dubai; China; 
African 
countries; 
Sudan; Vietnam 

 Sudan; 
Cambodia; 
Indonesia; 
China; 
Singapore; 
Middle- eastern 
countries 

 India, ASEAN 
Countries; 
Bangladesh; 
Middle Eastern 
countries 

  b  Pattern   Born-global 
again 

 Inception 
born-global 

 Rapid 
born-global 

   Note :  a The year of fi rm establishment minus the fi rst time of foreign entry.
 b Type of internationalization.  
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to internationalize, then turn to building up domestic support and later 
return to internationalization with great leaps, and a global vision’. 

  SuperEnergy  started its foreign entry in the same year of the fi rm’s 
establishment. Th e founder, who owns 80 % of the fi rm’s share (refer 
to Table  10.1 ), took advantage of his acquaintance with international 
buyers and suppliers, as well as competitors and friends, while work-
ing with a multinational fi rm. Due to the fi rm’s global strategy as 
well as the founder’s international networks and collaborations from 
inception,  SuperEnergy  penetrated close and distant markets almost 
simultaneously after creation (within a year), and with a high degree 
of internationalization (56  %). Th e speed of  SuperEnergy ’s inter-
nationalization shortly after its establishment as a result of a high 
commitment to internationalize in both near and distant markets 
represents the theoretical defi nitions of a  born-global pattern  (Knight 
and Cavusgil  1996 ; Luostarinen and Gabrielsson  2004 ; Oviatt and 
McDougall  1997 ). 

  TeleTech  was pulled into a number of international markets 
within four years of the fi rm’s establishment with the collaboration 
of its Indian partner.  TeleTech  penetrated into ASEAN (Association 
of Southeast Asian Nations) countries such as Th ailand, Brunei, 
Indonesia, and Vietnam. Apart from the ASEAN countries,  TeleTech  
also entered Bangladesh and Middle-Eastern countries including Qatar 
and Kuwait. Due to its depth of internationalization (40 %), breadth 
as represented by the number of countries (seven) all over the world, 
and speed (within three years), these indicators are similar to the char-
acteristics of the  rapid born-global pattern  as suggested by Knight and 
Cavusgil ( 2004 ).   

    Discussions and Conclusions 

 Our fi ndings yield important insights into how SMEFs from an emerg-
ing market create intelligence in venturing out at faster pace via the born- 
global patterns. From the fi ndings of the three fi rms, we learn that the 
SMEFs need to acquire, manage, evaluate, and exploit internationaliza-
tion intelligence to penetrate into foreign markets, supporting the ear-
lier fi ndings by Che Senik and Md Sham ( 2011 ). Figure  10.1  illustrates 
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the intelligence creation of the internationalization of born-global fi rms 
based on the study of three Malaysian SMEFs.

   Th e process of internationalizing the SMEFs through the born-
global patterns requires intelligence (business and technical) that con-
stitutes a number of internal and external factors. However, the types of 
 intelligence created during the process of internationalization rely on the 
characteristics of the fi rms (i.e. ownership, founder’s qualifi cation, types 
of products, academic background). 

 Th is study found that apart from the products that are high-tech based, 
an imperative factor is the exploitation of a wide-range of networks by 

Technical 
Intelligence

(TI)

Types of 
Intelligence 

Business 
Intelligence

(BI)

Common BI Traits
• Opportunities
• Product
• Competitors
• Customers 
• Environmental
• Local & international 

market
• International relations

Unique BI Traits
• Pricing
• Local & international

suppliers
• Policies, rules & regulations

Common TI Traits
• Technological
• Product

development
• Brand

Unique TI Traits
• Innovation
• R&D 
• International Certification
• Latest trend
• Technical pioneer

Firm Factors/Characteristics
• Size
• Knowledge-based firms
• Products
• Ownership
• Founders/Owners qualification
• Founders/Owners past experience
• Academic background
• *Key personnel level of networks

Born-Global 
Patterns

Inception 
Born-
Global

Rapid
Born-
Global

Born-
Again-
Global

  Fig. 10.1    Internationalization creation of small engineering born-global 
fi rms ( Note  :  The different dash lines indicate the unique traits specifying the 
different types of born-global patterns)       

 

236 Z.C. Senik et al.



the founders/owners or CEO/key personnel, especially in building inter-
national relations. Th is is in line with previous studies that network rela-
tionships are signifi cant to speed up the internationalization (Coviello 
and Munro  1997 ; Ellis and Pecotich  2001 ; Johanson and Mattsson 
 1988 ). In addition, these factors can create values which in turn pro-
vide competitive advantage for SMEs from emerging markets, which also 
support Liisa-Maija Sainio et al. ( 2011 ) that technology and know-how 
activities are the mechanisms for value creation .  

 Having technical knowledge, such as information relevant to product 
development, innovation, and technological trends, is one of the essen-
tial traits that accelerate the process of internationalization (Liao  2005 ). 
Th ese fi ndings support the earlier study that suggests that fi rms need 
to integrate both business intelligence and knowledge to help in mak-
ing decisions, to gain competitive advantages, and to increase the fi rm’s 
performance (Herschel and Jones  2005 ). Th is study also found that both 
business and technical intelligence are crucial in determining the born- 
global patterns for the small high-tech fi rms from emerging markets, 
especially regarding the speed, breadth, and depth of internationalization 
(Zahra  2005 ; Zahra et al.  2000 ). In sum, the characteristics of the fi rms 
diff erentiate the types of intelligence created during the process of inter-
nationalization, which in turn determines the patterns of born-global 
such as  born - global, rapid born - global, and born - global again  (Gabrielsson 
et al.  2008 ). 

 Th e fi ndings obtained from the Malaysian small engineering born- 
global fi rms provide new insights on internationalization via a born-global 
pattern. In theory, this study contributes to the born-global approach 
through the discovery of the important traits of business and technical 
intelligence. Moreover, this study details the process of intelligence cre-
ation and matches it with the characteristics of the fi rms. Th is enables a 
prediction of the type of born-global pattern (such as  born - global, rapid 
born - global,  and  born - global again ) that suits the small high-tech fi rms 
from emerging markets. 

 In practice, the SMEFs have the capabilities to realize the born-global 
pattern of internationalization because of the nature of their products. 
Due to their dynamic environment and technological advancement, 
small high-tech fi rms should take advantage of the new technology, 
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advance the trends, and become pioneers in the market. In addition, 
small high-tech fi rms should equip themselves with new knowledge and 
become fast learners to adapt to the current demand and new situations. 
In terms of building international relations, the owners or founders of the 
small high-tech fi rms must make sure that they maintain their relation-
ships with customers, suppliers, previous employers, etc. 

 Although this study is confi ned to three small high-tech fi rms, it makes a 
contribution to the knowledge of intelligence creation and the  born- global 
pattern of small high-tech fi rms in an emerging market. Because of the 
nature of today’s business and the importance of emerging markets to 
the world’s economy, many fi rms are eyeing international ventures. Th us, 
future research should pursue more studies on intelligence creation in the 
context of the born-global, which should include other industries as they 
might contribute to a diff erent perspective in understanding intelligence 
creation in the born-global internationalization process.      
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         Introduction 

 Small and medium-sized enterprises (SMEs) generally face tough com-
petition in the countries where they are based. Th e ongoing process of 
globalization exerts further competitive pressure on value creation in 
these fi rms (Audretsch  2003 ). Value creation spreads over diff erent levels 
(Lepak et al.  2007 ). Consequently, in a manner similar to large companies, 
more and more SMEs face the challenge of searching foreign markets for 
opportunities, which forces fi rms to change their strategies rapidly. At the 
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same time, competition among knowledge-based SMEs intensifi es, as 
these fi rms strive to develop capabilities faster than their rivals (Teece and 
Pisano  1994 ), to maximize created values (Jensen  2001 ), make them sus-
tainable (Ciasullo and Troisi  2013 ), and increase value creation through 
mission (Andersen  2014 ) or by project management practices (Laursen 
and Svejvig  2016 ). According Bowman and Ambrosini ( 2000 :13) value 
creation is determined by:

   ‘ the relative amount of value that is subjectively realized by a target user (or 
buyer) who is the focus of value creation – whether individual, organiza-
tion or society  – and that this subjective value realization must at least 
translate into the user’s willingness to exchange a monetary amount for the 
value received’. 

 It follows from this defi nition that there is perceived use value, subjec-
tively assessed by the user (or buyer), and then the monetary exchange 
value, the price paid for the use value, is created. 

 Th e position of SMEs in the global economy becomes increasingly 
important due to their role as primary drivers of knowledge and eco-
nomic advancement. In the context of eroding national boundaries, 
national governments in many cases have failed to create the encourag-
ing business environments that such fi rms need. Consequently, the num-
ber of fi rms looking for opportunities in foreign markets on their own 
account is growing. 

 While most fi rms go through a process of internationalization by trial 
and error, some fi rms in searching for value creation established forms 
of collaboration to minimize the costs of learning-by-doing. Clusters of 
fi rms are one form of collaboration among companies. Over the past 
years, clusters have been attracting increasing interest from both academ-
ics and businesses. Several studies have looked into the performance of 
regional and industry clusters. Among companies, clusters have gained 
popularity due to their ability to create value synergies for companies 
involved. Particularly high-tech, science and knowledge-based clusters 
have attracted increased interests within the research community, busi-
nesses, and governments. Th ese clusters create suitable grounds for the 
development of science-based industries, banding together hundreds of 
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fi rms of diff erent sizes that work in a similar fi eld. Th e knowledge and/
or resources that these fi rms share are just some of the externalities that 
usually help them in their growth and development in both domestic 
and foreign markets (Dobrzykowski et al.  2010 ). Th e literature on the 
internationalization of research and development (R&D) eff orts pro-
vides evidence that fi rms increasingly establish R&D activities in diff er-
ent regions for the purpose of benefi ting from agglomeration externalities 
(Gassmann and Von Zedtwitz  1999 ). Firms that maintain a network of 
geographically dispersed R&D units seem very able to tap into local 
resources of excellence and benefi t from the innovation advantages that 
clusters generate. 

 Surprisingly, few empirical studies have examined whether fi rms in 
regions that host a concentration of similar technological/innovation 
activities have actually been able to leverage their role in a cluster to 
enhance their presence in foreign markets. As far as studies exist, the 
empirical evidence is inconclusive. Th e purpose of this chapter is to pro-
vide new insights into the role of clusters in fostering the international 
exposure of fi rms. A better understanding of the role of clusters in the 
internationalization process could advantage fi rms that have ambitions 
to expand into foreign markets. Th e chapter asks the following key 
questions:

    1.    What actions are required to ensure the success of SME  interna-
tionalization?   

   2.    What is the role of a cluster in the whole process?     

 Th is study uses the concept of ‘internationalization’ and analyses the 
international actions of science-based SMEs that belong to the same clus-
ter. It focuses on the circumstances surrounding the decisions that fi rms 
make in relation to internationalizing their operations. 

 Th e remainder of this chapter is organized as follows. First, the chapter 
discusses key issues in the relevant literature on the internationalization 
process, and the role of networks and clusters. Next, the chapter off ers an 
explanation of the research method used, which is followed by fi ndings 
and a discussion. Th e fi nal sections conclude by emphasizing the main 
contributions to the literature.  
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    Literature Review 

 Th is section briefl y reviews key issues in academic literature on the inter-
nationalization of companies, as well as literature on networks and clus-
ters. Firstly, it discusses the internationalization of a fi rm as a fi rm-specifi c 
activity by drawing on the main schools of thought in the literature on 
business internationalization. Secondly, it elaborates on the internation-
alization of a fi rm as a cluster-specifi c activity by examining the relevant 
literature on industrial clusters, which leads to the formulation of specifi c 
research propositions. 

    Selected Internationalization Process and Networks 
Literature 

 Previous studies on company internationalization have identifi ed a num-
ber of factors that infl uence the choice of an entry mode for a selected 
market. Integrating perspectives have been provided by Dunning ( 1988 , 
 1998 ,  2001 ) who proposed a comprehensive framework for entry 
mode selection. Several empirical studies have used this framework to 
explain the choice between joint ventures and sole ventures (Kogut and 
Singh  1988 ), licensing and sole ventures (Caves  1982 ; Davidson and 
McFetridge  1984 ), and foreign direct investment (Cho  1985 ; Dunning 
 1980 ; Kimura  1989 ; Sabi  1988 ; Terpstra and Yu  1988 ; Yu and Ito  1988 ). 
Other authors see internationalization as an incremental process of 
increasing international involvement, as fi rms acquire more foreign mar-
ket knowledge (Johanson and Vahlne  1977 ,  1990 ). All of these diff ering 
approaches to internationalization sought to address the key question: 
‘Why and how do fi rms internationalize?’ (Weisfelder  2001 ). 

 Studies that focus mostly on the ‘why’ question can be grouped into 
two major schools of thought: the eclectic paradigm on international 
 production (Dunning  1988 ,  1998 ,  2001 ) and the extension of the 
transaction- cost theory (Coase  1988 ) to an international context (Hennart 
 1988 ,  1991 ). Dunning ( 1988 ) elaborates on the three central benefi ts that 
motivate fi rms to employ foreign direct investment strategies: ownership, 
location, and internalization advantages. Dunning ( 2001 ) integrates some 
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aspects of the eclectic paradigm with cluster theory, focusing on the incen-
tives for multinational enterprises to gain entry into vibrant industrial 
clusters in order to harness location, ownership, and internationalization 
advantages. 

 Th e transaction-cost theory focuses on explaining the institutional 
organization of economic activity within a fi rm and, more specifi cally, 
the choice that fi rms make between ‘make’ it themselves or ‘buy’ it from 
other fi rms on the market (Williamson  1975 ). Th is theory has been 
expanded into an international context in attempt to explain why multi-
nationals expand internationally and why they choose particular modes 
of organization in this expansion (Hennart  1988 ,  1991 ). 

 Th e literature that focuses predominantly on ‘how’ fi rms interna-
tionalize, is represented by, among others, two schools of thought: the 
Uppsala or stages theory of internationalization (Johanson and Mattsson 
 1988 ; Johanson and Vahlne  1977 ,  1990 ), and the ‘born global’ paradigm 
(Knight and Cavusgil  1996 ). Th e Uppsala model suggests that the inter-
nationalization of a fi rm proceeds through a number of stages as a fi rm 
acquires knowledge of foreign markets. Th e stages theory has been chal-
lenged by the emergence of a new research stream that has identifi ed a type 
of fi rm called a ‘born global fi rm’ (Knight and Cavusgil  1996 ) or ‘interna-
tional new venture’ (McDougall et al.  1994 ; Oviatt and McDougall  1994 , 
 1997 ). Th ese fi rms, which usually fall in the high-tech industries category, 
do not follow an incremental internationalization path; they are globally 
focused and follow an aggressive internationalization trajectory from their 
early stages of inception (Oviatt and McDougall  1994 ). Th e ‘born global’ 
perspective suggests that there is a number of ‘small, technology-oriented 
companies that operate in international markets from the earliest days of 
their establishment’ (Knight and Cavusgil  1996 : 11). Th e managers of 
such companies view the world as a single, borderless marketplace from 
the time of the fi rm’s founding, which is in contrast to more traditional 
theories of internationalization. Knight and Cavusgil ( 1996 ) identifi ed six 
factors that contribute to the emergence of born global fi rms: the growing 
role of niche markets, the recent advances in process technology, the recent 
advances in communication technology, the inherent fl exibility that small 
companies have, the internationalization of knowledge and technology, 
and the recent trend toward global networks. 
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 Focusing on the internationalization of high-tech SMEs, some studies 
have argued that networking is a crucial factor, as it infl uences decisions 
and market choice (e.g. Sharma and Keller  1993 ). Firms within the same 
industry share a technical language and facilitate the transfer of complex, 
tacit information. Accordingly, networks that span across country bor-
ders can provide an alternative to exporting or investing. It gives fi rms the 
ability to rely on a local partner to accomplish information gathering and 
delivery of activities while maintaining the production function in the 
home market. An extension of this concept would be a full co-operative 
relationship with a local partner, in which both parties co-operate on 
all aspects of the process with a joint approach to facilitating sales and 
producing output. Th is strategy has been observed among some service 
fi rms, especially in the earlier stages of their internationalization, and 
some market research fi rms (O’Farrell et al.  1998 ). Studies that take a 
network perspective eff ectively argue that network relationships infl u-
ence a fi rm’s strategy and that these external contacts or relationships 
may drive, facilitate, or even inhibit a fi rm’s internationalization process. 
Th e main elements of the application of network theory to the study of 
internationalization are, fi rst, the formal and informal ties of fi rms, which 
can assist and restrict their internationalization process, and second, the 
theory holds that internationalization can be seen as a process whereby 
fi rms are ‘sharing respective complementary, competitive advantages with 
other fi rms’ (Etemad and Wright  1999 : 6).  

    Selected Industrial Cluster Literature 

 Studies that analyse the importance of networks have elements in common 
with a body of studies on the role of clusters in SME development. Porter 
( 1998 : 78) defi ned clusters as ‘geographic concentrations of  interconnected 
companies and institutions in particular fi eld’. Several studies have anal-
ysed the reasons why fi rms prefer to be part of a cluster. For example, a 
cluster can provide a fi rm with role models and positive examples of suc-
cessful operation (Fornahl  2003 ), while the existing networks of a cluster 
can provide fi rms with ideas and places to demonstrate their market and 
technological potentials (Saxenian  1994 ). Karlsson et al. ( 2005 ) analysed 
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the emergence of regional industrial clusters as the result of certain location 
advantages that a region off ers. On the other hand, Karlsson et al. ( 2005 ) 
state that the advantages that clusters off er are not fi xed over time, but can 
also be created on the basis of conscious decision- making by either private 
or public policy-makers. Consequently, policy may have a decisive role in a 
cluster’s success (Johansson and Karlsson  2001 ). 

 A large body of literature suggests that sharing of tacit knowledge 
is facilitated by geographical proximity (Saxenian  1994 ). Ingram and 
Roberts ( 2000 ) confi rmed that social friendship facilitated by geographi-
cal proximity, played a stronger role than formal ties in information 
transfer. Further, other studies found that location as part of the unique 
set of a region’s resources infl uences performance (Bell and Zaheer  2007 ; 
Hervas-Oliver and Albors-Garrigos  2007 ; Perry  2007 ). 

 In addition, fi rms within a local region can become both competi-
tors and complementors by developing a more fl exible form of infor-
mation sharing. Gordon and McCann ( 2000 ) suggest that innovation 
and productivity take place through multi-sector integration, industrial 
complexity and social mechanisms. Knowledge diversity within multi-
sector partnerships enables partners to develop strategically focused 
innovations that go beyond product and process innovation (Gordon 
and McCann  2000 ). 

 Clustering of fi rms can be regarded as another way to foster collabo-
ration among fi rms, as well as to create a common sense of direction. 
Available studies have generated extensive knowledge in relation to the 
functions and synergies created for fi rms engaged in clusters. However, 
despite the extensive literature on the importance of company synergies 
in order to survive and compete in the global marketplace, these stud-
ies have hitherto failed to explain the impact of relationships between 
fi rms within cluster on the internationalization process. Th is shortcom-
ing may be partially attributed to the very nature of clusters, as most 
have spontaneously developed over time without any outside infl uence 
from government or other entities. Due to the recent recognition of 
the success of clusters, governments have attempted to stimulate the 
creation of clusters in regions where their potential has been recognized, 
or where clusters at early stages have been identifi ed (Johansson and 
Karlsson  2001 ). 
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 Building on Porter’s ( 1998 ) defi nition and similar notions of a cluster, 
studies into industrial clusters have identifi ed a number of positive exter-
nalities that cluster membership can have on the competitiveness of fi rms 
(Enright  1995 ; Porter  1990 ,  1998 ,  2000 ). Porter ( 2000 : 22) hypothesized 
the following four kinds of major externalities that clusters generate: (1) 
location within a cluster provides a fi rm ‘with superior or lower cost access 
to specialized inputs such as components, machinery, business services, 
and personnel compared to vertical integration, formal alliances with out-
side entities, or “importing” inputs from distant locations’; (2)  location 
within a cluster provides a fi rm with superior access to all kinds of relevant 
information, such as technical or marketing information; (3) cluster loca-
tions can provide a fi rm with a number of ‘marketing complementarities’, 
such as fi rm referrals, joint trade participation and joint marketing delega-
tions; and (4) cluster location facilitates a fi rm’s access to institutions that 
otherwise would not be easy to access. In principle, such externalities ben-
efi t the competitiveness of fi rms in a cluster, as a host of studies that tested 
Porter’s hypotheses have indicated. But a hitherto underexposed factor in 
these studies is how cluster membership impacts on the internationaliza-
tion process of fi rms and how it shapes their international competitive-
ness. More specifi cally, there is no literature on the internationalization of 
fi rms in science-based industry clusters. 

 Accessing foreign markets is of high importance for SMEs due to the 
limited growth opportunities they may have within national boundar-
ies, particularly in countries with small and medium-sized economies. 
Th is chapter addresses the supportive role of cluster membership regard-
ing the internationalization process. Although much of the available lit-
erature supports the traditionally-held view that marketing activities are 
important elements in the success of a fi rm, the empirical literature on 
how the science-based fi rms manage their internationalization process is 
somewhat limited, particularly as applied to fi rms operating in a cluster. 
Th is lack may be partially attributed to the emphasis in past research 
on foreign market entry modes and the sequence of stages, rather than 
the managerial perspective. Th us, the overriding aim of this study is to 
enhance the international business literature by examining the strate-
gies of the science-based fi rms that operate in a cluster, with particular 
emphasis on the role of the cluster in the process of internationalization.   
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    Methodology 

 Th is chapter focuses on the internationalization of small technology- 
intensive fi rms in a multiple-industries cluster in the state of Victoria, 
Australia. Th e research investigates the ways in which fi rms that participate 
in the Small Technologies Cluster Ltd. (STC) in the city of Melbourne 
have approached the process of internationalization. As described in the 
next section, STC is a rapidly growing cluster of new small-scale manu-
facturing fi rms and it represents collaboration between key stakeholders: 
universities, industry, and research groups. 

 Qualitative research is considered most suitable for the research 
enquiry. STC comprises a number of companies of diff erent sizes and at 
diff erent stages of development, which off ers a degree of variation. Th is 
study uses a cross-case study method in which ten high-tech fi rms are 
investigated. Despite some variation, the fi rms in this sample are homo-
geneous along the following key dimensions: organization, belonging to 
the same biotechnology industry and the same cluster, and sharing the 
same goals in respect to research and development (R&D). All fi rms are 
involved in scientifi c discovery and technical development. Th ey invest 
heavily in R&D and are organized along similar lines, in that they allow 
their scientists considerable autonomy to work on their projects and par-
ticipate in the wider scientifi c community. 

 Th e study uses secondary data, as well as the interview method. 
Interviews were conducted with executives/owners and scientists/engineers 
from the companies in the STC during November 2013 and February 
2014. Twenty respondents were asked questions related to their interna-
tional experience and the role of the cluster in the internationalization pro-
cess. Th e choice of the potential respondents was based on two accepted 
criteria for the identifi cation of appropriate key respondents: (1) posses-
sion of suffi  cient knowledge of the domain being studied, and (2) adequate 
level of  involvement regarding the issues under investigation (Campbell 
 1955 ). Before the interviews were conducted, introductory letters were 
sent describing the objective of the research project and emphasizing the 
confi dentiality of the responses. We off ered participating fi rms a feedback 
report on the research results in order to encourage fi rms to participate. Th e 
following section gives more detail about the cluster under investigation.  
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    Small Technologies Cluster 

 Small Technologies Cluster (STC) aims to promote innovation and 
entrepreneurial activity through the development of industry clusters. 
STC’s objective is to grow new businesses and seed new industry oppor-
tunities through the development and uptake of small technologies. 1  Th e 
cluster is a recognized centre of excellence in micro-nano-bio technology 
research, manufacturing, and commercialization through the clustering 
of accessible skills, technologies, and capabilities. Product development 
capabilities in polymer micro-engineered systems (including micro- 
fl uidics, bio sensors, cell and tissue devices) for health biotech, agri-food 
and aerospace industries; the development of micro- and nano-based 
technological solutions for commercial exploitation through professional 
project management leadership experience and IP management  for the 
co-ordination and management of multi-disciplinary, multi-partner teams . 

 Th e cluster provides a range of services for its members: offi  ce/work 
space, access to a highly specialized workforce, specialist laboratories and 
equipment, technical development assistance, consulting advice, business 
planning, and introductions to potential customers/partners. Further, 
the cluster off ers services, such as grant application assistance and indus-
try linkages, aiming to provide an environment that encourages manu-
facturing using small technologies. Onsite engineering services allow for 
the production of the diff erent sort of prototypes. Business space is estab-
lished to allow an easy way to meet and communicate with people: the 
meeting rooms, library, and recreation room, where people share ideas, 
experience, and knowledge, and build networks. 

  Victoria government support.  Th e future of Victoria’s and Australia’s 
manufacturing sector is recognized to be linked to its disposition and 
ability to innovate. Th rough new technologies and a highly skilled 
workforce, Australia can redefi ne its manufacturing sector and remain a 

1   Small technologies are a convergent technology underpinned by nanotechnology (engineering on 
the scale of a billionth of a metre or at the scale of an atom), biotechnology, information technol-
ogy, micro-technology (engineering on the scale of a millionth of a metre) and advanced engineer-
ing technologies. Small technologies is a key channel for innovation in products, services, and 
manufacturing processes and has the potential to impact on a very broad range of industry 
sectors. 
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global and competitive player. For this reason, the Victorian Government 
launched the Small Technologies Action Plan, investing $10.5 million 
to deliver new initiatives aimed at increasing the adoption of small tech-
nologies by Victorian companies. Th e Action Plan has been delivered 
with the development of small innovative technologies in mind; the aim 
is to ensure companies continue to advance their innovations and provide 
support for local companies to enter international markets. 

 Th e development of small technologies is already driving transfor-
mation and innovation in products, services, and industrial processes. 
Small technologies have the potential to provide real benefi ts through 
medical advances and environmental benefi ts through innovations in 
areas such as pollution reduction. Even though some clusters such as 
the Small Technologies Cluster are currently linked to the support pro-
grammes of the Victorian government, it should be admitted that the 
Government has not been the one who initiated the location and the 
establishment of such clusters. Initiatives in the Victorian Action Plan for 
Small Technologies include:

 –    $6.5 million for a Small Technologies Industry Uptake Programme 
to help businesses to apply small technologies to meet challenges, 
solve problems and improve productivity;  

 –   $2 million to investigate skills and education programmes needed 
to support this growth industry;  

 –   $2 million towards international investment, export promotion, 
conferences and events, and other projects.    

 Over the past decade, the Victorian Government has invested more 
than $250 million in infrastructure to enable small technologies indus-
tries such as the Australian Synchrotron, the Melbourne Centre for 
Nanofabrication and the Small Technology Cluster. Microtechnology– 
and nanotechnology-enabled products are on the cutting-edge of science 
and engineering. Moreover, the government delivers a range of pro-
grammes to develop a skilled workforce for the state, working closely 
with industry to ensure that education and training programmes match 
current and future skills needs. However, the majority of companies have 
not taken advantage of the government Action Plan yet.
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   ‘ We haven’t really taken the advantage of any sort of government grants or 
anything like that, that we probably could have early on. We just weren’t 
aware of a lot of things. I guess the local government should have done 
some advertising in that support that is available there. And also I guess 
help and support in actually applying for those kinds of things because it is 
something that we have little or no experience for applying for grants and 
things.’ (Interviewee, F10a) 

   Previously there was not much information available to companies 
within the cluster about what kind of support the government could 
provide. Some things have changed, but not to any signifi cant extent, as 
emphasized by our interviewee:

   ‘ Well, I guess it has changed a little bit considering we have made a few 
more contacts. We know more about what sort of things are available and 
some other contacts that have experience in applying and gaining 
 government grants.’ (Interviewee, F7b) 

      Co-operation and Networking 

 Co-operation within the cluster took place not long ago:

   ‘ Th at is Cooperative Research Centre from Micro Technologies so sort of it 
would be a government and industry funded research centre and it was 
kind of what was present in this building before STC or [for] quite few 
years before and it was sort of partly run with the Swinburne University.’ 
(Interviewee, 7b) 

   Networking is of the essence to SMEs and this has been emphasized con-
tinuously by the majority of the interviewees. One of the interviewees pointed 
out that being a part of the STC has been advantageous to his company:

   ‘ We did not know much about government grants like that, and STC has 
organized some crew to come in and have a talk to companies and explain 
things available. It was done by Australian Institute of commercialization. 
So, sort of organizing things like that. So, little gatherings, small confer-
ences and presentations and things like that are all organized every now 
and then and makes it possible to meet some potential clients. It is a good 
opportunity for networking.’ (Interviewee, F8a) 
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   Co-operation among fi rms implied that the fi rms felt the need to 
 co- operate in order to develop capacity building by subcontracting to 
other fi rms and to make better use of other fi rms’ capacity:

   ‘ We and other cluster members meet quite often. Th ere are quite few compa-
nies in the building that we collaborate with regularly. It is complementing 
our skill sets between various companies and I guess you can call it sharing 
load because we are all kind of small companies so depending on the size of 
the project that comes in. We can sort of easily negotiate to outsource work 
to other companies and they can do the same to us.’ (Interviewee, F2b) 

   Th e co-operation is suggested to be through equipment sharing, which 
is proven to be cost eff ective as well:

   ‘ We also share some of the equipment. Th at happens more often actually. 
We do use and borrow some the other companies’ equipment as well.’ 
(Interviewee, F2a) 

   However, the initiative for co-operation is not part of any strategy 
by companies within the cluster, and there is no leadership as such, to 
give direction to co-operation. On the contrary, individual companies 
approach each other. So co-operation is not facilitated by the cluster per 
se, even though the cluster administration is in place:

   ‘ I guess it is just being individual companies approaching each other. I 
guess word of mouth about what people are doing. We had quite a few 
STC getting together out the front and perhaps one of the companies 
within the building would do a small presentation on what exactly they do 
and there is quite often new company moving in and just to get familiar 
with what is actually available in the building and what sorts of services or 
products they can provide. Th ere is that little sort of information session 
type things. Mainly it is just individuals going directly to other companies 
and seeing how they can work together.’ (Interviewee, F1a) 

   As confi rmed by other fi rms within the cluster, not all fi rms feel the use-
fulness of the physical proximity of other fi rms in the similar/same fi eld:

   ‘ We might share some equipment but we do not have any shared projects.’ 
(Interviewee, F2a) 
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   Exposure to the international market is not on the priority list of the 
companies in the cluster:

   ‘ Th ere is not much international experience. I guess it is mainly indirectly 
through our clients. Most of our client base has been mostly just within 
Australia.’ (Interviewee, F8a) 

   Th e role of local government in encouraging cluster members to work 
together is quite limited, and almost non-existent. Lacking the full imple-
mentation of government initiatives, as well as not fully taking advantage 
of the physical proximity of other fi rms in the cluster, and having the 
potential benefi ts from the cluster in mind, the investigation has been 
given quite a discouraging impression of the role of this particular clus-
ter. Perhaps more weight could be given to this fact, bearing in mind the 
importance of the high-tech industry on the competitiveness of the region.   

    Findings 

 Th e analysed data have revealed three main themes around which the 
fi ndings were categorized: (1) the process of the internationalization and 
international strategies of the fi rms in the cluster; (2) the impact of cluster 
externalities on the internationalization of the fi rms; and (3) the informal 
inter-organizational knowledge sharing of the fi rms under the investigation.  

    Internationalization Process and Strategies 

 Concerning the internationalization strategies of the investigated fi rms, 
we found that fi rms that had a  planned approach  to their overall strategy 
also tended to follow a planned approach to their internationalization 
strategy, while fi rms that followed an  emergent approach  also extended 
this attitude to their internationalization. 

 Table  11.1  indicates that about two-thirds of the fi rms followed an 
internationalization strategy that could be characterized as an emergent 
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   Table 11.1    Internationalization strategies of the fi rms in STC   

 Firms 

 Planned vs. emergent 
approach to 
internationalization 

 Stage of 
internationalization  Dominant feature 

 F1  Planned  Export agent  Cost factors: limited 
resources for sales 
personnel 

 F2  Emergent  Export – no pre- 
determined 
international 
marketing and sales 
programme 

 Cost factors: limited 
resources for sales 
personnel and 
production capacity 

 F3  Emergent  FDI, Export – semi- 
determined 
approach 

 Followed US-based 
customers overseas; 
importance of 
localization 

 F4  Emergent  Export – no pre- 
determined 
international 
marketing and sales 
programme 

 Word-of-mouth marketing 
to sell consulting services 

 F5  Planned  Export and Thru 
Parent FDI; pre-
determined sales 
programme 

 Dominant fi rm in small, 
highly technical market; 
all actors known 

 F6  Emergent  Export agent  Dominant fi rm in small, 
highly technical market; 
all actors known; focus 
on foreign fi rms, not 
foreign markets 

 F7  Emergent  Export agent  Sell products through 
medical and similar 
associations 

 F8  Emergent   Export  –  ad hoc 
approach  

 Provide highly technical 
service; get international 
business through trade 
shows, word of mouth, 
internet site 

 F9  Planned  Export agent – pre- 
determined 
programme 

 Primarily North American 
and European customers 

 F10  Emergent  None  Compete in a small highly 
competitive domestic 
market 
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strategy with an ad hoc approach, while approximately the other third 
had more of a planned approach (a traditional, systematic approach) to 
their internationalization strategy.

   Th is is a quote from the interview of a typical emergent approach:

   ‘ We got this business because someone from [a major company in the area] 
… went to this company and was given a project … Th ey did not have the 
staff  to do the project so we got it… We have no real international market 
plan; there is just too much market potential in Australia. We are in the 
States because of our contact.’ (Interviewee, F4a) 

   Examples of the planned approach are presented in the following 
quotes:

   ‘ I think, fi rst of all it is important to have people internationally. We have 
quite few based in the US. Our CEO is based in the US and our sales force 
is there as well. So the customer interaction is very important and cannot 
be done across the ocean so it has to be done face to face. And the second 
thing is that we have to have presence in those markets in trade shows and 
conferences and so on.’ (Interviewee, F3b) 

    ‘ We have been growing at a pace that we can control. It has been steady. We 
are not incurring a lot of debt. We have never gone worldwide, to speak of. 
‘(Interviewee, F10a) 

    ‘ We are the company that makes bio materials that are implanted into 
the body. So we sell to medical device companies that manufacture medical 
devices and they all happen to be outside Australia. So all our customer and 
client, all our business, is either in USA or Europe.’ (Interviewee, F9a) 

   Th e interview question: ‘What would you say is to be one of the 
major obstacles for the growth of your company overseas?’ yielded a very 
interesting answer, which was the general opinion of the majority of the 
interviewees:

   ‘ I think that one of the obstacles is being here in Australia. Because quite a 
few companies ask to visit our process locally and check it. One of the 
obstacles is that we are far away and they cannot see us or visit us or  similar.’ 
(Interviewee, F2b) 
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   Since most of the companies are in specialized industries and are rela-
tively small in size, it is expected that their internationalization approach 
is an extension of their overall strategy. Given that market research is 
associated with information and marketing costs, reliance on well- 
defi ned international networks is the key, as acknowledged by the major-
ity of companies, a view which is strengthened by the various technical 
associations. 

 Th e emergent strategy with an ad hoc approach was strongly infl uenced 
by both the limited resources and the broad nature of their potential 
markets. Most of the fi rms possessed core competences in manufactur-
ing or design in their industries. However, their international presence 
was achieved through agents, word of mouth or chance and pure luck. A 
more planned approach is evident with fi rms that use export as the route 
into foreign markets, mainly by using export/sale representatives. 

    Exploiting Cluster Externalities 

 As the informants reported, cluster externalities had a positive impact on 
the internationalization process of the cluster fi rms; in explaining this, a 
particular emphasis was put on the reputation of the cluster, which sub-
stituted for company reputation in the case of small fi rms, which have 
not been long in the market. 

 Cluster reputation assisted the internationalization process of fi rms 
within the cluster: fi rst, by allowing a fi rm to charge premium prices and 
position itself at the higher end of its respective market. Th e fi rms within 
the cluster are able to attract talented people to the area and it helps 
to generate ‘a cluster of expertise’, which can be drawn on by SMEs in 
their internationalization eff ort. Second, cluster reputation helps foreign 
parties trying to locate an international collaborator within the relevant 
fi eld. Th ird, by facilitating the fi ndings by customers: some of these fi rms 
are not actively involved in trying to locate and sell to foreign customers; 
some of them just wait to be discovered by prospective customers or by 
prospective agents at, for example, trade shows. Being part of a cluster 
facilitates the search by potential foreign customers and distributors for 
the right company to do business with. 
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 However, some of the fi rms off ered surprising answers to the question 
‘What have you seen as being the advantage of being part of a cluster?’ 
For example:

   ‘ Well, frankly we don’t deal with them that much. We do have once in a 
while couple of meetings with them but there is not much that we do with 
them.’ (Interviewee, F10a) 

    ‘ We don’t really see any real advantages. Well, frankly no. I think again 
it is the unique nature of our business and that our clients are all outside 
Australia. Sometimes we are not really aware of what is going on within 
Australia as such because we are focused on the USA because that is our 
main market.’ (Interviewee, F3a) 

   Despite the suggestion from the literature that cluster reputation can 
save the fi rm expenses involved in building a reputation of its own, where 
cluster reputation is the best surrogate in the case of a fi rm that does not 
have a reputation (Zyglidopoulos et  al.  2006 ), some of the case fi rms 
seem to be unaware of the advantages that could come with being a 
member of the cluster.  

    Informal Inter-Organizational Knowledge Sharing 

 Th e interviews conducted with company scientists and company execu-
tives identifi ed two modes of informal knowledge sharing:

    1.    relation-oriented informal knowledge sharing, and   
   2.    collaboration-oriented informal knowledge sharing.     

 Th ese two modes diff er in terms of their goals, the characteristics of the 
knowledge shared and the role of trust. Th e fi rst one enables companies 
to identify and utilize each other’s technical expertise and facilitates the 
building of relationship and social networks that  might  lead to further 
knowledge sharing through both formal and informal channels, which is 
essential to the establishment of a more formal contractual relationship 
that could potentially lead to further collaboration. Th e second model of 
informal knowledge sharing is to build relationships to identify ‘poten-
tially marketable technologies’, as one of the interviewees put it. In this 
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process more information is revealed and despite perceiving this way of 
knowledge sharing as useful, it could be dangerous because it can lead to 
information leaking and intellectual property violation:

   ‘ Formalizing some of the relationships from a legal perspective would actu-
ally be a good idea. I do not think that this inhibits knowledge. It actually 
creates a better environment for the sharing of knowledge. So that people 
know there is contractual bond that keeps things confi dential. More for-
malized relationships actually promote dialogue. You may not agree with 
me.’ (Interviewee, F10a) 

   In addition to inter-organizational knowledge sharing, the fi rms we 
investigated had access to a specialized scientifi c infrastructure, a labour 
force and an informal network of fi rms in the cluster, which all had a pos-
itive impact on the internationalization abilities of the fi rms within the 
cluster. Although, admittedly, not all fi rms are equally active in knowl-
edge and information sharing and not all of them equally benefi t from it. 

 Th e empirical analysis of the communication systems between the 
fi rms within the cluster suggests that all of the fi rms have built the learn-
ing environment in which they share information related to R&D. On 
the other hand, having a strong focus on their core specialization and lack 
of people with a specialty in market research and marketing were identi-
fi ed as the main constraints when exploring new markets, particularly 
foreign markets:

   ‘ Th is was a small industry… Everybody knows everybody else. And when 
I need something here I know I can turn to them. It is just a phone call 
away.’ (Interviewee, F1a) 

        Discussion 

 R&D-based technologies, technology transfer, and the knowledge and 
experience necessary for planning, establishment and operation of pro-
duction are all increasingly becoming fundamental elements of a fi rm’s 
strategy. Since technology transfer involves the whole range of activities, 
its eff ective management is increasingly associated with continuously 
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acquiring and mobilizing knowledge and technological advances. Success 
depends on creating new knowledge and on having the capabilities to 
react quickly and eff ectively to change in the environment and to respond 
to new opportunities promptly. 

 Similar to innovation, development of new technology is an extensive, 
complex, and dynamic process which is aff ected by interactions between 
various factors deriving from many diff erent sources. Firms active in 
knowledge-intensive technology fi elds are increasingly developing global 
R&D activities, with location choices to a great extent being determined 
by the technological capabilities present in a region. Agglomeration exter-
nalities present in technology science-based clusters, such as access to a 
highly skilled pool of labour and specialized suppliers and the incidence 
of localized knowledge spill-over, are expected to increase and enhance 
the innovative performance of fi rms located in such regions. 

 In addition, typically SMEs have problems in terms of resource acqui-
sition, especially in relation to capital and management skills. Two key 
issues here were shortages of capital and managerial skills. Small fi rms 
typically do not have specialist executives to manage their marketing 
operations, nor do they possess a hierarchy of managers through which 
complex decisions can be fi ltered. Decision-making processes in high- 
tech, science-based SMEs are likely to be personalized involving ad hoc, 
based on individual perception, short-term horizons and prejudice. A 
shortage of management time means that fi rms will take short cuts rather 
than properly evaluating alternatives. Th e horizons of small fi rms are 
limited by managerial constraints and there is little ‘global scanning’ of 
opportunities. 

 Th e majority of the fi rms face a general problem of capitalizing on in- 
house knowledge. Th ey need external funding to develop their ability to 
commercialize their innovative capabilities. Since going to market can be 
risky, fi rm-to-fi rm deals are often chosen to extend their range. Th e key 
technologies transferred are effi  cient small-scale technologies, specialized 
custom built or small lot production technologies, and ‘opportunistic 
transfer’ of technologies. 

 Moreover, the technological setting of a fi rm is found to be one of the 
most important elements in the case of R&D and science-based fi rms, 
because the most important resources of such fi rms are technological 
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competences, which can be eff ectively developed in fi rms regardless of 
their size. Th e fi ndings show that the means of knowledge transfer in the 
fi rms within the cluster was very informal. Most of the companies made 
limited use of written instructions, partly because they have a limited 
number of people who are capable of codifying the technology. In addi-
tion, many of the skills in the case companies have been acquired through 
personal experience. 

 Th e international exposure of the science-based fi rms, and the impact 
of the networks found in this research, question the signifi cance of the 
international exposure and international experience. Th is is in particu-
lar the case in explaining the internationalization process of fi rms from 
a science-based industry (Yli-Renko et  al.  2002 ). Science-based fi rms 
seem to represent an exception to conventional export development pro-
cesses (Leonidou and Katsikeas  1996 ). Although these fi rms are gener-
ally young, the internationalization issue is usually solved in a quick way 
through international distribution agreements that make their discoveries 
available to end consumers in the global market (Yli-Renko et al.  2002 ). 

 From the individual experience and perceptions of the case fi rms 
within the cluster, the following four conclusions can be off ered. First, a 
fi rm’s attitude towards international activities is determined by its overall 
strategy. On the whole, the strategic decision-making process was highly 
idiosyncratic. In some cases, commitment to international activities was 
reduced to allow the fi rm to concentrate on the domestic market while 
the eff ort in serving individual overseas markets also varied depending 
on a variety of conditions. Second, cluster externalities could have had 
more impact on the internationalization process of fi rms, had the fi rms 
been aware of the advantages that could come with being a member of 
the cluster. Th ird, networking plays an important part in the strategic 
decision-making process of the fi rms within the cluster. Firms within the 
cluster were in the same industry and share a technical language, which 
facilitates the transfer of complex, tacit information, or at least, makes it 
less complicated. Accordingly, networks can provide an alternative to a 
shortage of a range of staff , giving fi rms the ability to rely on a partner to 
accomplish information gathering and delivery of activities while main-
taining the production function. Th e fi ndings show that a network is a 
crucial factor in the success of small fi rms at all stages of their existence. 
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All case companies relied on networks and emphasized relationships as 
being important, although not necessarily the networks built within the 
cluster. Th e importance of networks and various relationships in the exis-
tence of SMEs is of vital importance for the survival of the fi rms, as in 
fact was the importance of actively creating new networks, mainly out-
side the cluster. Fourth, which concerns intellectual property protection, 
cluster fi rms use two modes of informal knowledge sharing – relation- 
and collaboration-oriented – which perfectly match the characteristics of 
the industry they belong to.  

    Conclusions 

 Th is chapter brings together perspectives of what we know about the 
fi eld of value creation through the international activities of small and 
medium-sized enterprises (SMEs) doing international business and the 
strategic management literature about SMEs and value creation. It pro-
poses that being a member of a cluster is an invaluable asset at the fi rm’s 
disposal. It carries out a comprehensive outline of the cluster concepts 
within value creation and proposes convergence on the conceptualization 
of value creation by use two modes of informal knowledge sharing, while 
also providing implications for practice. Moreover, the fi ndings indicate 
potential relationships between this particular resource and the business 
activities of SMEs within the cluster. 

 Th e fi ndings of our study suggest that in knowledge-intensive science- 
based fi elds, fi rms can enhance their overall technological performance 
by developing R&D activities in clusters that host a signifi cant level of 
technological activity within the same fi eld. Th e results also reveal that 
boundaries exist in terms of the eff ects of clusters on international activi-
ties. Th e observed diminishing eff ect might be caused by the insuffi  cient 
critical mass of fi rms in terms of international activities within clusters, 
which focuses more on technological R&D activities. 

 Without further speculation, it is natural to conclude that time will 
most likely prove that the relations between fi rms will eventually extend 
in assisting them to enter foreign markets. Most small fi rms have limited 
prior international experience. As they expand internationally, they have 
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to invest a great deal of eff ort towards building supply and distribution 
channels. International expansion provides new market opportunities in 
which a fi rm can sell its product innovations. Th e results of this study 
should encourage fi rms to deliberately develop their relations with other 
fi rms within a cluster for that purpose. 

 While our fi ndings are interesting within the framework of R&D 
activities, identifying the most eff ective mechanisms, such as collabora-
tion with diff erent interested parties within and outside the cluster, to 
benefi t from knowledge created through science-based clusters’ activities, 
might be highly relevant to ensure that fi rms actually do yield results in 
international markets. We do hope that our fi ndings will inspire research-
ers to engage in such endeavours, particularly in investigating how cluster 
reputation assists the internationalization of fi rms and their competitive-
ness in international markets.      
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�Introduction

How can small firms leverage the Internet when seeking to expand their 
business abroad? This question has been at the centre of academic inquiry 
ever since the introduction of the Internet. Yet, there has recently been a 
number of calls for more research to explore how the Internet as a global 
techno-social system can add value as a driver of internationalization 
in small and medium-sized firms (SMEs) (Plakoyiannaki et  al. 2014; 
Reuber and Fischer 2011; Sinkovics et  al. 2013). With this study, we 
aim to address this call for research. Drawing on the Uppsala interna-
tionalization process model (Johanson and Vahlne 1977, 1993; Johanson 
and Wiedersheim-Paul 1975) we explore how SMEs can leverage the 
Internet to create value when seeking to expand their business abroad 
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by reducing the amount of risk associated with doing business in foreign 
markets. The Uppsala internationalization process model is one of the 
most extensively used theories within academic inquiry on SME inter-
nationalization (Coviello and McAuley 1999; Ruzzier et al. 2006) and 
highlights important factors which impact on the internationalization 
process (Fillis 2001).

Risk is a central concept in the literature on firm internationalization, 
including the Uppsala internationalization process model (Figueira-de-
Lemos et al. 2011), where it is generally acknowledged that risk must be 
considered sufficiently low to allow international involvement to pro-
ceed (Liesch et al. 2011). The importance of risk as an explanatory vari-
able of firm internationalization has been emphasized in a number of 
empirical studies. For example, previous research has found risk to influ-
ence internationalization propensity (Cavusgil and Naor 1987; Simpson 
and Kujawa 1974), degree of internationalization (Acedo and Florin 
2006), speed of internationalization (Acedo and Jones 2007; Oviatt and 
McDougall 2005), and the number of countries in which the firm is 
engaged (Kiss et al. 2013). Risk is therefore often highlighted as a critical 
barrier hindering SMEs ability to initiate, develop, and sustain business 
operations in foreign markets.

While our knowledge and understanding of SME internationaliza-
tion has increased in recent years, the true impact of the Internet on this 
phenomenon has yet to be fully examined (Bianchi and Mathews 2016; 
Plakoyiannaki et al. 2014; Sinkovics et al. 2013). The Internet arguably 
holds great potential for creating value and growth in organizations, by 
enabling them to increase their involvement in foreign markets (Morgan-
Thomas 2009; Zucchella and Hagen 2012). The world has witnessed 
an increase in the number of SMEs doing business in foreign markets 
and one reason why we see more and more SMEs seeking business in 
foreign markets is presumably because of the introduction of the Internet 
(Acs and Preston 1997; Oviatt and McDougall 2005). The value of the 
Internet in supporting international growth arguably lies in its ability 
to reduce the cost of internationalization, causing resource-constrained 
SMEs to disregard their size-related constraints (Cavusgil and Knight 
2015). However, the role and impact of the Internet on foreign market 
expansion is complex and by no means evident (Karavdic and Gregory 
2005; Petersen et al. 2002). Some even argue that the Internet may have 
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a negative effect on firm internationalization, by causing firms to mis-
takenly believe there is no need for learning about the target markets 
through non-virtual means and causing rash foreign market expansion 
(Reuber and Fischer 2011; Yamin and Sinkovics 2006). Thus, there are 
conflicting viewpoints to be found in the literature, as to the role of the 
Internet in SME internationalization.

Furthermore, previous research has been criticised on several grounds 
for being subject to a number of limitations. First, on the grounds that 
it fails to draw upon a solid theoretical framework to explore and explain 
the role of the Internet in the internationalization process (Moen et al. 
2008; Sinkovics et al. 2013). Second, empirical studies that focus on the 
role of the Internet in the internationalization process of SMEs are rela-
tively scarce and most previous studies are conceptual in nature and often 
deal more with the potential than the reality of Internet use in practice 
(Eid 2005; Pezderka and Sinkovics 2011). Thus, much work still remains 
to explore the role of the Internet in the internationalization process.

We organize this chapter as follows. First, we define risk and concep-
tualize how the Internet influences risk by reducing market commitment 
and uncertainties in the internationalization process. Specifically, we 
conceptualize how firms can leverage the Internet to reduce the amount 
of risk associated with internationalization, by acting as a resource con-
serving strategy and reducing knowledge gaps. Second, we present and 
justify the methodological approach used, including the procedures and 
techniques used for collecting and analysing the empirical data. Third, 
we present our findings, followed by a discussion of the results in rela-
tion to earlier findings. Finally, the contributions and the implications of 
the study are discussed and a number of topics perceived as promising 
avenues for future research are presented.

�Theoretical Background

�Risk, Uncertainty and Market Commitment

Risk is central to internationalization (Liesch et  al. 2011), where it 
refers to ‘the dangers firms faced in terms of limitations, restrictions, or even 
losses when engaging in international business’ (Ahmed et al. 2002: 805). 
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For  instance, risk is a cornerstone of the Uppsala internationalization 
process model, according to which the perception of risk influences 
firms’ commitment to foreign markets (Johanson and Vahlne 1977). 
It is now well established in the literature that firms operating across 
national borders are confronted with a number of risks, some of which 
are unique to firms operating across national borders (Ghoshal 1987; 
Shrader et al. 2000). For instance, internationalization is accompanied 
by a number of risks, including, among others, foreign exchange risks 
(Batten et  al. 1993; Jacque 1981), political risks (Bekaert et  al. 2014; 
Jiménez and Delgado-García 2012; Kobrin 1979), country risks (Brown 
et  al. 2015; Di Gregorio 2005; Luo 2009), and cultural risks (Hain 
2011). SMEs therefore face a dilemma: one the one hand, internation-
alization provides them with an opportunity for growth, while on the 
other hand, internationalization exposes them to heightened risks, which 
may negatively influence their performance and well-being (Brouthers 
1995; Prashantham and Floyd 2012).

According to the Uppsala internationalization process model, the 
amount of risk associated with initiating, developing, and sustaining 
business operations in foreign markets is dependent on market commit-
ment and market uncertainty (Figueira-de-Lemos et al. 2011; Johanson 
and Vahlne 1977). The underlying logic is that the risk associated with 
foreign business operations increases as the market commitment and 
uncertainty increases. Large market commitments imply greater risk, as 
large market commitments create potential exit barriers and increase the 
significance of potential losses when engaging in international business 
(Figueira-de-Lemos et al. 2011). In addition, when uncertainty increases, 
the predictability of the outcome of an action is reduced and therefore 
risk increases (Miller 1992).

Market commitments refer to all those assets that a firm accumulates 
in a particular foreign market which can constrain its freedom of actions 
(Forsgren and Hagström 2007; Lamb and Liesch 2002). Market com-
mitment is concerned with the size of resources committed in foreign 
markets as well as their transferability, i.e. country-specificity (Pedersen 
and Petersen 1998). Thus, commitment is best described as the ‘the prod-
uct size of the investments times its degree of inflexibility’ (Johanson and 
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Vahlne 2009: 1412). Market commitment increases concurrently with 
the amount of resources committed in marketing, organization, person-
nel etc. (Johanson and Vahlne 1977). In addition, market commitment 
increases as the degree of commitment increases because the country-
specificity of resources increases, which makes them more difficult to 
transfer to alternative use (Andersen 1993; Pedersen and Petersen 1998).

It is possible to distinguish between tangible and intangible market 
commitments (Hadjikhani 1997). Tangible market commitments are 
‘those for which it is possible to plan or calculate both the input costs and 
output outcomes, such as the given examples of production plants, subsidiaries’ 
offices, transportation vehicles or even other less obvious like suppliers’ subcon-
tracts’, while intangible market commitments ‘are those for which the input 
costs are quantifiable, but the outcomes difficult to estimate’ (Figueira-de-
Lemos and Hadjikhani 2014: 335). Examples of intangible market com-
mitments include personnel education, advertisement actions, managers’ 
meetings, or relationships inside and outside the firm. Thus, a firm’s mar-
ket commitments can be made in tangible or intangible assets for specific 
foreign markets.

Market uncertainty, on the other hand, is concerned with ‘the decision-
makers’ perceived lack of ability to estimate and predict the present and 
future, market and market-influencing factors’ (Hilmersson et  al. 2015: 
236). Uncertainty therefore has to do with decision-makers’ difficulty in 
predicting the future and comes from incomplete knowledge (Beckman 
et al. 2004; McKelvie et al. 2011). While risk and uncertainty are often 
used as synonyms (Liesch et al. 2011), this suggests it is perhaps more 
correct to conceptualize risk and uncertainty as two conceptually differ-
ent concepts (which are closely related). According to Yates and Stone 
(1992: 11), ‘Every conception of risk requires that there must be uncertainty 
about the outcomes of prospective actions; if the outcomes are guaranteed, 
there is no risk’. Thus, risk is best defined as a situation where the outcome 
is uncertain (i.e. uncertainty as an antecedent of risk) (Aven and Renn 
2009; Sitkin and Pablo 1992).

It is generally acknowledged that internationalization involves a high 
degree of uncertainty, as firms are venturing into ‘strange new lands’ 
(Maitland and Sammartino 2014; Oviatt et al. 2004; Schweizer et al. 2010). 
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Different sources of uncertainty have been discussed and investigated in the 
existing literature. As illustrated in Table 12.1, Miller (1992) distinguishes 
between three types of uncertainty when engaged in international business: 
(1) general environmental uncertainties, (2) industry-specific uncertainties, 
and (3) firm-specific uncertainties, which all act as sources of risk in the 
internationalization process.

Uncertainty may either be pure or contingent (Figueira-de-Lemos 
et al. 2011). While it is impossible to reduce or eliminate pure uncer-
tainty, contingent uncertainty can be reduced with knowledge and skills 
as well as risk-controlling strategies (Knight 1921; March and Shapira 
1987). According to the Uppsala internationalization process model, 
uncertainty is correlated with international knowledge (Johanson and 
Vahlne 1977), which has been shown to be a key resource leading to 
internationalization (Fernhaber et al. 2009; Reuber and Fischer 1997). 
Uncertainty has been used to refer to ‘the lack of confidence about one’s 
knowledge’ (Jauch and Kraft 1986: 782) and is arguably the result of a 

Table 12.1  Sources of uncertainty when doing business in foreign markets

Category Description Examples

General 
environmental 
uncertainties

Uncertainties that affect the 
business context across 
industries

Political uncertainties
Government policy 

uncertainties
Macroeconomic 

uncertainties
Social uncertainties
Natural uncertainties

Industry-specific 
uncertainties

Uncertainties associated with 
differences in industry/
product-specific variables

Input market 
uncertainties

Product market 
uncertainties

Competitive 
uncertainties

Firm-specific 
uncertainties

Uncertainties that are unique 
and often internal to the firm

Operating uncertainties
Liability uncertainties
R&D uncertainties
Credit uncertainties
Behavioural 

uncertainties

Source: Based on Miller (1992)

276  J. Eduardsen and R. Ivang



disparity between the international knowledge needed and the interna-
tional knowledge possessed by the firm for successfully increasing involve-
ment in foreign markets (Hilmersson and Jansson 2012; Petersen et al. 
2008). Viewing uncertainty as the result of knowledge gaps implies that 
uncertainty is reduced by increasing the amount of information avail-
able to the decision-maker (Lipshitz and Strauss 1997). Hence, risk is 
inversely related to market knowledge (Casillas et al. 2015).

SMEs seeking to expand their business abroad may lack institutional 
knowledge, which consists of knowledge of the institutional framework, 
rules, norms, and values, business knowledge, which refers to knowledge of 
foreign markets and opportunities as well as knowledge about local cul-
tures, or internationalization knowledge, which concerns how to develop 
and execute an internationalization strategy and internationalize in dif-
ferent countries (Eriksson et al. 1997; Fletcher and Harris 2012).

It is well-established that firms are able to reduce uncertainty by 
acquiring tacit knowledge through experiential learning (Forsgren 2002; 
Johanson and Vahlne 1977). However, while a firm’s experience is an 
important source of knowledge for internationalization, it is not the 
only one. While tacit knowledge acquired through experiential learn-
ing was previously considered to determine international involvement, 
recent research suggests that firms can rely on different sources of market 
knowledge and still reach similar levels of market knowledge (Åkerman 
2015). Firms may also acquire the necessary knowledge by other means, 
including grafting (i.e. hiring people or acquiring business units), vicar-
ious learning (i.e. from the experience of others), and external search 
(i.e. scanning the environment and conducting a focused search for new 
information) (Fletcher and Harris 2012; Huber 1991).

In addition, risk is related to the amount of resources committed and 
the transferability of those resources (Johanson and Vahlne 1977). Thus, 
firms can reduce the level of risk associated with internationalization by 
reducing the amount of resources committed or the level of vulnerabil-
ity associated with adverse outcomes (Cho and Lee 2006). SMEs may 
actively reduce the risk associated with internationalization by selecting 
suitable resource strategies, for example by relying on entry modes that 
require low resource commitments, such as exporting, licensing or joint 
ventures (Oviatt et al. 2004; Sasi and Arenius 2012).
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In sum, the relevant literature suggests that the risks associated with 
internationalization are correlated with uncertainty and commitment, 
which is why the risks associated with internationalization can be miti-
gated by reducing uncertainty through learning and information search, 
or reducing vulnerability by lowering the amount of resources commit-
ment to foreign markets in terms of quantity and irreversibility.

�Internationalization of SMEs and the Internet

The importance of the Internet as both a market and a medium when 
seeking to increase involvement in foreign markets has been discussed 
ever since it first saw the light of day (e.g. Bennett 1997; Hamill 1997; 
Poon and Jevons 1997). The Internet is defined as a dynamic ‘global 
techno-social system, based on a global, decentralized technological struc-
ture consisting of networked computer networks that store objectified human 
knowledge’ (Fuchs 2008: 122). Previous research suggests that SMEs 
have much to gain from effectively using the Internet when seeking to 
expand their business abroad (Cho and Tansuhaj 2013; Sandulli et  al. 
2012; Zucchella and Hagen 2012) and the introduction and advance-
ment of the Internet has been referred to as ‘the most important innovation 
in recent years for SME exporters’ (Mostafa et al. 2005: 292). Some even 
go as far as describing the Internet and the firm’s ability to take advantage 
of the opportunities afforded by the Internet, as a necessary precondition 
for internationalization (Etemad et al. 2010).

A number of studies highlight how the Internet diminishes distance 
and enable SMEs to circumvent size-related barriers that have previ-
ously been hindering their ability to initiate, develop or sustain business 
operations in foreign markets (Clarke 2008; Mathews et al. 2012; Nieto 
and Fernández 2005; Tseng and Johnsen 2011). For example, previ-
ous studies have demonstrated how effective use of the Internet can 
reduce the constraining effects of liability of foreignness and resource 
scarcity (Arenius et  al. 2006; Sasi and Arenius 2012) and be a major 
determinant of rapid internationalization (Loane 2006). Establishing 
an online presence may allow firms to reach customers that were other-
wise inaccessible due to the temporal and spatial limitations of existing 
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distribution channels (Sheth and Sharma 2005). This, in turn, may lead 
to an increased number of unsolicited orders from abroad, due to an 
expansion of the firm’s opportunity horizon (Berry and Brock 2004). As 
a consequence, firms are pulled into foreign markets, because of their 
greater visibility to international customers, who are using the Internet 
to search for products and services (Petersen and Welch 2003). Using 
the Internet as a platform for marketing may therefore directly result in 
international growth (Morgan-Thomas and Bridgewater 2004).

However, not everyone seems to share this optimistic perspective on 
the opportunities afforded by the Internet. Others have criticised existing 
research for being too positive and questioned the Internet’s effectiveness 
in facilitating SME internationalization (Sinkovics et al. 2013). Instead, 
it has been argued that relying too much on the Internet as a means 
to support or conduct international business activities can have negative 
consequences for the firm (Reuber and Fischer 2011), by having firms 
diversify their international activities too much (Petersen et al. 2002) or 
creating a ‘virtuality trap’ (Sinkovics et  al. 2013; Yamin and Sinkovics 
2006). Thus, it is important to acknowledge that the Internet can both 
be performance enhancing as well as performance destroying (Geyskens 
et  al. 2002), and why a more balanced perspective on the role of the 
Internet is needed that acknowledges both the positive as well as the neg-
ative consequences of the Internet (Reuber and Fischer 2011).

The Internet has very diverse applications and can be used across 
the entire value chain (Yamin and Sinkovics 2006). Broadly speak-
ing, it provides SMEs with an information-intensive environment and 
may be used for disseminating, acquiring, and sharing information 
(Prashantham 2005). SMEs can use the Internet to conduct and sup-
port internationalization-related activities in three ways: (1) as a global 
marketing tool that can be used to disseminate and acquire information, 
(2) as a cost-effective transaction medium, and (3) as a tool to support 
customer service (Servais et al. 2006). In relation to firm international-
ization, Moen et al. (2008) distinguish between using the Internet for 
information search, sales activities, and relationship development.

First, the Internet can be used to explore international markets. The 
Internet presents decision-makers with access to vast amounts of infor-
mation and can be used to assist firms in acquiring information in order 
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to evaluate foreign markets, access information about competitors, and 
search for partners and customers (Moen et al. 2008; Nguyen et al. 2006). 
The Internet has provided new ways of accessing secondary data and col-
lecting primary data, which makes it possible to reduce the resources 
required to conduct international marketing research (Samuel Craig and 
Douglas 2001). Thus, the Internet potentially enhances firms’ marketing 
research capacity (Bianchi and Mathews 2016), by providing them with 
a means to collect a considerable amount of information about foreign 
markets (Kollmann and Christofor 2014) at relatively low costs (Loane 
2006). Consequently, the Internet has the potential to drive international 
growth, as limited information about foreign markets is a major barrier 
hindering SMEs’ ability to increase their involvement in foreign mar-
kets and is an important source of uncertainty in the internationalization 
process (Hilmersson and Jansson 2012; Leonidou 2004; Petersen et al. 
2008; Petersen et al. 2003). However, the ability of the Internet to reduce 
uncertainty and increase knowledge about foreign markets is dependent 
on the ability of the firm to internalize and apply the information, by 
absorbing it and translating it into knowledge (Liesch and Knight 1999; 
Nguyen and Barrett 2006).

Second, the Internet may be used to create and mediate dialogue 
between the firm and customers (Brodie et al. 2007; Hamill 1997). For 
example, the Internet can be used to provide information about the orga-
nization, its products and/or establish a business image (Berry and Brock 
2004; Servais et  al. 2006). Using the Internet as a marketing channel 
has a number of advantages, the primary ones being reducing costs and 
enhancing reach (Harrison-Walker 2002; Loane and Bell 2006; Sheth 
and Sharma 2005). Using the Internet for sales activities arguably allow 
SMEs to reach customers that were otherwise inaccessible due to tempo-
ral and spatial limitations (Sheth and Sharma 2005). Kotha et al. (2001: 
776) even suggests that, ‘in principle, an Internet firm gains immediate 
access to international customers by virtue of launching a website’. In addi-
tion, using the Internet as a marketing medium offers a very cost-effec-
tive way for firms to increase their reach (Loane 2006) and can reduce 
some of the costs associated with the internationalization process (Berry 
and Brock 2004). Thus, the Internet is considered a low-cost gateway to 
foreign markets (Loane et al. 2004).
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Third, the Internet can be leveraged to develop and harness relation-
ships, also referred to as virtually embedded ties (Reuber and Fischer 
2011). The Internet, with its potential for interactivity, provides firms 
with opportunities for developing and maintaining network ties and can 
be used to build social capital (Prashantham and Young 2004; Sigfusson 
and Harris 2012). In addition, these virtually embedded ties can be cre-
ated ‘more quickly and at a lower cost than is possible through the devel-
opment of physically based connections’ (Morse et  al. 2007: 143). These 
Internet-assisted network ties are likely to differ qualitatively from socially 
embedded ties and to be much more functional (Etemad et al. 2010) and 
some argue that the Internet can be utilized to overcome the ‘liability of 
outsidership’ (Johanson and Vahlne 2009), by developing and maintain-
ing relations with potential partners on the Internet to become insiders 
in relevant networks in foreign markets (Sigfusson and Chetty 2013). 
Researchers have also recognized that the Internet may provide an impor-
tant tool in developing and maintaining relations between geographically 
diverse actors. Thus, the Internet may increase the range and diversity of 
network attachments.

The importance of informal and formal network relationships is 
increasingly being acknowledged in the literature on SME internation-
alization, where it has been argued that a lack of network relationships 
is likely to be an important source of uncertainty (Hilmersson and 
Jansson 2012; Johanson and Vahlne 2009). Network relationships have 
long been acknowledged for their ability to provide SMEs with access 
to critical resources, including knowledge (Yli-Renko et al. 2001). For 
example, network relationships can be used as conduits for information 
and knowledge flows to gain access to information about foreign mar-
kets through interactions with others (Agndal et al. 2008; Presutti et al. 
2007), increase international exposure (Fernhaber and Li 2013), help 
identify foreign exchange partners (Ellis 2000; Zhou et al. 2007), and 
provide tacit knowledge about international business practices (Eriksson 
et al. 1997; Sharma and Blomstermo 2003). Thus, Yli-Renko et al. (2002: 
281) concludes that ‘the greater the social capital possessed by the firm, the 
greater will be its knowledge and therefore, the faster will be its international 
growth’. SMEs can therefore utilize network relationships to control and 
reduce uncertainties, by acting as conduits of and access to knowledge 
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(Beckman et  al. 2004; De Carolis and Saparito 2006). Thus, SMEs 
may  acquire critical resources, such as knowledge, that are needed to 
internationalize, through online social capital formation (Sigfusson and 
Chetty 2013).

Figure 12.1 depicts a conceptual model showing an overview 
of the Internet’s influence on the amount of risk associated with 
internationalization.

�Methodology

�Research Design

The main objective of this study was to explore how SMEs can leverage 
the Internet to create value when seeking to expand their business abroad 
by reducing the amount of risk associated with doing business in foreign 
markets. In addressing this objective, a case study approach was adopted 
because of its merits when dealing with this specific type of research ques-
tion (Ghauri 2004). Additionally, given that the academic literature on 
Internet-enabled internationalization is limited and at a formative stage 
(Glavas and Mathews 2014; Reuber and Fischer 2011), a case study 
design was deemed appropriate (Eisenhardt 1989).

Fig. 12.1  Overview of the Internet’s influence on the amount of risk in the 
internationalization process
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The objective when selecting cases were to select ‘information rich’ 
cases that were relevant to our study (Ghauri and Grønhaug 2010). Thus, 
criterion sampling was used to identify and select cases that fulfilled pre-
determined criteria (Sandelowski 1995). To be considered eligible for this 
study, cases had to meet two predetermined criteria. First, cases had to 
be classified as SMEs. In line with previous studies, the criterion used 
for defining SMEs was number of employees, as a proxy for firm size 
(McAuley 2010). The standard EU classification was followed, where 
SMEs are defined as firms with fewer than 250 employees. This is also the 
most frequently definition across OECD countries (OECD 2005) and 
is widely used in the literature (Agndal et al. 2008; Galkina and Chetty 
2015; Hilmersson 2014; Moen et al. 2016; Pinho and Martins 2010). 
Second, cases had to be involved in international operations, that is, with 
exports or subsidiaries abroad.

To identify eligible cases, a database containing information on all 
registered companies in Denmark, including facts regarding ownership, 
turnover, balance sheets and size, was used. Given that the majority of 
companies in Denmark are classified as SMEs and given that Denmark is 
a small open economy, this screening procedure generated a large num-
ber of candidates. To select cases from this list of eligible cases, randomly 
selected companies were contacted by telephone and asked if they were 
willing to take part in the study. In addition, it was double-checked 
that the cases fulfilled the predetermined criteria. In total, 10 cases were 
selected. Background information on each of the case study firms, includ-
ing details on firm age, size, products, export experience and top export 
markets, is presented in Table 12.2.

�Data Collection

For the purpose of this study we relied on semi-structured interviewing 
as the primary method of data collection. While there are various tech-
niques available for gathering data, including surveys, observation and 
documents, the interview is the most important and common technique 
for gathering data in case studies (Myers 2009). This is particularly true 
when studying SMEs, where interviewing is likely to be the only way to 
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obtain information from key decision-makers (Bell et al. 2004; Carson 
1995). In addition, interviews provide a unique opportunity for research-
ers to gain access to key decision-makers and their mind-set (Welch et al. 
2002; Yeung 1995).

To ensure that the interviews share a given focus and ensure cross-
case comparability, the actual interview was conducted based on an 
interview guide, which was organized into five parts. The first part cap-
tured information regarding the company background, such as when 
the company was founded, the company’s ownership and current size in 
terms of employees and turnover. This information was supplemented 
with information from annual reports, company brochures and corpo-
rate websites. The second part specifically aimed at capturing information 
regarding the internationalization patterns of the company, such as when 

Table 12.2  Overview of case companies

Pseudonym

Year of 
establish
ment

No of 
employees

First 
export

Global 
orientation Products

Case A 1991 70 2004 Regional Ventilation units
Case B 2003 16 2004 Global Business 

intelligence 
solutions

Case C 2003 12 2009 Regional Clothing and 
jewellery

Case D 2001 40 2001 Regional Food products 
for industrial 
market

Case E 2003 15 2003 Global E-learning 
software

Case F 2004 25 1992 Global Software for 
project design 
and 
management

Case G 1987 24 1988 Regional Clothing
Case H 1983 42 1984 Regional Clothing
Case I 1993 158 1993 Global Advanced 

wireless 
solutions

Case J 1993 20 unknown Regional Mixers for food 
industry
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the company first started to internationalize, how the internationaliza-
tion process developed over time and the percentage of revenue coming 
from overseas markets. The fourth part captured information about the 
company’s decision-making processes with respect to internationaliza-
tion. The final and fifth, part was focused on capturing information about 
the role of the Internet in the internationalization of the firm. During 
the interviews, the decision-makers were asked questions regarding their 
experiences with using the Internet for supporting or conducting inter-
national business activities when increasing their involvement in foreign 
markets as well as their assessment of the impact of the Internet on SME 
internationalization.

All interviews were conducted in the period from January 2013 to 
December 2013and each interview lasted about 90–120 minutes. The 
informants used for the purpose of this study was corporate elites, includ-
ing Chief Executive Officers, Owner-managers, Vice Presidents and 
Directors of Sales (Welch et al. 2002). All interviewees therefore had an 
in-depth knowledge about their firms’ international operations, includ-
ing how the firm’s internationalization had developed over time, and they 
had had a direct impact upon the decisions related to the international-
ization strategy.

All interviews were recorded and eventually transcribed verbatim to 
help overcome natural constraints of memory and allow for a more thor-
ough examination of the content of the interviews.

�Data Analysis

The aim of the analysis was to identify how participating decision-makers 
interpreted the Internet and its role in firm internationalization.

When analysing the data, we used ‘pattern matching’ as an analytic 
technique to compare our empirically observed patterns with those 
predicted by our conceptual framework (Gibbert and Ruigrok 2010; 
Yin 2009). As a first step in data analysis, each transcript was read and 
statements or actions that reflect the decision-maker’s assumptions, 
knowledge, or expectations related to the role of the Internet and its 
implications for firm internationalization were highlighted. The purpose 
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of this process was to increase familiarity with the data, in order to gain 
a more holistic understanding of it, before starting to condense the data 
(Braun and Clarke 2006).

The next phase of analysis involved data condensation. In order to con-
dense the data, while preserving the ‘essence’ or meaning of participants’ 
perceptions or experiences, we relied on coding. This process involved 
assigning ‘a word or short phrase that symbolically assigns a summative, 
salient, essence-capturing and/or evocative attribute for a portion of language-
based or visual data’ (Saldana 2013: 3) and allowed us to overcome cogni-
tive constraints and discover patterns in the data that were not otherwise 
visible (Auerbach and Silverstein 2003). The actual coding of the data 
involved both inductive (i.e. data driven) and deductive (i.e. theory-
driven) coding (Fereday and Muir-Cochrane 2006; Kvale and Brinkmann 
2009), as this provided the benefit of giving the study focus and making 
sure that the coding was linked to the specific research questions, while 
still allowing room for new insights to emerge (Bazeley 2013).

NVivo 10 was used during all phases of coding, which allowed us to 
address the issue of de-contextualization (i.e. the possible problem of los-
ing the context of what is said), which is one of the most commonly men-
tioned criticisms of coding (Bryman and Bell 2015). As argued by Gibson 
and Brown (2009: 189), ‘[t]he contexts in which people speak are fundamen-
tal to the meaning which they are creating. By removing that context from the 
analysis, researchers remove the resources that would enable them to under-
stand why the speakers said what they did or, perhaps more accurately, “why 
they said it how they did”’. However, by using NVivo, a link between the 
coded material and the source of the coded material was always retained 
so that it was always possible to go back to the source in order to under-
stand the context more accurately (Bazeley and Jackson 2013).

�Empirical Findings

�Impact of the Internet on Knowledge and Uncertainty

As was mentioned earlier, uncertainty results from a disparity between the 
knowledge needed to successfully increase involvement and operate in 
foreign markets and the knowledge currently possessed by the firm, also 
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referred to as a knowledge gap. Our findings illustrate how the Internet 
as a global techno-social system storing objectified human knowledge has 
enabled many SMEs to reduce the levels of uncertainty associated with 
international business by providing access to a number of information 
sources to support decision-making.

During the interviews, all decision-makers seemed to recognize 
the value of the Internet as a source of information. It was generally 
acknowledged that the Internet had reduced information barriers by 
increasing the amount of foreign market information available to firms. 
For example, the CEO of Case I, a globally oriented company develop-
ing and producing advanced wireless solutions, emphasized the impor-
tance of the Internet as a source of international knowledge and as a 
means to close knowledge gaps: ‘We acquire most of our knowledge from 
the Internet one way or the other. The amount of information available 
there is incredible. Of course we also receive information by talking to our 
customers, but typically they give a hint and then you investigate further’. 
Similarly, when reflecting upon the consequences of the Internet on 
information availability, the CEO of Case F argued: ‘You have definitely 
got better opportunities to keep yourself up-to-date, without that big of an 
effort’. Thus, it was acknowledged that the Internet could assist the firm 
in acquiring appropriate knowledge and hence allow firms to make 
more informed decisions.

Most case firms were actively using the Internet as a source of knowl-
edge. However, it was mostly used in a non-systematic way to perform 
ad-hoc focused web-searches. Firms were mainly using the Internet for 
seeking and acquiring business knowledge, including knowledge of for-
eign market conditions and opportunities as well as knowledge about 
the behaviours, resources, and capabilities of suppliers, competitors, and 
local clients. There was a broad consensus that the Internet provided 
quick and easy access to information and knowledge that was previously 
inaccessible or too expansive to afford. As a CEO commented: ‘It is easier 
to qualify leads. It is easier to research people on LinkedIn, Google, or Twitter 
to find out who they are, what their company is about and their references. 
So desk research is definitely easier’ (Case E). Thus, the Internet was reduc-
ing the amount of risk associated with internationalization, by provid-
ing firms with a knowledge-building tool and reducing the uncertainties 
accompanying internationalization.
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One important function for which the Internet was being used was 
for identifying and evaluating international opportunities. The Internet 
was generally considered to increase firms’ alertness to new possibili-
ties on international markets and increase their awareness about new 
opportunities. The Internet was seen as offering new opportunities to 
conduct exchange with new customers and partners in foreign markets 
either through deliberate search or accidental discovery (i.e. serendipity). 
Deliberate search refers to identifying international opportunities 
through a purposeful, rational, and systematic search, while accidental 
discovery refers to the process of identifying international opportunities 
without any systematic search and may result from heightened entrepre-
neurial alertness (Ardichvili et al. 2003; Zaefarian et al. 2016).

First, our findings provide evidence of deliberate search for interna-
tional opportunities through the Internet. As part of their deliberate 
search for business knowledge and to identify international opportuni-
ties, firms engaged in different activities. For example, the Internet was 
leveraged to develop and harness relationships and to build social capital. 
A good example of this is Case B, a small company developing busi-
ness intelligence solutions. In order to expand into new foreign markets 
or to grow existing foreign markets, they use the Internet proactively to 
increase the range and diversity of their network ties, by identifying and 
connecting with potential customers and partners online. They used the 
Internet actively to tap into their existing network and identify oppor-
tunities to bridge relationships, establish bonds with foreign networks 
and seek further opportunities abroad. As the Owner-manager of Case B 
explained: ‘we use the Internet proactively as a vehicle for identifying poten-
tial customers. When you have a limited customer segment, you know that 
they will have specific job titles and work in a specific category of companies. 
Then LinkedIn is very effective, as it allows you to quickly identify potential 
customers by filtering by job title and geography … LinkedIn is also a good 
tool for developing and expanding your network. When I sell something to 
someone, there is a good chance that this person is connected to similar people 
in different companies and different countries. So this gives me an oppor-
tunity to discover new potential customers’. In addition, the Internet was 
used to do research on foreign markets. For example, Case J obtained a 
lot of valuable market-related information from the Internet when first 
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expanding into the French market. The company has used the Internet 
to learn more about the French market, including the size of the market, 
potential competitors and the most promising potential customers and 
partners.

In addition, there was also evidence of accidental discovery of interna-
tional opportunities through the Internet. Such accidental discovery of 
international opportunities was driven by the increased exposure made 
possible through the Internet, which triggered serendipitous internation-
alization. All firms utilized the Internet to promote their products, with 
the main purpose of making the company more visible in international 
markets. This, in turn, made the companies become aware about poten-
tial international opportunities, as the number of unsolicited orders from 
foreign markets increased. For example, accidental discovery was the 
main driver of internationalization in the early stages of its foreign mar-
ket expansion process for Case B. As explained by the Owner-manager 
in Case B, the company was being pulled into foreign markets early after 
being established, through its online presence: ‘Actually, in the beginning, 
we did not have a plan to internationalize. In the beginning our internation-
alization was based on our website. We created a corporate website and soon 
after we started receiving unsolicited inquiries from abroad’.

Firms were also found to be using the Internet as a means to reduce 
competitive uncertainties, which are related to the unpredictability of the 
actions of existing and potential competitors (Sutcliffe and Zaheer 1998). 
Our findings suggest that the introduction and diffusion of the Internet 
has greatly improved the SMEs’ competitive scanning capacity, as the 
ability of firms to gain information about competitors has been increased 
because of the advancement of the Internet. A good example is Case A, a 
company producing and selling ventilation units. The CEO noted: ‘The 
Internet allows us to get a quick overview of the competitive situation … 
our capacity to quickly identify the competition that we face has been sig-
nificantly strengthened with the introduction and diffusion of the Internet’. 
In addition, the Owner-manager in Case G also noted the potential of 
the Internet as a resource for reducing competitive uncertainties: ‘Our 
sales team is increasingly using the Internet to find competitors’ information 
… They can find everything on the Internet … The Internet is a very good 
source  for findings information about customers, competitors and so forth’. 
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Hence, these findings indicate that the Internet has greatly improved 
SMEs’ ability to understand the competitive arena.

Others specifically used the Internet as a means to cope with uncertain-
ties related to collectibles. Several informants commented on how they 
have used the Internet for credit assessments, in order to reduce the risks 
of doing business in other countries. For example, the Owner-manager 
of Case C, a small company designing women’s accessories, noted how 
the Internet was used for coping with credit uncertainties: ‘We also use 
the Internet to quickly check existing and potential customer’s payment his-
tory and financial information. I use this homepage, where I can see business 
credit reports to get an overview of the company and its wellbeing’. Similarly, 
the CEO of Case D, a food manufacturer selling to the industrial market, 
also used online channels to safeguard against the risks associated with 
credit uncertainties: ‘We have a subscription to Dun and Bradstreet, where 
we can check a company’s financial scores and payment history before we 
decide on the credit terms’.

While it was generally acknowledged that the Internet presents the 
opportunity for SMEs to acquire appropriate knowledge, which is fun-
damental to successful internationalization, a number of interviewees 
emphasized that it required significant resources to acquire and absorb 
information via the Internet and translate this information into knowl-
edge. Thus, while the value of the Internet as a source of knowledge was 
recognized, many SMEs were not leveraging this opportunity to its full 
potential, as they were lacking the resources necessary to internalize the 
information available on the Internet and translate it into knowledge. As 
a CEO commented: ‘We would use the Internet more systematically to gen-
erate insights about market trends if we had the resources. All the information 
you desire is available on the Internet, but it requires a lot of resources to find, 
given the amount of information available online’ (Case A). Thus, while the 
Internet has increased information availability, SMEs still need resources 
and infrastructure in order to leverage and capitalize on the increased 
information availability.

In addition, our findings suggest that the usefulness of the Internet as 
a source of information and knowledge in the internationalization pro-
cess is perhaps associated negatively with perceived uncertainty. During 
one of the interviews it was noted that the value of the Internet as a tool 
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for marketing intelligence and competitor analysis was related to psychic 
distance. Psychic distance refers to ‘the perceived differences between the 
characteristics of a firm’s domestic environment and those of a foreign country 
[that] generate uncertainties among business decision-makers’ (Child et al. 
2009: 200). As noted by the Owner-manager of CASE G: ‘If we were 
going to expand into China I would not rely that much on the Internet as a 
source of information. It would of course be one source of information, but 
it would require deeper market research. I would not be worried about using 
information sourced via the Internet if we are expanding into European mar-
kets, as we are used to travel to these countries, have a lot of people inside the 
company who has a lot of knowledge about these countries and the culture is 
not that different from us. It is a completely different culture in China. It will 
be a bigger move for us to start doing business in China’. Thus, the Internet 
was deemed useful when seeking information about markets that are 
psychically close to the domestic market of the company, while other 
sources of knowledge were considered more useful, when the perceived 
differences between the host market and domestic market was high. This 
suggests that as uncertainty increases due to higher psychic distance, the 
efforts required for market research increases. This is interesting, as it sug-
gests that the Internet is perhaps only useful for reducing uncertainties, if 
the uncertainties are not perceived as high in the first place.

�Impact of the Internet on Market Commitment

As was mentioned earlier, the amount of resources committed in foreign 
markets and their transferability has a significant impact on the amount 
of risk accompanying internationalization, as it determines the size of loss 
that a decision entails, if things go wrong. Based on this study’s findings, 
it appears that the Internet holds the potential to reduce the amount of 
risk associated with doing business in foreign markets through reducing 
the costs incurred by SMEs seeking to expand abroad.

Our findings demonstrate how the firms were able to leverage the 
Internet as a means to reduce internationalization costs, by provid-
ing them with a cost-effective way to enhance reach and build aware-
ness compared to traditional communication methods. Almost without 
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exception, the case SMEs were actively using the Internet for building 
awareness about the company and its products. There was a broad con-
sensus among the decision-makers that the Internet afforded companies 
a cost-effective way to do this. The Internet was believed to reduce firms’ 
global marketing costs, as building awareness about the company and 
its products through online marketing made it possible to reach foreign 
customers more cheaply. Hence, the Internet was found to be useful for 
removing or reducing some of the traditional internationalization bar-
riers, including communications costs. For instance, the CEO of Case 
C described how using the Internet as a marketing channel has reduced 
resource-related barriers by providing the firm with a cost-effective mar-
keting channel: ‘Indeed the Internet has provided us with a number of 
opportunities for increasing our involvement in foreign markets. Today, our 
marketing budget is close to zero, because we do not have any advertisements 
in magazines. Instead we use our website and social media such as Facebook 
and Instagram … If we did not have these new opportunities for market-
ing our products, we would be ruined’. Similarly, the Owner-manager of 
Case H, a family-owned international brand selling menswear and wom-
enswear, explained: ‘you can easily use a large amount of resources when 
expanding into foreign markets … but in relation to resources, the Internet 
has changed a lot. Now we are launching a new platform in Italy and the 
Middle East, which we can do for a small amount of money … There are a 
lot of things you can do, which are costing us nothing’.

In addition to allowing firms to promote themselves globally at mini-
mal costs, the cost of launching every additional international website 
was also reduced when using the Internet actively as a vehicle for con-
ducting online business in foreign markets. For instance, the Owner-
manager of Case H noted how it only required minimal localization 
efforts, such as translating the content to create an online presence in 
foreign markets, once the firm had already invested in a corporate website 
or e-commerce platform: ‘Today, we have our own e-commerce platform, 
which we can duplicate very easily. We only have one guy working on this. 
It is costing us nothing compared to what we can actually do, so it is a very 
important area for our company’. Hence, the Internet was proactively used 
by the majority of companies to reduce the costs associated with mar-
keting activities; online marketing allowed firms to promote themselves 
globally at minimal costs.
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In addition, the Internet was found to increase transaction efficiency, 
by reducing the search costs associated with obtaining information on 
potential foreign customers and partners. A decision-maker at Case E 
noted how the Internet had improved the opportunities for identifying 
as well as evaluating potential foreign customers and partners: ‘Well you 
can, it is easier to qualify, it is easier to research people on the LinkedIn, 
Google, Twitter, find out who they are and what is their company all about, 
what are their references’. Hence, through the Internet, companies’ expe-
rienced better opportunities for identifying and evaluating potential for-
eign customers and partners, such as export intermediaries and suppliers. 
In addition to reducing search costs, the Internet also reduced the costs 
of adverse selection.

The Internet both reduced the costs associated with identifying inter-
national opportunities and helped SMEs reduce the costs directly associ-
ated with spatial distance. For instance, Case F utilized the Internet as a 
distribution channel, meaning that actual product fulfilment took place 
online. The CEO of Case F explained how the ability to use the Internet 
as a distribution channel had allowed the company to reduce its distribu-
tion costs: ‘It has become less expensive to distribute our products compared to 
previously, where we had to send our products physically by mail. In addition, 
when you have customers in foreign markets, this can easily become expensive. 
We also needed to send every software update physically. It also took a lot of 
time to pack all the packages. So from that perspective, it is much easier and 
cheaper today, where you just have to push a button’.

Therefore, to conclude, SMEs were able to reduce international oper-
ating costs, thus reducing the amount of resources committed to foreign 
markets and the risk accompanying internationalization. The Internet 
was used as a resource-conserving strategy, providing a low-cost gateway 
into foreign markets; it consequently had a significant impact on amount 
of risk associated with doing business in foreign markets.

�Discussion and Conclusions

According to the results of this study, SMEs seeking to expand their busi-
ness abroad have much to gain from leveraging the Internet. The analysis 
of the ten case companies shows that the Internet can add value as a driver 
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of internationalization in SMEs, by reducing the amount of risk associ-
ated with doing business in foreign markets. Overall, the value of the 
Internet as a driver of internationalization is to a large extent related to 
reducing uncertainties accompanying internationalization by increasing 
the exposure of decision-makers to foreign market knowledge through 
accidental discovery or deliberate search. In addition, the Internet was also 
found to reduce competitive uncertainties related to the unpredictability 
of the actions of existing and potential competitors by improving SMEs’ 
competitive scanning capacity.

Our findings also demonstrate how the Internet was central to reduc-
ing the costs of doing business in foreign markets. For instance, the 
Internet was found to reduce search costs significantly, by providing com-
panies with better opportunities for identifying and evaluating potential 
foreign customers and partners, such as export intermediaries and suppli-
ers. Hence, the Internet was considered an important tool for identifying 
and evaluating international opportunities. In addition, the Internet was 
found to reduce the costs related to marketing activities, as online mar-
keting allowed firms to promote themselves globally at minimal costs. 
The results of this exploratory study therefore highlight the potential of 
the Internet as a coping mechanism for reducing the risks accompanying 
internationalization, enabling SMEs to commit to internationalization 
and increase involvement in foreign markets.

In general, the results of this study seem to support and verify the grow-
ing number of empirical studies highlighting the value of the Internet as 
a driver of internationalization in SMEs. For instance, the results of this 
study appears to support recent empirical research documenting how dif-
ferent export barriers may be lessened by the use of the Internet, making 
accelerated internationalization feasible for even small firms (Loane and 
Bell 2006; Plakoyiannaki et al. 2014; Sinkovics et al. 2013).

In line with this study, previous studies have also found the Internet to 
be an important tool for decision-makers to seek information on coun-
tries, markets, competitors, institutions, and customers, in the face of 
perceived knowledge gaps (Bianchi and Mathews 2016; Mathews et al. 
2012). The results of this study also revealed how SMEs took advan-
tage of the information rich environment provided by the Internet to 
reduce a number of uncertainties accompanying internationalization. 
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Thus, the findings also support growing empirical evidence demonstrat-
ing how SMEs use a mixture of means to acquire knowledge, including 
external search (Casillas et al. 2015; Fernhaber et al. 2009; Fletcher and 
Harris 2012).

However, our findings also contribute to existing literature by high-
lighting contextual factors, which may help explain under what con-
ditions the Internet can add value as a medium for SMEs to obtain 
information about internationalization and foreign markets. For exam-
ple, our findings suggest that resource-scarcity is an important barrier 
for SMEs to take advantage of the knowledge-creating potential of 
the Internet, as internalizing the information available on the Internet 
requires significant resources. In addition, our findings also suggest that 
the Internet is most useful as a medium for knowledge acquisition in 
situations of low to moderate uncertainty. Thus, as uncertainty increases, 
the knowledge-creating potential of the Internet decreases. This finding is 
supported by previous research showing that higher levels of uncertainty 
generally elicit more intensive efforts to acquire information on relevant 
events occurring outside the company in order to guide the company’s 
future course of action (Boyd and Fulk 1996; Daft et al. 1988; May et al. 
2000; Sawyerr 1993). In addition, previous research shows that decision-
makers rely more on personal sources of information (e.g. friends, family 
members, and close business associates), when the perceived uncertainty 
is high (Elenkov 1997; McGee and Sawyerr 2003).

Our findings also contribute to existing literature by demonstrating 
how the Internet was mainly used as an information source in the inter-
nationalization process to acquire business knowledge, while it was less 
frequently used to acquire other types of knowledge, including institu-
tional knowledge and internationalization knowledge. This suggests that 
the Internet cannot replace other knowledge sources, but should rather 
be used in combination with these.

Furthermore, the results of this study also demonstrate the potential 
of the Internet as a means to mitigate the risks associated with interna-
tionalization by reducing the costs of doing business in foreign markets. 
This result is consistent with previous studies showing that the Internet 
can be used as a resource-conserving strategy (Arenius et al. 2006; Sasi 
and Arenius 2012), allowing even firms with limited resources to become 
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international ventures at an early stage of their development (Luo et al. 
2005). This finding supports the argument that the Internet can pro-
vide a low-cost gateway into foreign markets (Gregory et al. 2007; Moen 
et al. 2004; Sigfusson and Chetty 2013) and strengthen the firm’s inter-
nal resource base, by freeing up resources for their international business 
(Berry and Brock 2004).

While a number of precautions have been taken during the different 
phases of this study to increase the trustworthiness of the findings, the 
results are not without limitations. While these limitations potentially 
affect the quality of the findings and their ability to answer the research 
question, they also represent opportunities for future research.

First, due to the qualitative and exploratory nature of the study and 
the fact that only a limited number of SMEs were included in the study, 
the statistical generalizability of the findings is limited, as this requires a 
large, random sample (Tsang 2014). Consequently, further research is 
necessary to test the results of this study with a larger sample. In addition, 
it may be necessary to replicate this study in various national contexts 
and industry sectors. In addition, this approach may also contribute by 
highlighting contextual factors, which may help explain under what con-
ditions the Internet can be used as a means to reduce risk.

The results of this study also open the door to other promising and 
interesting research avenues. The results point to the need for further 
studies that explore the relationships between using the Internet as a 
means to conduct international business activities and uncertainty, mar-
ket commitment and the amount of risk accompanying internationaliza-
tion. First, while the findings show how the Internet has the potential to 
reduce the uncertainty associated with doing business in foreign markets, 
increased information availability may potentially also lead to overcon-
fidence (Petersen et al. 2003). Overconfidence is a cognitive bias which 
involves the failure to recognize the limits of one’s knowledge and may 
result in inaccurate perceptions of personal abilities and lower quality 
decisions (Busenitz and Barney 1997; Shepherd et  al. 2015). Studies 
within the field of psychology are now starting to show how the Internet 
and attendant increased information availability, influence cognition, 
and produce a sense of false confidence (Fisher et al. 2015; Ward 2013). 
Thus, one promising avenue for future research is to examine how using 
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the Internet for closing knowledge gaps influences managerial cognition, 
including overconfidence.

Second, while this study’s findings show that the Internet is consid-
ered an effective tool for identifying and evaluating international oppor-
tunities, future research may look specifically at how the Internet has 
provided new and enhanced ways to create and capture international 
opportunities.

Third, future studies should examine the outcomes of using the Internet 
as a means to deal with risks when doing business in foreign markets. For 
instance, future studies could examine its impact on performance, as reli-
ance on the Internet arguably may result in overconfidence and rash inter-
nationalization (Petersen et al. 2002; Reuber and Fischer 2011). Hence, 
a positive impact on firm performance cannot be taken for granted. In 
addition, future studies may examine the impact on internationalization 
patterns (i.e. scope, speed, and extent), since risk has been considered to 
be a major barrier to foreign market expansion (Liesch et al. 2011).
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         Introduction 

 Being located in the Northern periphery, the economic structure of the 
Northern part of the Jutland Peninsula in Denmark is characterized by a 
relatively large proportion of fi rms operating in diverse industrial sectors. 
A minor proportion of those are high growth companies with a signifi -
cant presence on international markets. Local fi rms operate in a diversity 
of industrial sectors, which are characterized by medium to high tech-
nological intensity. According to the Danish government, Danish fi rms 
cannot compete with foreign competitors based on low salaries alone 
because they will be undercut by international competitors who enjoy 
a lower cost base. In parallel, since the last fi nancial crisis, Danish fi rms 
have struggled with the issue of low productivity, which does not justify 
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the relatively high levels of salary. Because Northern Jutland, being part 
of Denmark, falls into the category of a knowledge-based society with a 
good educational infrastructure, Industry 4.0-related opportunities can 
provide a signifi cant boost to the local economy if tackled in the right 
way and contribute to market development and international expansion. 
However, a variety of factors, such as relative distance to important mar-
kets and potential industrial partners, can pose a challenge. 

    Historical Background 

 Th e term Industry 4.0 refers to the previous steps of industrialization, which 
have up to now taken place. Synonyms for depicting the term Industry 4.0 
are Internet of things or Industrial Internet, which are more commonly 
used in the English speaking world. At the end of 18th century, the process 
of industrialization was initialized by a proliferation of steam and hydro 
power mechanization that gradually replaced human powered production 
and traditional muscle-driven agricultural production. With coal as the 
main means to power mechanical production, craftsman workshop pro-
duction started to be driven out by new process innovations (for example, 
the industrial weaving loom for textile production). Steamships and rail-
ways opened up new modes of organizing logistics over large geographical 
distances. Th en, during the second wave of industrial processes starting 
at the end of the 19th century, coal based mechanization was replaced by 
electrifi cation. Th is resulted in a push towards intensifi ed industrializa-
tion, characterized by mass production and new forms of organization. 
Innovation in increased effi  ciency in production (pioneered by early man-
agement thinkers like Frederick Taylor), exemplifi ed by the conveyor that 
Henry Ford pioneered, resulted in a profound social change, including the 
rise of a middle class and an increase of the general standard of living. In 
the after-war period, during the 1960s–70s, the third wave of industrializa-
tion set in with the introduction of semiconductors and proliferation of 
electronics. Computers became increasingly more ubiquitous, facilitating 
the transformation towards the information based society. Innovations in 
electronics and information technology let to new modes of industrial pro-
duction, innovative materials, and the organization of global value chains. 
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 Th ere is an emerging consensus that we are now about to enter a new 
period of industrialization, thus the term Industry 4.0 has been intro-
duced. Th e fourth wave is a consequent continuation of the third wave 
of industrialization. For increasing effi  ciency in increasing manufacturing 
operations, traditional concepts have mainly reached their limits in terms 
of further room for improvements. Techniques like lean production, just-
in- time production, and fl exible or agile manufacturing are already estab-
lished and implemented in the organization of competitive fi rms. Yet, in 
comparison to the changes, which are expected to arrive in the wake of 
Industry 4.0, the state of the art of production technology has up to this 
point only reached intermediary development. Just as the three previous 
waves, where each wave led to fundamental changes in industry struc-
ture, the fourth wave which is now settling, has the potential to cause 
fundamental shifts in industry structure, yet again leading to signifi cant 
increases in effi  ciency. Industry 4.0 is the promise of further increases 
in effi  ciency that need to tackle upcoming challenges like population 
growth, scarcity of resources, and overuse of the environment.   

    What Distinguishes Industry 4.0 
from the Previous Wave? 

 At present, we are experiencing a period in which information technol-
ogy (IT) is increasingly transferred and integrated into manufacturing 
technologies. Within the Industry 4.0 framework, manufacturing equip-
ment will be enabled to act intelligently and autonomously, including 
the ability to transfer information between machines without human 
intervention. Innovative technologies like wireless sensor networks, 
cloud computing, or embedded systems create room for product, pro-
cess, and service innovations (Wang et al.  2016 ). While the automation 
of production processes constituted the dominating paradigm in the 
previous stages of industrialization, with Industry 4.0 the focus is now 
shifting towards integration of the network into production processes by 
 leveraging IT and network technologies. Within this new and emerging 
paradigm, physical systems are merging with cyber systems. Tangible sys-
tems are starting to become one with the virtual sphere. Th e promise is 
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the ability to provide more value oriented and customer-centric products 
and services with a higher degree of effi  ciency. 

 One of the main distinctive characteristics of Industry 4.0 production 
processes is the conversion from linear towards networked structures. As 
opposed to mere automation of stand-alone manufacturing equipment 
with rigid interfaces and linear chains of consecutive and static workfl ows, 
the implementation of new types of network structures has new and far-
reaching consequences. Th e expected result is an increased capacity to 
fl exibly react to changes in the external environment and to accommodate 
volatile market conditions. By establishing network interconnectivity, it 
is becoming possible to fl exibly connect production processes across large 
geographical distances and many national boundaries. Th ree drivers for 
Industry 4.0 have been identifi ed: a fi rst driver leading to implementa-
tion of Industry 4.0 is the perspective of an improved and more effi  cient 
governance of vertical and horizontal value chains and value networks. 
A second driver is the expected benefi ts resulting from network connec-
tivity that can be implemented into products and related services. Such 
innovations create opportunities for new product categories and improved 
customer benefi t. A third driver is the opportunities for business model 
innovations based on Industry 4.0. Successful new business models can 
serve as a transmitter for new technologies and in new markets. 

    Related Technologies 

  Cloud computing : this technology involves the ability to access and pro-
cess large amounts of data in real time. It also gives access to software- 
based functionalities on an ad-hoc basis, comparable to application 
programs (apps) that can be uploaded on a smart-phone when needed. 
Th is accelerates the trend towards software as a service, not a product, 
which is bought for a long-term use. In this way, implementation of 
cloud computing facilitates the exchange of data and services as needed. 
Th e next expected step in the evolutionary process is the establishment of 
networked connectivity between humans, machines, and other objects. 
Th is process will lead to a fusion of real world and cyberspace result-
ing in a new type of Internet of things. One direct result will be a very 

312 A. Decker



signifi cant rise in the amount of exchanged data, resulting in the need 
for increased storage capacity for data and a robust, wide, bandwidth 
network infrastructure to support the data traffi  c that will be generated. 

  Cyber physical systems : a system of physical entities controlled by 
computational elements. Hardware devices are equipped with computa-
tional intelligence that enables them to communicate and cooperate with 
the external environment. A multitude of such elements constitutes cyber 
physical systems. Smart manufacturing equipment and resulting prod-
ucts are enabled to act fl exibly and autonomously, including the ability to 
anticipate events, for example, when they will be needed. To incorporate 
advanced functionality, smart products need to be equipped with actua-
tors and sensors that enable them to communicate with the outside world 
and through the network. Cyber physical systems are becoming visible in 
areas such as health care, aerospace, energy, or traffi  c management. 

  Applications in the automotive sector : network technologies are 
becoming increasingly ubiquitous and are now used in a variety of set-
tings. In the automotive industry we are currently experiencing a conver-
gence of the physical world and the cyber sphere. Th e mobile telephone 
as a central hardware device is becoming more intelligent as a result of 
the implementation of diverse software and multiple network interfaces. 
Vehicle drivers can use their mobile telephones for navigation by down-
loading road maps on their devices. Some of the software-based maps are 
created by voluntary users in a collaborative networked eff ort (for exam-
ple, Open Street Map). Th rough their GPS-enabled telephone devices, 
traffi  c participants can determine their own location and that of other 
drivers through the network cloud. Th ese technical solutions help to fi nd 
the best way to their destination. Th ey contribute to avoiding traffi  c con-
gestions and provide information about critical situations, for example, 
traffi  c incidents. Th e new technology enables drivers to coordinate mutu-
ally, which contributes to an improved overall traffi  c fl ow. Th e more driv-
ers that participate in the network, the more attractive it becomes for 
outsiders to join and participate. It is thus anticipated that motor vehicles 
will communicate autonomously, without driver intervention. Being part 
of a wide-spanning network, vehicles as autonomous machines could 
coordinate on a mutual basis. In this way, network eff ects can be created 
(Iacobucci and Hoeffl  er  2016 ; Gaudeul and Giannetti  2013 ). 
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 Th ese technologies are currently developed by fi rms in the automo-
tive sector, but the potential is also to attract players that are newcomers 
in this sector. Interestingly, established players in the IT industry have 
started to develop their own automotive solutions. Such eff orts indicate 
that fi rms in the IT sector will emerge as new competitors to established 
vehicle manufacturing fi rms. Presently, we are still in the early develop-
ment stages of these new technologies. Early stages of fermentation are 
usually characterized by trial and error in which not all innovations will 
survive and some proposed solutions will be discarded again (Abernathy 
and Utterback  1978 ). A large number of users enhance the value of the 
network and creates positive network eff ects. Network-based innova-
tions are expected to be more frequent in the future, and in applica-
tions beyond the automotive sector. Th rough added network capabilities, 
objects which up to now have been of a passive nature can adopt proac-
tive and independent properties through integration of new technologies 
like micro-controllers, sensors, or actuators. Currently, the automotive 
industry appears to be one of the industrial sectors where these scenarios 
are becoming reality in the mid-term future. With regards to production 
process and the smart factory, it is not yet clear how production processes 
will look like in the more distant future, but changes will eventually take 
place there as well. Current expectations are that networked product and 
related services will become entirely autonomous which will have revolu-
tionary value-in-use in processes of production and value creation. 

  Smart factory : intelligent industrial networks connecting machines 
which are based on plug and produce technologies, low cost automa-
tion and virtualization of production. Smart factories include innovative 
interfaces between humans and machines. Th e result will be informa-
tion that can be automatically exchanged between machines or machine 
components. Smart factories handle relevant information during the 
entire lifespan of a product, including after delivery to the customer. At 
this stage, smart products continue to transfer relevant information to 
the producer for quality control. Data transferred back to the producer 
can be valuable as useful input for developing the next product genera-
tion. For example, taxi drivers accumulate more mileage than the average 
user, so they will also be the fi rst to experience quality problems which 
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may occur during the lifetime of the vehicle. Such information can be 
of signifi cant value to the manufacturer, so that uncovered defects can 
be corrected and corrective measures can be taken even in the ongoing 
production process. Process-related information which is collected dur-
ing the purchasing phase can be used and updated during the fulfi lment 
phase. 

 Technological advances like artifi cial intelligence, robotics, or nano-
technology provide the necessary preconditions for innovations such as 
3D printing or drones. Th ese innovations, in turn, have the potential to 
revolutionize the production processes. Th ey are potentially exponential 
technologies which initially develop rather slowly and gradually over a 
period of time, but at some point they may lead to dramatic improve-
ments in performance. From an investment perspective, the potential of 
such technologies is diffi  cult to estimate since it is diffi  cult to foresee if 
and when they would enter into the acceleration process. 

 Within the organization, a system of knowledge management supports 
the integration of diverse sources of information through open standards. 
For example, a crew that sets out to repair an off -site device has access to 
all relevant and necessary information so that they can take the correct 
spare parts with them. With regards to machine-to-machine interactions, 
an exemplary smart factory can be composed of back-end servers for 
background data storage, unifying structures for connectivity of sensors 
and actuary networks, control devices, intermediary application for com-
munication, and fi rm-wide data networks. Furthermore, there are inter-
actions at the human-to-machine level. Th e user interface of the machine 
should enable human actors, while shielding them from the complexity 
of the underlying structures and operations. Humans need to be enabled 
to understand the smart factory operations and to control them. Th e 
interfaces could be controlled, for example, by touch-screens, voice con-
trols, or gestures so that human operators will experience their work 
rather as a positive collaboration with the system. Another application 
where the physical and virtual realms are coming together is the virtual 
or augmented reality. Th e diversity which Industry 4.0 allows for off ers 
an attractive setting for new developments and opens up the potential for 
value creation through new business model innovations.  
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    Vertical and Horizontal Integration 

  Vertical integration : intensifi cation of digitalization has the potential 
to change the way vertical integration is organized. Smart factories as 
cyber-physical production sys-tems fl exibly adapt to changing condi-
tions through rapid reconfi guration of the value chain. As a result of 
intensifying digitalization, manufacturing equipment will no longer 
be operated and controlled by human intervention. Instead of being 
operated by humans, intelligent and social machines interact in a fl ex-
ible manner. Connectivity to other machines is created through sensors 
and actuators. By forming a network, they become the communication 
hard- and software to enable machines in a smart factory to commu-
nicate without human intervention. Smart factories can autonomously 
reconfi gure, increasing competitiveness and serving customers more 
rapidly and individually with customized products. Th e network of 
mutually connected manufacturing machines controls the availability 
of resources and pre- empts bottlenecks. In this way, storage-related costs 
can be minimized. Upcoming problems, as well as wear and tear, can 
be detected in time, and for subsequent analysis the system provides 
logging functionality. Such a system will be more resource effi  cient and 
therefore more sustainable than traditional factories because material, 
energy, and human resource can be employed in a signifi cantly more 
effi  cient manner. 

  Horizontal integration : Horizontal integration results in the expan-
sion of the value chain in a horizontal direction. Th rough Industry 4.0, 
substantial changes can be expected to take place at the level of hori-
zontal integration. Th is aspect of Industry 4.0 merits considerable con-
sideration and attention since the future developments can be a source 
of new opportunities and innovative business models, but they can also 
present substantial strategic risks to fi rms. With regards to horizontal 
integration within the Industry 4.0 context, expectations are that an 
array of upcoming issues will need to be solved, for example in the legal 
sphere, as fi rms engage in new ways to compete and collaborate. Trust 
and  governance- related issues are expected to result in new and inno-
vative management techniques to handle future modes of organizing 
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the value creation process. In terms of fi rms’ internationalization pat-
tern and behaviour, new modes of horizontal and vertical integration 
can result in new forms of international exchanges with an expected 
change in patterns of international exchange and increased international 
integration. 

 In the prevailing literature, the term horizontal integration is associ-
ated with the pooling of diff erent fi rms that at the same stage of produc-
tion are under one and the same management. By pooling resources, 
a fi rm can benefi t, for example, by creating economies of scale at the 
organizational level in market management. Increased horizontal inte-
gration creates the potential to optimize the fl ow of production and 
information. 

 Within Industry 4.0, horizontal integration of the value chain is 
expected to take new forms and shapes. As new technologies blend tra-
ditional hardware with computational intelligence into technologies like 
wireless networks and cloud computing, a new generation of global value 
chain structures is expected to emerge. Th e benefi t will be an increased 
capability to serve customer requests not just with regards to the end 
product, but also at earlier stages of the value creation process. Aff ected 
activities will be new product development, planning, fl exible adaption 
of production at the level of volume management and production variety, 
and so on (Schlaepfer et al.  2015 ). 

  Data collection and sampling : Industry 4.0 holds the promise of 
upcoming business opportunities and the potential to create new types 
of business models that innovative fi rms and entrepreneurial start-ups can 
profi t from. Of similar signifi cance are expected to be the consequences 
for traditional fi rms, which will fi nd themselves in situations where they 
will be exposed to substantial opportunities but also challenges and risks. 
For example, with increased transparency and decreasing costs of conduct-
ing transactions, traditional producers may become exposed to the risk of 
commoditization, which has the potential to drive down product prices in 
a signifi cant manner, putting the existence of the fi rm in question at risk. 
To mitigate these types of risk, fi rms need to be able to identify innovative 
mechanisms for mitigating the risks, for example by introducing new type 
of services to complement the existing product off erings.   
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    Degree of Readiness for Industry 4.0 of SMEs 
in the Metal Processing Sector of Northern 
Jutland 

 In this chapter, we gauge the degree of readiness for Industry 4.0 of 
SMEs in the metal processing sector of Northern Jutland. By accessing 
a public database, we chose a random sample of fi rms in the selected 
sector. Th e database returned 78 companies from this sector. Out of 
these companies, we chose every 12th fi rm, to obtain a sample of six 
companies. 1  We also ensured that all companies are owned by inves-
tors based in Denmark. In the fi rst sample, one company turned out to 
be a subsidiary of a Singapore-based company. 2  We excluded this com-
pany and instead chose the one which came immediately after on the 
list returned by the database. Th erefore, we shall discuss six companies, 
which are located in Northern Jutland. Th e data we rely on were exclu-
sively collected through means of desktop research. To fi nd additional 
information, we visited the websites of the respective fi rms and other 
openly available sources. On their websites, all fi rms we investigated 
gave a suffi  cient overview of their product portfolio, which allowed us 
to draw conclusions about the technology involved. We also considered 
visiting the fi rms for interviews, but refrained from doing so for several 
reasons. Firstly, the Industry 4.0 related developments are still in the 
initial phase. Th e concept is now beginning to be intensively debated, in 
particular at the level of academia, diff erent institutional actors, political 
decision makers, and individual fi rms. In some cases, potential interview 
partners in fi rms may not yet have heard about Industry 4.0, or have 
misunderstood the concept. In other cases – and this is a point of discus-
sion in this study – Industry 4.0 may not be relevant in the immediate 
future. 

1   We searched in the category with the Code 280000, which represents those companies that manu-
facture machines and related equipment. We also limited our search to the area of Northern 
Jutland; thus we only discuss fi rms from this region (in Danish: Fremstilling af maskiner og udstyr 
i.a.n). 
2   Th e Singapore-controlled subsidiary Den-Jet Nordic A/S was replaced by Reo-Pack A/S. 
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    Case Studies 

    Case 1: Fransgard Maskinfabrik A/S 

  General characteristics : Fransgard Maskinfabrik A/S is a machine- building 
company located in the rural Western part of Northern Jutland. Th e 
company produces a range of forest machines for towing, mowing, and 
transporting harvested tree logs. Th e company also produces harvesting 
equipment which can be used as an add-on for mounting on tractors. 
Additionally, the company produces machinery for road building and 
maintenance equipment, for example, levellers, spreaders, or snow blow-
ers and machines for removing snow. All products are mounted on trac-
tors and powered by electric motors or by hydraulic technology with 
electricity supplied from the carrying tractor. Enhancing the function-
alities of tractors, the product range is of a reliable, rugged, and durable 
quality. IT intelligence is not implemented, as all items basically serve 
as add-ons, which are mechanically mounted on tractors. Th e company 
employs 40 people, and has in the last fi ve years shown a solid and stable 
income situation and a positive balance sheet. 

  Internationalization : Fransgard Maskinfabrik A/S has no foreign sub-
sidiaries, but about 90 % of production is exported to a large variety of 
foreign markets (Table  13.1 ).

    Vertical integration : as material input, Fransgard Maskinfabrik A/S 
sources standard input such as pre-processed steel, electrical and hydraulic 
components, as well as supplementary input. In the future, suppliers may 
change their modes of operation, which could also aff ect the way in which 
the company sources input to the production processes. Products are 
 processed by manually operated production equipment, and apart from 
these there is little automation in the production process. Th e  production 
fl oor is mostly operated manually, apart from IT offi  ce   equipment. 

   Table 13.1    Fransgard Maskinfabrik A/S   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 40  2.5  2  5 

   Source : Based on data from NNErhverv (2015)  
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Finished products are then shipped to intermediary dealers which are, as 
we mentioned, mostly located abroad. In terms of vertical integration, we 
see little immediate scope for implementing cyber physical production 
processes, either at the level of the upstream supply chain or in manu-
facturing processes, as the company’s products apparently have no or few 
IT-related components. With regards to the downstream supply chain, 
international distribution may be aff ected by general changes in the way 
international distribution is organized. 

  Horizontal integration : Fransgard Maskinfabrik A/S produces rugged 
and solid dedicated equipment sold to customers in the primary sector 
in agriculture and forestry through a network of internationally and geo-
graphically distributed dealers who act as intermediaries. Th e company 
is embedded in the agricultural and rural area of Western Denmark and 
rooted in the local community. Th e company could expand horizontally 
through collaboration with external partners who have the same position 
in the global value chain as it has, or by mergers and acquisition. It is 
doubtful if there would be any immediate apparent strategical logic in 
expanding horizontally. With quite a diverse product range, the com-
pany’s internal processes are not highly automated. It is therefore unlikely 
that economies of scale or scope could be achieved. Since IT is mostly 
absent, there is apparently little potential for the inclusion of digital tech-
nologies into physical components. 

  Major fi ndings : due to the nature of the value chain where Fransgard 
Maskinfabrik A/S is active, both from the vertical and horizontal per-
spective, the prospect for the implementation of Industry 4.0-related 
practices is limited in the short- and medium-term future. Depending on 
future initiatives of suppliers and subsequent changes in business practices 
towards the upstream direction of the global value chain, the company 
may have to adapt its modes of operation. Looking at the downstream 
direction of the value chain, for the time being customers will probably 
keep their conservative stance, so changes can only be expected in the 
long-term future. With geographically widely dispersed end customers 
in the primary sector (agriculture and forestry), market change can be 
expected to be slow. In the short- and mid-term Fransgard Maskinfabrik 
A/S will probably not need to adapt to Industry 4.0-related changes, 
which limits future potential in this direction. On the positive side, the 
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company does not seem to be exposed to signifi cant risks brought about 
by Industry 4.0, since it has a solid position in its market niche. Th e 
extensive export activities and the nature of intermediaries as well as end 
customers also contribute to solidifying the position of the company.  

    Case 2: Teksam ApS 

  General characteristics : Teksam Aps specializes in dry-cast concrete machin-
ery production. Th e company is located near a deep water seaport in the 
relatively remote North-Western part of Denmark. Specializing in process-
ing technology for dry concrete, the company is a supplier to the con-
struction industry and specializes in producing machinery for complicated 
concrete shapes and forms. As its main competence, the company produces 
machinery that can accommodate the customer’s need for highly modular-
ized elements. Opposed to the wet-cast concrete variety, which comes in 
liquid form before drying out, dry-cast concrete is used in applications 
where buildings and structures need to be formed in more complex shapes 
and forms. Dry-cast concrete is used when there should be a fl ow around 
objects, for instance when there is a need for reinforcement. At the com-
pany’s technological core is the technology, which implements unidirec-
tional vibrations in the machinery products. In particular, dry-cast concrete 
is used in applications where it is necessary to create a range of identical 
pieces with one and the same form. One of the advantageous properties 
of dry-cast concrete is the ability to create specifi c shapes for dedicated 
applications in the construction sector. As one example, dry-cast concrete 
is used to build solid road barriers, which are sometimes used to redirect 
traffi  c or to separate driving lines. Th ere are many possible applications 
for this technology. It is possible to produce concrete benches or channel-
ling elements than can be used to conduct water as outfl ows fl ow parallel 
to roads or highways. With 20 employees, the company has a diff erenti-
ated product line consisting of steel material, hydraulic technology, and 
electronics which are operated through manual controls. In the last fi ve 
years, the company has demonstrated a positive performance although the 
income situation has been declining. Although equity could be preserved, 
the declining balance sheet indicates a reduction of external debt. 

13 Industry 4.0 and SMEs in the Northern Jutland Region 321



  Internationalization : Teksam Aps has built up a network of agents 
and collaboration partners in diverse geographical locations like the 
USA, Canada, Mexico, and India, and including various partners in 
European countries. Th e company also attends international trade 
shows (Table  13.2 ).

    Vertical integration : essentially, Teksam ApS is (similar to Fransgard 
Maskinfabrik A/S) a metal processing engineering company. In the 
upstream value chain direction, the company is sourcing processed input 
material in the form of steel and other products needed to construct 
vibration-based dry-cast concrete machines: electrical motors, hydraulic 
components, etc. With a relatively small base of employees, the company 
constructs a line of quite complex products. On the shop fl oor, work 
is conducted manually without much automation, which is typical of 
SMEs in this size range. Th e company has been successful in building 
up mid-level technological competences in vibration technology for dry- 
cast concrete which gives competitive advantages and potential for value 
creation. From the upstream value chain position, where standard input 
is sourced, Industry 4.0-related initiatives will most likely come from the 
supplier side. For Industry 4.0-related development prospects, the most 
interesting opportunities may be identifi ed in the downstream direction 
of the value chain. Th e company’s products are serving the construction 
industry and can be employed for building infrastructure projects. 

  Horizontal integration : Teksam ApS is serving the construction and pub-
lic infrastructure sectors where large-scale projects are frequent. As Industry 
4.0 gains track, there might be a need for new type of buildings and public 
infrastructure where individual custom design is required. Th e company is 
able to produce specialized modularized components which may be very 
specifi c to the individual case. Today, construction projects are handled in 
standardized ways, for example, there could be a larger lead constructor 

   Table 13.2    Teksam ApS   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 20  0.35  0.4  1.1 

   Source : Based on data from NNErhverv (2015)  
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who is working with a number of sub-suppliers. In other cases, smaller sup-
pliers can collaborate on a larger project. Because of its specialization and 
special competence it has built up, the company could participate in such 
types of Industry 4.0-related construction projects where there is a need for 
fi rms who are able to deliver specifi c and modularized input. 

  Major fi ndings : it is reasonable to assume that the construction and 
infrastructure sector may become aff ected by Industry 4.0. For suppliers 
of input who contribute in the building processes, there may be attrac-
tive new opportunities as a result of changing modes of collaboration 
between fi rms that contribute to input. Th ese opportunities came as a 
result of changes in the vertical and horizontal structures of the global 
value chain. In the future, Industry 4.0 will most likely make an impact 
on the construction industry. For example, architects can use software 
programs for architectural design and organization, which can send calls 
for bids to potential suppliers. If Teksam ApS develops the ability to 
implement corresponding digital interfaces to receive bids, the company 
could profi t substantially from upcoming Industry 4.0-related opportu-
nities. To be able to profi t from such opportunities, the company needs 
to be able to adapt to future changes and requirements. In particular, the 
company needs to upgrade its product line to provide IT interconnectiv-
ity where it has not, at this point, built up the relevant competences. For 
a smaller company like Teksam ApS, this can be a substantial challenge 
due to ingrained traditions but also due to availability of relevant compe-
tences in the local labour market. 

 Teksam ApS is located in a remote area with a seaport where the com-
petences of the local population may not be in line with the company’s 
future requirements in terms of employees’ qualifi cations. If the company 
were located in the Danish capital of Copenhagen, where there is a larger 
workforce with relevant competences, these types of challenges might be 
easier to overcome.  

    Case 3: Reo-Pack A/S 

  General characteristics : Reo-Pack A/S is a company specializing in pack-
aging technologies for large-scale merchandise. Reo-Pack A/S produces 
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equipment for automated pallet wrapping, handling, and labelling. 
Being located 50 km south of the regional capital of Aalborg in the rural 
Western part of Northern Jutland, the company has 55 employees. In 
terms of product lines, the company has special competences in wrap-
ping pallets which are used for handling larger and heavier quantities of 
merchandise. Th ere is also machinery for handling and wrapping pallets 
and products like large paper rolls. Another machine in the product line 
wraps waste paper in large chunks. Wrapping takes place with plastic foil, 
which is wrapped around the product with a palette underneath for sta-
bility and ease of transportation, for example, by fork lifting equipment. 

  Internationalisation : with subsidiaries in Germany and Great Britain, 
Reo-Pack A/S has exported to more than 25 countries (Table  13.3 ).

    Vertical integration : as a mechanical engineering company, Reo-Pack 
A/S sources pre-processed metal components, hydraulic technology, 
and electronics including electrical motors. From the upstream perspec-
tive – just as is the case in the companies we discussed above – Industry 
4.0-related initiatives can be initiated by suppliers or by the company 
itself. Th e range of suppliers is diverse and the company is sourcing inter-
nationally. Given the industrial sector where the company is active, spe-
cifi c opportunities may come up. Due to new individualized products 
and services, individualized packaging solutions will be needed (Jazdi 
 2014 ). Industry 4.0 will lead to new systems in distribution and pro-
curement, where fl exibility becomes important to serve individualized 
customer needs. As a small and fl exible company, it will be able to draw 
substantial benefi ts if it is able to adjust internal processes so that cus-
tomers can be served individually. Th is means that Reo-Pack A/S needs 
to build up competences to produce adaptable packaging machines with 
interfaces that support individualized product confi gurations along the 
stages within the value chain. Large industrial fi rms are most likely to 
start new initiatives in this direction and given that these can be devel-
oped, suffi  cient negotiating power will follow suit. On the factory fl oor 

   Table 13.3    Reo-Pack A/S   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 55  0.35  0.8  4 

   Source : Based on data from NNErhverv (2015)  
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the company is not deviating from the practice of relying on automated 
machines and manual handling of the shop fl oor, just as is in the case of 
the other fi rms discussed in this chapter. 

  Horizontal integration : For Reo-Pack A/S substantial opportunities can 
evolve through Industry 4.0. As a relatively small player, the company 
can collaborate with other players who compete at the same horizontal 
stage of the value chain. As existing manufacturing systems are becom-
ing increasingly decentralized, the result will be an increased decom-
position of classical production hierarchies leading to decentralized 
self- organizations (Lasi et al.  2014 ). In this scenario, there will be greater 
demand for fl exible solutions to handle and package diverse products and 
related services. Reo-Pack A/S could become an interesting collaborator 
with similar companies in the packaging engineering sector. In this way, 
potential customers could profi t from distributed and diversifi ed off er-
ings, which could be fl exibly adapted to changing market requirements. 

  Major fi ndings : Industry 4.0 holds the potential for new options by 
integrating a variety of application systems. For this to become possible, 
partners in cyber-physical networks need to continuously act upon real- 
time information in market environments that are changing rapidly. In 
cyber physical systems, the fl ows of tangible goods are a mirror transfer 
of digitalized information across data networks. In general terms, this 
increases the need to make the logistics more versatile in order to handle 
physical products, so that tangible products can be handled in effi  cient 
and fl exible processes. Specializing in packaging technologies, Reo-Pack 
A/S can profi t from upcoming opportunities if it si able to link its own 
system (production and end products) into the information fl ow. For 
example, the company’s packaging systems would wrap a range of fl exibly 
manufactured items according to specifi ed sellers’ instructions. One item 
in a production line would, for example, be stored in a local warehouse, 
while the next one would be sent overseas by ship freight. According to 
the destination of the products, there will be varying requirements and 
diff erent packaging techniques and related input materials. Th erefore, 
Reo-Pack A/S will need to build up competences for equipping its pack-
aging machines with computational intelligence so that it can respond 
to individual customer requirements. It will be critical for the company 
to fi nd qualifi ed personnel with competences in IT in order to be able to 
profi t from the new opportunities.  

13 Industry 4.0 and SMEs in the Northern Jutland Region 325



    Case 4: Dansk Varmepumpe Industri A/S 

  General characteristics : through a dense network of dealers in Denmark 
and Norway, Dansk Varmepumpe Industri A/S off ers terrestrial heat 
solution for end customers. To serve their market segment, the company 
off ers a range of geo-thermal heat pumps and related equipment. Th e 
company also develops and commercializes technologies to combine geo- 
thermal with solar energy. Dansk Varmepumpe Industri A/S has compe-
tences in off ering complex solutions to satisfy individualized and specifi c 
customer needs. Customers are in the business to business (B2B) as well 
as in the business to consumer (B2C) market segments. Th rough a net-
work of dealers, the companyreaches out to end customers to deliver 
turn-key solutions through its dealer network. 

  Internationalization : Dansk Varmepumpe Industri A/S relies on its 
extensive dealer network in Denmark. In terms of international presence, 
the company has a less dense (compared to Denmark) network of dealers 
in neighbouring Norway (Table  13.4 ).

    Vertical integration : being embedded in the supply chain, Dansk 
Varmepumpe Industri A/S can profi t from fl exible sourcing of inputs. If a 
suffi  cient degree of modularization and automation can be achieved, the 
company will be able to serve individual customer requests. Th e company 
needs to focus on sustainability and resource effi  ciency in the design of 
its own manufacturing process, as well as on the implementation of cus-
tomer-centred products and services. In the future, market demand can be 
expected to be more individualized and fragmented (Lasi et al.  2014 ). To 
satisfy expected demand, the company strives for increased modulariza-
tion with clearly defi ned interfaces to improve its own product lines. Th e 
company could benefi t from a higher degree of modularization in two 
ways. Firstly, on the shop fl oor modularization would facilitate fl exible 
and, if possible, automated production. Production of specifi c modules 
could be sourced from third parties. Secondly, the implementation of a 

   Table 13.4    Dansk Varmepumpe Industri A/S   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 31  0.69  2.5  3.6 

   Source : Based on data from NNErhverv (2015)  
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modular system would help to satisfy specifi c customer requests in terms 
of functionality and scope of the products and services. 

  Horizontal integration : if successfully managed, Dansk Varmepumpe 
Industri A/S could profi t from opportunities stemming from the emer-
gence of cyber-physical systems. In the energy sector, such developments are 
already clearly visible. For example, the spot price of energy (for example, 
in the form of electricity) is determined by future expected developments 
in the energy market. Such developments can be weather or predicted 
availability of energy sources. For example, the company could develop 
technologies, which enable installations to anticipate market expectations 
autonomously and adapt energy management correspondingly. Th rough 
modular technology, there will be opportunities to cooperate with horizon-
tal partners in building up cyber-physical systems. In this way, smaller com-
panies can link up to compete against larger competitors in the industry. 

  Major fi ndings : the green energy sector, in which Denmark is among 
the technology leaders, off ers attractive prospects. In the long run, the 
need for resource effi  ciency will increasingly return to the political agenda 
and potentially lead to new policy initiatives pushing for new technolo-
gies with a potential to develop new type of products and services. Th e 
need to fi nd fl exible solutions for energy consumers who have diff erent 
requirements off ers potential for successful future business development. 
Dansk Varmepumpe Industri A/S, in developing and selling solutions for 
the application of terrestrial heat for heating buildings, can create oppor-
tunities through developing collaborative solutions with other fi rms who 
off er similar or complementary green technologies. Th ese could be fi rms 
in the solar energy sector or trading companies that specialize in trading 
spot and future contracts for electricity supply. Such types of collabora-
tion can lead to new cyber-physical systems where hardware functionality 
merges with computational intelligence, thus off ering substantial future 
potential for a small company like Dansk Varmepumpe Industri A/S.  

    Case 5: Jydsk Løfte- og Maskinteknik ApS 

  General characteristics : specializing in the manufacture of lifting and han-
dling equipment, Jydsk Løfte- og Maskinteknik ApS is located in the 
industrial area of the town of Hobro, close to the highway that links 
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Aarhus to the Northern Jutland regional capital of Aalborg. Th e company 
produces hand tools for more comfortable lifting and handling for simple 
muscle power driven applications that can be useful in logistic distribution 
centres where a multitude of packets need to be handled in a comfortable 
way by operating personnel. Apart from such relatively simple tools, the 
company has built up special competences for vacuum driven lifting tech-
nology for lifting materials like steel-sheets or glass panels. Based on its 
specifi c competences, the company off ers solutions to equip commercial 
buildings and warehouses with crane installations for lifting and handling 
diverse merchandise. With these technologies, even heavy items, which 
could not be lifted by human power, can be handled in an easy and swift 
way by one single person. Th e lifting equipment can be highly customized 
to a specifi c client’s needs. For example, repetitive tasks like moving heavy 
panels around on the factory fl oor can be solved by the robots the com-
pany produces. Th ese robots can be deployed in scenarios where humans 
should not work because of security or health- related considerations. In 
addition to its product off erings, the company off ers an after-sales service 
to maintain the installations during their life cycle (Table  13.5 ).

    Vertical integration : similar to the above discussed cases, Jydsk Løfte- 
og Maskinteknik ApS sources pre-processed metal products, as well as 
a range of other input components like electrical equipment and other 
special material. As a result of Industry 4.0, there will be increasing 
requirements for new modes of organizing new systems in distribution 
and logistics. Th is off ers new opportunities for business development, 
but being a small company with limited experience in IT technologies 
and implementing computational intelligence, the company will be chal-
lenged to update its capabilities. If it can manage the upgrading eff orts 
and successfully move into becoming an integrated player in new cyber- 
physical systems, the company has the opportunity to occupy attractive 
market niches. 

   Table 13.5    Jydsk Løfte- og Maskinteknik ApS   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 35  1.8  0.68  1.42 

   Source : Based on data from NNErhverv (2015)  
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  Horizontal integration : Jydsk Løfte- og Maskinteknik ApS is mainly 
integrated to the upstream and downstream side of the supply chain. 
With it product specialization, the company needs to fi nd methods of 
cooperating with other fi rms at the same horizontal level of the supply 
chain to complement its own capabilities. With increasing integration of 
product intelligence into existing physical products, the company could 
move into production of modular components that could be intercon-
nected with the products of other fi rms at the horizontal level to off er 
specifi c and individualized solutions to customers on the downstream 
side of the value chain. 

  Major fi ndings : although Jydsk Løfte- og Maskinteknik ApS does not 
have exclusive competences, being an SME with a high degree of fl ex-
ibility and a focus on services, the company has the potential to success-
fully compete within Industry 4.0 scenarios. Th e company is exposed 
to competition from large internationally-oriented specialists in robotics 
for handling merchandise where it will not be able to compete in all 
application scenarios. Th erefore, the company needs to fi nd and occupy 
a market and operational niche in a decentralised scenario where it can 
successfully operate and be shielded from larger competitors. Due to its 
small size and fl exibility, this fi rm has the ability to develop solutions for 
specifi c customer needs. As is the case with other fi rms in this sample, 
there is a need to develop addition competences in IT. As computational 
intelligence will be merging with physical systems, the company risks 
being left behind if it is not able to upgrade its competences to integrate 
computational intelligence into the existing systems to link into upcom-
ing networks based on cyber physical technologies.  

    Case 6: Nordmark Maskinfabrik A/S 

  General characteristics : Nordmark Maskinfabrik A/S takes a position as 
a sub-supplier to the heavy machinery construction sector, for instance 
the windmill industry. Th e core competence of the company is in CNC 
(Computerized Numerical Control) processing of heavy items of up to 
80  tons. Th e company has the capabilities for eff ective mass produc-
tion, but can also process highly specifi c and customized single orders. 
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Th e company has specialised in 3D (three dimensional) form process-
ing and accumulated competences in precise production of complicated 
prototypes. Th e company acts as a consultant in the areas of design, 
development, and construction of complex technologies in machinery 
technology. Th e company operates out of three main production sites, 
two in Northern Jutland and a third – in Mid-Jutland south of Aarhus. 
Moreover, there are more than 20 CNC treatment centres the company 
can draw on, which enables it to deliver to the entire European mar-
ket. It also off ers services in quality management as well as storage. Th e 
company is continuously investing in new technologies and additional 
production capacities (Table  13.6 ).

    Internationalization : Nordmark Maskinfabrik A/S exports to European 
markets. 

  Vertical integration : in the vertical value chain, Nordmark Maskinfabrik 
A/S currently takes a position between machine construction companies 
from which it purchases production equipment and is a supplier to pro-
ducers of heavy industrial equipment. In this position, it acts as an inter-
mediary, creating links by producing intermediary products. To bridge 
the link between the upstream and down-stream supply chain, the com-
pany also acts as a designer for prototypes and provides a variety of con-
sulting services. Th e company acts as a facilitator by off ering warehousing 
services. In this position, the company has a double function as a pro-
ducer of intermediary industrial input, and perhaps more importantly, as 
a conduit for technical and process knowledge within the supply chain. 

 CNC provides tool marking machines which can produce metal work-
pieces with very high precision. CNC machines are controlled by means of 
CAD (computer aided design) programs. With CNC and CAD, Nordmark 
Maskinfabrik A/S already has a technology in place which has the potential 
to be integrated into more wide-spanning Industry 4.0 applications. 

  Horizontal integration : CNC and CAD technologies can facili-
tate global value chain integration at the vertical level. Likewise, these 

   Table 13.6    Nordmark Maskinfabrik A/S   

 Number of 
employees 

 Gross income 
 (in mln euro) 

 Equity 
 (in mln euro) 

 Balance 
 (in mln euro) 

 70  5.7  4.9  12 

   Source : Based on data from NNErhverv (2015)  
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 technologies off er the potential for horizontal integration, which has not 
been fully exploited. As a strategic facilitator, Nordmark Maskinfabrik 
A/S is currently linked to the upstream and downstream of the supply 
chain, with little horizontal connections. As Industry 4.0 starts to gain 
ground, there is a potential for increased expansion of the supply chain in 
the horizontal direction. With expected individualization of demand and 
increasing negotiating power of buyers, it could become an interesting 
proposition for the company to work with fi rms who have complemen-
tary product off erings. Th e requirements for increasing individualization 
from the buyer side can make it attractive and necessary to collaborate 
with other specialists at the same horizontal level in order to complement 
the individual competences of each fi rm with the aim to better serve 
customer requirements. 

  Major fi ndings : among this sample, Nordmark Maskinfabrik A/S is per-
haps the company that shows the most interesting potential for Industry 
4.0 development. Acting as a producer of intermediary industrial input 
that complements its off ering with other knowledge intensive services, 
like consulting, where a high degree of technological and logistical pro-
fi ciency is required, the company may eventually shift to a position of 
provider of specifi c knowledge and play out its competences in its fi eld. 
As both producers of mechanical engineering production machines and 
assemblers of heavy industry move into Industry 4.0, the company has 
the potential to act as a channel for transmission and coordination of the 
upstream and downstream side of the value chain. As conditions become 
more complex as a result of technological changes and increasingly spe-
cifi c end customer demands, the company could create new horizontal 
links to enhance the performance and functionalities of its intermediary 
production as well as develop and enhance knowledge intensive services.    

    Conclusions 

 We fi nd that Industry 4.0 off ers opportunities to all investigated compa-
nies, although to varying degrees. Th ese companies have a solid technol-
ogy, which is proven and accepted in their respective markets. Th e degree 
of technological intensity diff ers between the companies: with products 
that are mechanically mounted on tractors Fransgard Maskinfabrik A/S 
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has not implemented digital interfaces in its products and there is appar-
ently no immediate reason why it should start doing so. Th erefore, in 
the sample Fransgard Maskinfabrik A/S is probably still the most distant 
from Industry 4.0. As a machinery supplier to the construction industry, 
Teksam ApS has potential for Industry 4.0-related developments. Teksam 
ApS technology helps customers in the construction industry to create 
and shape specifi c shapes and forms, off ering interesting market devel-
opment potential if Teksam ApS is able to initiate the necessary techno-
logical trajectory. Th ese two fi rms source input material from suppliers 
of pre-processed input materials such as steel sheets. Th ey also source 
manufactured components such as electrical motors and hydraulic equip-
ment. Here Industry 4.0 potential may be limited, at least in the mid- 
term, unless the suppliers change their practices and start implementing 
new innovative technologies, which may force the fi rms in our sample to 
react and likewise update their supply chain in line with the Industry 4.0 
framework. 

 Specialising on the market for logistics solution, Jydsk Løfte- og 
Maskinteknik ApS and Reo-Pack A/S have both in their own way prom-
ising potential, since Industry 4.0 demands technology with fl exibility in 
packaging and handling. Th ese two companies off er technologies which 
are technically solid but do not live up to future requirements in terms 
of IT integration. In this sense Nordmark Maskinfabrik A/S is already 
much ahead on the learning curve since this company is in possession of 
and able to handle diverse IT technologies. Dansk Varmepumpe Industri 
A/S also has interesting potential since it is well positioned to link into 
upcoming networks of green energy supply. 

 All of these companies have, albeit to a varying degree, potential for 
the adoption of Industry 4.0 oriented development. However, we also 
identify signifi cant hurdles the companies need to overcome if they want 
to be successful players in future Industry 4.0 developments. With the 
exception of Nordmark Maskinfabrik A/S and Dansk Varmepumpe 
Industri A/S, who are already mastering digital technologies, all other 
fi rms have no or little relevant IT capabilities. Th is can turn out to be a 
problem for the future, as technologies increasingly move into Industry 
4.0 applications. To achieve integration of physical hardware and com-
putational intelligence, the companies need to learn how to implement 
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the necessary hard- and software interfaces so that they can link up into 
cyber-physical systems. In this area, the main challenge will be the identi-
fi cation of suffi  ciently qualifi ed personnel with IT competences. None of 
these companies has the required technological competences, and we can 
expect that it will be diffi  cult to fi ll this gap. To conclude, we identifi ed a 
number of challenges the companies need to overcome:

•    Add computational intelligence to existing operations and products.  
•   Streamline the vertical value chain, in particular operations on the 

shop fl oor.  
•   Collaborate with new partners at the horizontal level to complement 

their off erings which could be necessary to satisfy future individualized 
customer demand. 

 Industry 4.0 can create substantial changes in negotiating 
power between the implied parties, and these issue has yet to be 
explored. A firm with sufficient negotiating power may, through 
implementation of Industry 4.0, improve its negotiating power. 
Industry 4.0 will lead to open standards and increased transpar-
ency. Openness can bring third party competitors into the frame 
when standards and operational interfaces become increasingly 
transparent. 

 For all companies, the question is if and when to initiate Industry 
4.0 development. Th e companies could start implementing Industry 
4.0 independently of the suppliers. Th is would most likely happen 
through changes in the downstream value chain. Such changes could 
be triggered by substantial changes in the industries in which the com-
panies in this sample are active. Naturally, the question is when and in 
how this will occur. As we discussed in the introductory part of this 
chapter, new cyber-physical production systems will lead to new ways 
of serving customers not only through adapting and individualizing 
components, but also in the product development stage, the planning 
stage of production, as well as the production processes themselves. 
Such changes would naturally have a signifi cant impact on the way the 
companies in this sample organize their internal value chain. Moreover, 
Industry 4.0 changes have the potential for new business model inno-
vations. New opportunities for organizing the value creation process 
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can attract new entrants with innovative ways of organizing their oper-
ations, which might then threaten incumbent industry players. 

 As we saw, all companies are niche players in their respective mar-
kets and are currently showing satisfactory success and stability. With 
one exception where internationalization is limited, they show a sub-
stantial international presence, which can provide additional stability. 
All fi rms enjoy satisfactory performance but it also becomes clear that 
their resource base is relatively limited. If the companies are not capa-
ble of fi nancing the necessary upgrade of operations to accommodate 
Industry 4.0, they may be left behind and other competitors will take 
advantage of upcoming opportunities. 

 A second signifi cant problem is the availability of qualifi ed personnel. 
If the fi rms in our sample engage in Industry 4.0, they need to signifi -
cantly upgrade the competences of their staff , in particular with regards 
to IT. As fi rms start to engage more in Industry 4.0, the scarcity of IT 
competences may become more accentuated in future. Demographic 
changes and international competition might make it more diffi  cult to 
fi nd personnel with the required competences. As a high taxation coun-
try and with a language that is relatively diffi  cult to learn for many for-
eigners, fi nding a qualifi ed workforce in the international markets may 
be an uphill battle for Danish SMEs, in particular if they are located 
away from urban centres, which are currently seen as attractive places to 
live. Political decision-makers should therefore put Industry 4.0 on their 
agenda now for designing the right steps to secure future development.         

   References 

    Abernathy, W. J., & Utterback, J. M. (1978). Patterns of industrial innovation. 
 Technology Review, 64 , 254–228.  

    Gaudeul, A., & Giannetti, C. (2013). Th e role of reciprocation in social net-
work formation, with an application to life.  Journal of Social Networks, 35 (3), 
317–330.  

    Iacobucci, D., & Hoeffl  er, S. (2016). Leveraging social networks to develop 
radically new products.  Journal of Product Innovation Management, 33 (2), 
217–223.  

334 A. Decker



   Jazdi, N. (2014). Cyber-physical systems in the context of Industry 4.0. in auto-
mation, quality and testing.  Robotics 2014 IEEE International Conference : 
1–4.  

     Lasi, H., Fettke, P., Kemper, H.-G., Feld, T., & Hoff mann, M. (2014). Industry 
4.0.  Business & Information Systems Engineering, 6 (4), 239.  

   Schlaepfer, R., Koch, M., & Merkhofer, P. (2015).  Industry 4.0 challenges and 
solutions for the digital transformation and use of exponential technologies . 
Technical Report, Deloitte.  

   Wang, S., Wan, J., Li, D., & Zhang, C. (2016, April). Implementing smart fac-
tory of Industry 4.0: An outlook.  International Journal of Distributed Sensor 
Networks .   http://www.hindawi.com/journals/ijdsn/2016/3159805/    . Accessed 
12 Apr 2016.    

13 Industry 4.0 and SMEs in the Northern Jutland Region 335

http://www.hindawi.com/journals/ijdsn/2016/3159805/


337© Th e Editor(s) (if applicable) and the Author(s) 2017
S. Marinova et al. (eds.), Value Creation in International Business, 
DOI 10.1007/978-3-319-39369-8_14

    14   

         Introduction 

 Value creation in small- and medium-sized fi rms (Moore and Manring 
 2009 ) is often associated with their operations in global value chains or 
global production networks (Chetty and Holm  2000 ). In this process, 
companies exchange inputs and/or outputs with domestic and foreign 
fi rms in dyadic transactions while value is sequentially added in a way 
that is not clearly identifi ed, just as when more sophisticated activities are 
performed transactional value is added until the fi nal customer is reached 
(Ritchie and Brindley  2000 ; Kumaraswamy et al.  2012 ). Nevertheless, 
there is little discussion of how value is created or derived throughout 
these transactions. Instead, in line with neoclassical economics, it is gen-
erally assumed that value is created through fi rms’ participation in value 
chains and, ultimately, ‘consumed’ by individual customers. Th e mar-
keting literature has been exploring value creation as a process creating 
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value for the customer to use or co-created with the customer based on 
his/her preferences. Moreover, research by Vargo and Lusch ( 2011 ) and 
Akaka et al. ( 2013 ) has prominently developed a service-ecosystems per-
spective that places centrality to context in value creation, developing 
the ideas of service exchange, integration of resources, value co-creation, 
and value-in-context (Akaka et al.  2013 ). Th e concept of value creation 
has also been embraced and made central in the understanding of the 
nature of marketing by the American Marketing Association (AMA) so 
that the product is no longer the object of exchange between a fi rm and 
its customer, but it is an off ering, a bundle that creates value for the 
immediate customer, various parties that make the bundle happen, and 
the society at large. Th e AMA defi nition of marketing adopted in 2013 
is: ‘Marketing is the activity, set of institutions, and processes for cre-
ating, communicating, delivering, and exchanging off erings that have 
value for customers, clients, partners, and society at large’ (AMA  2013 ). 
Business model researchers place value at the focus of a fi rm’s business 
model (Zott et al.  2011 ) and as such value transcends inputs, outputs, 
partners (suppliers and buyers), and determines the company’s costs and 
revenue, thus making value the backbone of each business organiza-
tion. Strategic management literature also adopts the concept of value in 
accordance to Porter’s Value Chain of a fi rm, which looks at all primary 
and support activities that through sequence and interplay create the 
margins for the fi rm and enable it to function and grow (Rindova et al. 
 2010 ). Meanwhile, innovation research claims that fi rms create value by 
increased and more eff ective research and development (R&D) (Sirmon 
et al.  2007 ), through explorative and exploitive innovation (Gupta et al. 
 2006 ), therefore, emphasizing a specifi c activity and a company or even 
a national platform that enables fi rms to create value. Consequently, aca-
demic literature, in spite of its specifi c perspective, shows an evident con-
sensus in developing the notion that value is central to the purpose of any 
business and is essential to the business, its business network of suppliers, 
customers and stakeholders, and to satisfying the customer needs and 
wants (Payne et al.  2008 ). 

 Th is chapter explores the ways in which value is created in a small 
and medium-sized enterprise (SME) operating in a traditional indus-
try that appears to satisfy a basic need for clothing, which has become 
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 diff erentiated by turning the basic need into an image, an identity and 
an aspiration, moving into the realm of fashion. Yet, marketing is not 
discussed as such, rather the focus is put on the understanding of how the 
company and its partners create ‘benefi t’ or ‘worth’ for themselves and for 
the customer. Value creation in international operations is explored from 
the perspective of a lead focal fi rm in a global network. Th erefore, a fi rm- 
focused perspective to value creation is taken, trying to unveil the role 
of this fi rm and its network attachments in the value creation process. 
Th us, this chapter explores the process of value creation at fi rm level in 
the context of a lead SME taking into consideration its partner network 
attachments.  

    Theoretical Background 

 Value in the context of SMEs is indeed about the ‘utility’ they create. Th e 
concept of ‘utility’ goes back to Adam Smith ( 2003  [1776]) and the eco-
nomic marginal utility theory that emerged on the foundations of Smith’s 
work (Kauder  1965 ). Th e value in business activities has developed on 
this basis with the attached interpretation of mostly the worth created 
in business transactions for the exchange parties. However, if we go back 
in time to the philosophical refl ections of Plato on value in  Th e Republic , 
created back in 360 BC, value is much more than transaction value. It 
is about intrinsic value and extrinsic, instrumental value with the latter 
being things that are needed (instrumental) to gaining other things that 
are good to have (Plato  2007 ). Th is arguably leads us to the understand-
ing that value can be both intrinsic and extrinsic and these two concepts 
do not exclude, rather they complement, one another. Th e intrinsic value 
in Plato’s thought is much related to internal worth or ‘goodness’ of a 
person, something deeply internally embedded that shapes one’s morale 
and beliefs. Th e extrinsic value is associated with things and, therefore, 
it exposes the importance of the ‘thing’, which could be an object, a 
product, an activity, or anything that is external to a person and brings 
some instrumental value for that person. In addition, the worth itself is a 
matter of perception, the perception of the person who gets the worth of 
the ‘thing’ and thus has a subjective evaluation and interpretation, which 
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may or may not be shared by other persons. In line with this, Holbrook 
( 1999 ) categorizes three dimensions of user value, i.e. (1) intrinsic- 
extrinsic, (2) self-oriented versus other-oriented, and (3) active-reactive. 
Th e intrinsic-extrinsic dimension is applied when a product is valued 
because of its qualities as an end product or is a means that helps some-
one gain something else. A self-oriented versus other-oriented dimension 
relates to the value of the product to the end user or because of its worth 
to someone due to the reactions of others. Th e active-reactive dimen-
sion is about the involvement of a person in the value of the product. 
Based on these dimensions, Boztepe ( 2007 ) has identifi ed four groups 
of value: utility (convenience, quality and performance, and economy), 
social signifi cance (social prestige and identity), emotional (pleasure and 
sentimentality), and spiritual. 

 Scholars have long played with this value terminology in axiology (the 
philosophical study of value) (see for example, Bengtsson  2004 ; Mattsson 
 1992 ; Hartman  1967 ) and off ered various extensions to the interpreta-
tion of value. For instance, Hartman ( 1967 ) proposes that value should 
be seen as systemic, i.e. it is defi ned by a system and thus it exists within 
the limits set by that system and therefore is conditioned by it. Marx 
( 2011  [1867]) also sets value within contextual boundaries as he suggests 
that value exists in use and is realized in the process of consumption. 
Such an argument deserves attention as it purports that value exists in 
time and space, it can manifest itself in a context and in use. In this, 
we can then associate value created by a fi rm in certain space and time, 
value created within interactions with various network attachments that 
is diffi  cult to imitate, and thus derive the same value in another fi rm, 
within a diff erent context. In extending the arguments about the rela-
tionship between value and context, Giddens ( 1979 ) and Chandler and 
Vargo ( 2015 ) point to the interplay between individuals and the con-
text in which they exist, thus mutually constituting each other. Giddens’ 
( 1979 ) perspective suggests that within a specifi c context individuals are 
engaged in exchanges with others, thus people and things are connected 
in diff erent ways and things can be a resource for some people, while 
being liabilities for others in the same context. Th us, social structures 
shape contexts and context enables social structures within which value 
emerges and benefi ts its constituents. Th is premise is really important in 
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our argument as this chapter does not seek to explore the exchange value 
that our case context presents, rather we are going to see how value is 
created and co-created within a specifi c context of relationships and how 
this value shapes the context. Th us, we move away from what Bagozzi 
( 1978 ) discusses as exchange value whereby a company produces a prod-
uct that it exchanges with a customer, i.e. in which a transaction one 
type of value is exchanged for another type of value, which has been the 
object of study in most business and marketing investigations (with more 
recent exceptions in marketing thought by Vargo and Lusch  2004 ,  2008 , 
 2011 ; Lusch and Vargo  2006 , who introduced a service-dominant logic 
perspective as a new dominant logic for marketing). 

 Holbrook ( 1999 ) suggests that value is an interactive, relativistic pre-
ferred experience and customers participate in the creation of that experi-
ence. Such an approach has been adopted by the service-dominant logic 
developed by Vargo and Lusch ( 2004 ) who see the customer not only as 
part of the experience, but who participates in the acquisition and usage 
of the experience in which companies can off er value propositions and 
then it is the customer that determines, co-creates and gains the value in a 
specifi c context – at a certain place and time. While the service dominant 
logic has been mostly applied to fi rm-end customer value creation, Vargo 
and Lusch ( 2008 ) propose that value is not created by a single party, 
rather, it is created by the integration of resources pertaining to vari-
ous parties involved in an exchange process (Chandler and Vargo  2015 ). 
Th is specifi city is notable, as in value creation within a mutual service 
provision, all parties can be both in the role of providers and customers 
(Vargo  2009 ). Such transactions create a system of network attachments 
for value creation instead of a linear, chain-resembling sequential fl ow of 
value creation where every next part of the chain adds up value and thus 
value added grows as purported in global value chain studies. 

 Based on the above laid conceptual and theoretical underpinnings and 
embracing the meanings of intrinsic and extrinsic value, the value creation 
in a clothing company, provisionally called ClearBlue, is investigated tak-
ing into consideration its network attachments. Th e name ClearBlue is 
fi ctitious as the identity of the fi rm has to remain anonymous due to the 
requirements of the mutually agreed ethics code between the company 
management and the researchers. Th e company operates in the United 
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Kingdom promoting British design. It is present in numerous big mid-
upper- market retail outlets, has its own boutique and outlet shops, and 
since the fi nancial crisis of 2008 it has applied an Internet selling plat-
form. Th e company serves the mid-upper segment of the clothing market 
by relying on brand, region-of-origin design and quality. It started as a 
small creative designer-led company to become later an internationally 
recognized clothing brand name.  

    Methodology 

 Th e objective of this chapter is to unveil the complexity of value creation 
in its context. Consequently, we adopt the systems approach through 
which we can analyse the elements of the contextually defi ned reality that 
are mutually dependent on each other and thus identify the parts, the 
linkages between them, and their interactions. We apply a critical real-
ist perspective, which while accepting that reality exists independently 
of an observer, maintains that the world is socially constructed (Welch 
et al.  2011 ) as the observation is by its nature a subjective interpretation 
of reality (Easton  2010 ). Th us, we aim to explain ‘the entities and the 
mechanisms that connect and combine them to cause events to occur’ 
(Easton  2010 : 122) by considering their dependence on the context, as 
in other contexts the same mechanism may lead to diff erent outcomes 
(Sayer  2000 ). In the typology of theorizing from case studies by Welch 
et al. ( 2011 ) our critical realist case study refers to a contextualized expla-
nation as we ‘are concerned with accounting for why and how events are 
produced’ (Welch et al.  2011 : 749). 

 As we are looking at how value is created within a network attach-
ment system, where resources are used for the benefi t of other actors and 
simultaneous exchange processes occur across actors in complex service- 
providing and value creating relationships (Chandler and Vargo  2015 ), 
we apply an inductive theory building approach in which an initial set 
of empirical observations lead to generally applicable theorizing which 
can be refi ned using subsequent new data (Dyer and Wilkins  1991 ). Th e 
fi rm for the case study was intentionally chosen in view of the objective 
of the research through implementing sampling strategies required by 
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inductive research. As suggested by Miles and Huberman ( 1994 ), we 
selected an information-rich case of an SME in a traditional, garment, 
industry in a developed market economy considering that the value that 
such SMEs create, control, and capture is more substantive compared to 
similar SMEs in emerging markets and even more so in less developed 
economies. Th e case company, a British SME, treats its garment produc-
tion as fashion emphasizing the leading role of design. It creates value 
through exchanges with network attachments in its home market and 
internationally. Moreover, the British garment sector has experienced a 
shift from traditional production of clothes to fashion where more trans-
action value can be captured. Data were collected in 2015 through in- 
depth interviews with an owner (O), General Manager (GM), Marketing 
Manager (MM), Brand Manager (BM), Lead Designer (LD), and the 
Lead Buyer (LB) of the fi rm. We asked questions based on an inter-
view guide, observed the work of the designers, and used documentary 
evidence. Company records and publicly available data sources com-
plemented the case data that were used for the analysis. Th e case data 
were described in a narrative form and explored by comparing theory in 
extant literature and emerging from the data constructs (Yin  1984 ) in 
order to ensure in-depth case analysis (Miles and Huberman  1994 ) that 
served as a basis for construct identifi cation and conceptualization of the 
emerging patterns within the case. Although we apply a focal actor per-
spective (see Halinen and Törnroos  2005 ) we aim not only to describe 
sequences but also to identify patterns (Pettigrew  1992 ) and the under-
lying mechanisms that inform the patterns (Pettigrew  1997 ). In such 
an approach, holistic explanations become most important where the 
generalization is analytical (Yin  1984 ), and leads to theoretical proposi-
tions (Easton  1998 ).  

    Research Findings 

 Th e focus clothing company has been driven by the brand, the concept it 
is selling to the market and in this it is characterized as a niche company 
with a diff erentiated focus strategy that emphasizes its own style and image. 
All its activities and functions are aligned with this. Its  organizational 
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structure also supports its activities by allowing greater focus on the core 
competence of the company. As such, the well-established global brand is 
the fundamental pillar around which all types of value are created in the 
fi rm. Th e fi rm output is not production of clothing; rather, the company 
is brand-driven with its appropriate support structure:

  ‘We create a brand, a concept, an aspiration, an idea, consistent communi-
cations with customers, an image…we live with the brand…. and we have 
a diff erent organizational structure compared to a production company. Of 
course…we have a commercial structure with commercial activities for 
sales, licenses, royalties and the like; and a corporate part with HRM, 
fi nance, etc. Th e heart of the fi rm is the creative part, the brand; the mind, 
I suppose is the corporate part.’ (GM) 

   ‘We design, buy and sell clothes, diff erent line of clothes, but I would 
like to think that we are a brand company. At least, I think this is what we 
have become over time.’ (O) 

   ‘Th e brand and our networking skills, the way we work with all our 
partners makes the business what it actually is.’ (MM) 

   Th e shift from a manufacturing to a brand focus has led the company 
to outsource and off shore all its production and support activities and 
focus on its core activity. Th e change in focus has strengthened the work 
of the company with its customers, which has increased its ability to 
co- create emotional and utilitarian value, value-in-use with the custom-
ers as they not only monitor, but also share experiences. Th is develop-
ment came about as a result of the fi nancial downturn in 2008, when the 
 company realized that to withstand competition and fi nancial pressure, it 
had to increase its fl exibility and engage closely with the market.

  ‘Since 2008, we have outsourced IT, part of the fi nancial processes, part of 
the production, fabric sourcing… we have focused on the core business: 
product, service…product, service and design, sales, marketing design, 
sales, marketing…we do a lot from it…and it’s diffi  cult, really diffi  cult in a 
crowded market, but now we work very closely with our customers (B2B) 
[business to business] and we follow up our B2C [business to consumer] 
customers and their ideas and feedback, and we work together with our 
suppliers as well. Th ey want to experience our brand, to be part of this 
brand, to be in Britain…’ (O) 
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   ‘We have had some designs suggested by customers, colours, too…we 
have also changed some clothes as a shape…as they fi t better the changing 
shapes of our customers want.’ (LD) 

   ‘Social media has given us direct access to the voice of end customers, 
which is great, …we are engaging with them to know their experiences.’ 
(MM) 

   A key consequence of the company’s shift of focus is its increased agil-
ity, which gives it the opportunity to respond and foresee changes, to 
deliver new lines of fashion faster to the business and end customers. Th is 
approach is also in line with the thinking about the international market, 
which is where the key contacts are, those that can make it possible for 
them to realize the transaction value. In order to do this the company 
does not have a product sales approach, instead it bundles products and 
services in an off ering. Moreover, such thinking about the market and the 
consequent fl exibility are enabled by the nature of the fi rm as a design 
and sales platform for fashion clothing.

  ‘We are very focused, very, very focused…in this way now we can talk 
about our product and the whole idea is becoming more fl exible  – to 
respond to the customers, to scale up and down, to answer to new trends 
faster – the international market for us is our agents, distributors, end cli-
ents…those with whom we work…otherwise, the market is our catego-
ries – I mean from a product perspective, but we try not to sell a single 
product, instead we try to sell a complete image, an off ering, several prod-
ucts and a competent service bundled together to create that image….we 
have to be extremely fl exible as a design and sales platform for clothing, 
….we are a design and …sales platform.’ (BM) 

   ‘Our core business is design…design …British design… design living in 
our brand. And our logo…when you are looking at the logo…well, you 
understand the history and our pride in our brand…everything is about 
the brand and the logo….easy to say, hard to do…and we cannot do it 
without our suppliers, customers, buyers, without our staff  and our part-
ners. We are sailing in the same boat together. ‘(MM) 

   Th e company is engaged in various formats of internationalization, 
direct exporting, Internet sales and shipping, has sales representative 
offi  ces, agents and distributors, but has divested from own production 

14 Value Creation in an SME from a Traditional Industry... 345



facilities overseas. Th us, it has become clear that value is created in the 
fi rst place by the global brand and working together within ‘a complex 
net of relationships’. Th e GM described his role as someone who has to 
fi ne tune all relationships and make sure that all details in production 
and quality are agreed and delivered upon, as well as always keep in con-
tact with the customers, agents, and distributors. In this sense, the com-
pany has to integrate the eff orts of the network of relationships to deliver 
value to the market, the network partners and itself. Moreover, the Brand 
Manager added that the network cannot be closed, rather it should allow 
for new creative, sales, and production input.

  ‘You are asking about how internationalization creates value…well 
we have a globally recognized brand, this is for us a global brand, a brand 
with a global appeal and customers all over the world – here is one level of 
internationalization; next we have designers we source in – another level, 
then we have suppliers – this is a diff erent type of internationalization, 
and then we have agents, sales offi  ces, distributors, we work with fashion 
retail chains, and we have our own stores overseas. It is a complex net of 
relationships  – and we have to be all happy together….diffi  cult…at 
times.’ (O) 

   ‘My role is to co-ordinate, integrate, fi ne-tune all activities, inputs 
and outputs, I feel I lead an orchestra, …it leads to many sleepless 
nights and long working hours…it is a globally dispersed orchestra 
where we are creating a distinctive music, ha, ha….enjoyable, isn’t 
it?…’ (GM) 

   ‘We have to be open, fl exible to bring in new designers, new ideas, 
new concepts, new partners, but we are also careful…we have to know 
that we can work with the new partner and there will not be big issues. 
We are in Russia and China, doing very well, but we have great partners 
in these countries…so it is diffi  cult, but for us, it is very good. And we 
did not say, no…we tried, it worked and we are doing great there…yes, 
we are open …and some new partners come, some others may not be 
very active for a while or may leave, close their shops, but then we fi nd 
new ones…’ (BM) 

   ‘Oh, competition is tough, really tough,…a lot…and we need to be 
very, very, very fl exible, otherwise we shall die…like many other small 
fi rms…’ (LB) 
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   Th e openness of the partner network and the importance of design 
were also brought into the interview by the Lead Designer.

  ‘Design for us is very important, we need to have specialists in each cate-
gory…and it is diffi  cult to get the best designers internally, so we need to 
get this special knowledge from outside – outside our country mostly to 
keep the British authentic appeal…so we fi nd this knowledge and then 
work with the designer…we share concepts, we compare models, we design 
together a style …actually, designers design, but together with us…what 
our brand needs….and they sell it to us, but we know what we are buy-
ing….if they don’t sell - they don’t earn money….’ (LD) 

   ‘It is about us together…the brand cannot go without the designers, …
you know, they cannot go without us….and it is a team…not sitting under 
one roof, but all the time we play and sing together…it is a concert and if 
there are problems, nobody will enjoy it…no, no,…’ (MM) 

   Th e General Manager and the Lead Buyer discussed the issues above 
by adding refl ections on the whole process that requires a join eff ort and 
a lot of integration of eff orts, processes, and relationships.

  ‘We have buyers sitting here for each clothing line – they work with our sup-
pliers, saying what we want, what price, what material, sizes, colour – OK 
and then they work with us and we work with them to make the best sample 
to take to the spring-summer and autumn-winter fairs. Th ere we get the 
customers and we have them all in…we say: what a nice piece of clothing, 
fantastic, great… Th en they like it or want some changes, we can decide if we 
can make them and agree with them…six months later we get the product in 
our warehouse, pack it, send it …it is all like ….putting all together as it adds 
up and then we all get great satisfaction….and the wallet is full.’ (LB) 

   ‘Five years ago, it was come in, take a look, do you like it…and all 
done…see you in six months. Now it is getting much more integrated with 
our customers …to reduce the time of holding items in stock or on the 
shelf, so we know all the time how goods are performing, what is needed, 
when new ones have to come in, what is preferred….it is highly inte-
grated…we follow all these key performance indicators…not because we 
or our clients want, …the bank wants…otherwise, it will close their busi-
ness… so we need to be integrated.’ (GM) 
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   Th e Owner, the General Manager and the Brand Manager were very 
much questioning the control function of the focal fi rm in the network 
of relationships.

  ‘It is not about control, …no…no…no, …nobody wants to be con-
trolled….it is about agreement, talking it through, discussions, fi nding 
solutions and then to contract….and of course some of it has become 
more like friends – people we know and work with closely…we cannot 
control, but we say what we believe in and then, they say and then we fi nd 
a way’. (GM) 

   ‘Of course we have to control quality and make sure quality is as we 
want it, we visit, we talk, we exchange many e-mails….and fi nally, we do 
quality check before we ship it here’. (O) 

   ‘On the basis of our experience, we have developed a supplier manual…
we apply the procedures everywhere…we always have access to the suppli-
ers… we can always bring an agent and say ‘Make a test for this or that’, 
but we just want to secure CSR, quality as needed, otherwise, we are part-
ners as long as our wallets….you know the wallet is very important…if it’s 
full then we are all OK.’ (BM) 

   Th e geographic spread of the fi rm is quite extensive and the MM com-
mented on it. Moreover, he was confi dent that emotional value is cre-
ated across markets with customers who support the brand and  identify 
with it.

  ‘Where we create value…good question: in England, Scotland and Wales, 
in Northern Ireland, so in the UK, …then we are in Germany – across 
Europe, Canada, the US, the Middle East, South Africa and some other 
African countries, although modest presence there, even in China, 
Australia, Russia….there are some specifi cs, but…it’s all ClearBlue brand, 
it lives, it gives satisfaction, identity, …this British identity, which people 
like and respect…and when we make many sales and people like us, some 
of those can really associate with the brand will contact us and want to be 
our agents – they like the brand, like the design, we all promote and live 
with this brand… interesting…’ (MM) 

   ‘…[T]he brand is a lifestyle: British lifestyle: a feeling of nature, beauti-
ful nature, understatement, sophistication, quality, authenticity…and then 
all customers and partners buy in that universe…’ (BM) 
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       Discussion and Conclusions 

 Global value chain (GVC) and supply chain management (SCM) 
research rest on the presumption that SMEs are usually suppliers of 
larger lead companies (Arend and Wisner  2005 ). Th is assumption is 
even more pronounced for SMEs in which suppliers and buyers are dis-
persed all over the world and which serve global customers. Th ere is 
little research from the perspective of an SME as the focal fi rm of a 
global value chain. In reality, lead SMEs in the garment industry exist 
and play a focal role in their supply chain, at the same time dealing 
with global partners of various size and country-of-origin. Such SMEs 
usually operate as fashion brand-led companies that set trends and oper-
ate independently, promoting utility and emotional value for their cus-
tomers. Th e latter is deeply engrained into the DNA of the fi rm, in 
its belief and value system that transcends those involved in the value 
chain. Using Gereffi  ’s ( 1994 ) conceptualization of global value chains, 
we fi nd out that our case fi rm plays the role of a lead brand integrator in 
a brand-driven chain: designing, controlling, directing, and integrating 
the chain. In addition, ClearBlue plays a pivotal role as a broker (Miles 
and Snow  1986 ) in the value chain, co- ordinating the activities of vari-
ous designers and independent companies. 

 Th e dynamics of the global fashion market dictate where ClearBlue’s 
global brand resides, and requires that co-ordination be agile and thus 
fl uid. Hence we would rather use the term orchestration, because the 
signals from the market and the way design is handled do not allow for 
static co-ordination, instead they demand a fl uid orchestration. 

 In this orchestration, the most useful linkages for ClearBlue are not 
necessarily those that are well-established over the years, especially on the 
design side, but those with creative new ideas that may be less known but 
can ‘live and feel’ the brand emotional value. Hence, the company works 
with a combination of strong and weak ties that can bring new ideas and 
innovation value to the fi rm. Th is shows that weak and strong ties can 
complement each other, not necessarily because of the ability of weak ties 
to secure new connections to other social networks (Granovetter  1973 ), 
but more so to allow access to new ideas that can refresh the emotional 
value created by the fi rm. 
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 Th e fl uid orchestration required by ClearBlue signifi es that a value 
chain or a supply chain structure representation, with an SME at the top 
of the value chain co-ordinating and controlling the chain of actors and 
value added activities, may not be the most appropriate structure that 
refl ects how ClearBlue creates value. Instead, fl uid network orchestration 
creates agility and allows the company to keep its brand vitality and meet 
ever changing market demands. 

 Harris and Wheeler ( 2005 ) discuss the role of networks in supporting 
fi rms operating in global markets. Th ey suggest that networks provide 
information on business opportunities and business partners in inter-
national markets, they transfer knowledge, introduce possible business 
partners, provide marketing opportunities, legitimate a fi rm in foreign 
markets, allow fi rms to learn and develop their skills, and may also inhibit 
the internationalization of a fi rm. From the perspective of value creation 
in the internationalization of ClearBlue, we can suggest that internation-
alization is what keeps the fi rm alive and growing. Transaction value is 
created in global markets; emotional value satisfi es customer needs across 
the globe, design as a basis for the emotional value is sourced internation-
ally, as well as production, and buyers enable transaction value and value-
in- use. Meanwhile, in the process of design innovation, fabric supply 
and production, in retail and marketing, ClearBlue works with design-
ers, agents, and suppliers across national borders, from near and afar, 
co-creating the emotional and transactional value of their brand. Here 
co-creation is more so in the form of orchestrated participation, where 
inputs from each network partner deliver the fi nal transaction value in 
the consumer market space. In addition, ClearBlue is in direct experi-
ential relationship with buyers in the consumer market space across the 
world, where the company and its consumers co-experience the brand, 
co-creating the brand along all its product extensions. In this regard, 
internationalization for ClearBlue is not hampered by the limits of its 
network attachments, instead its network is open, inclusive, and reach-
ing out. While Johanson and Vahlne ( 2009 ) outline that if SMEs are 
outsiders to networks, they may fi nd internationalization rather diffi  -
cult, ClearBlue orchestrates a network that is not static, it is changing, 
agile, incorporating new actors, where strong ties exist, yet, new ties are 
embraced and fl ourish and co-create emotional transaction value and 
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value-in-use. Consequently, the internationalization of ClearBlue cannot 
be restricted by its network because of its fl uidity and the ability of the 
focal fi rm to orchestrate its network attachments to co-create value. We 
fi nd similar views expressed by Schweizer et al. ( 2010 ) who argue that 
fi rms can internationalize because an actual or potential partner is found 
across national borders while modes of foreign market entry remain of 
secondary consideration. Th erefore, we suggest the following: 

  Proposition 1   Internationalization of a focal SME is network 
embedded and performed as an orchestration of a fluid open net-
work to enable the continuous co- creation of value with network 
attachments.  

 Th e presented case study off ers an insight into what actually interna-
tionalization means for the analysed fi rm. It seems that it is its life-line, 
and its shapes and forms may be considerably diff erent. ClearBlue uses a 
multiplicity of internationalization formats: insourcing, off -shoring and 
outsourcing, own sales offi  ces (shops) or agents, a global Internet-enabled 
sales platform, and exporting and strategic alliances with key buyers. 
Th us, the position of the focal fi rm becomes one of a global orchestra-
tor, who builds and co-ordinates network ties in an open and fl uid net-
work structure, where the contribution of each network partner in the 
value creation process is far more important than the internationaliza-
tion mode. Such a view of internationalization is closer to the views of 
global mindset, yet, emphasizing the integration of action and purpose, 
for value creation rather than the attitude alone. Th us, we suggest the 
following: 

  Proposition 2   Opportunities in international business are not so 
much reliant on country-specificity, but more so on relationship-
specificity and network- specificity (Johanson and Vahlne  2009 ), on 
multiplicity of internationalization formats and on the focal SME’s 
ability to orchestrate an open network.  

 Th e brand has been at the core of the ClearBlue’s network of value 
creation. Th ere have been continuous analyses, criticisms, and redefi -
nitions of the signifi cance of branding as a platform used by fi rms for 
value  creation based on the functional and emotional attributes of a 
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product/ service off ering and on the customer perception of these notions 
(Marinova  2014 ). Th e ClearBlue’s brand is its most important asset, 
defi ning the emotional value and value-in-use, as well as ultimately 
aff ecting the transaction value of its off erings. As such the brand is at the 
foundation of the fi rm’s innovation strategy and is constantly driving the 
orchestration capabilities of the focal fi rm which can ensure that value is 
co-created by suppliers, customers, and end users. 

 Th e globally established ClearBlue brand sustains the company’s rela-
tionships with customers and suppliers and creates its own brand emo-
tional experiential space, in which customers from around the world live 
by expressing their inner value system and identity, rather than just satisfy-
ing their needs. For ClearBlue the brand is ‘eternal’, while its products and 
designs have a shorter life span. Th e brand impersonates the emotional 
value, where the material and ideational co-exist in an image with a radiat-
ing allure and aspiration, both for the fi rm, its network, and its customers. 
Consequently, the network and the customers are not exogenous to the 
brand value creation; they are endogenous (Mertz et al.  2009 ). Hence, we 
suggest the following: 

  Proposition 3   The emotional value created by the firm, its network, 
and customers is impersonated in the global brand, notwithstanding 
the multiplicity of internationalization formats and supported by the 
global network orchestration capabilities of the firm.  

 Value creation in the case of ClearBlue is driven by design (Buchanan 
 1985 ) that enables the fi rm to bring new product/service off erings to the 
customer within a short period of time. Cagan and Vogel ( 2002 ) con-
tend that design creates value opportunity classes, which include emo-
tional appeal, aesthetics, identity, ergonomics, impact, core technology, 
and quality, that contribute to the overall experience of a product/service 
off ering and relate to its value. According to them, the higher an off er-
ing scores on each class, the greater its value to customers is. Moreover, 
customers engage in user-product interaction (Jensen  2001 ), during 
which they establish and develop a relationship with certain properties 
and benefi ts of the product/service off ering. In this process, design cre-
ates those visible cues that indicate meanings (Boztepe  2007 ), which 
reinforce the utilitarian, social, and emotional value to users exhibited 
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by their  behaviour. Usually, design uses various means, including colour, 
shape, feel, ingredients, and symbols as cues to communicate value. Th is 
communication should make sure that there is ‘interplay between design-
ers’ intentions and users’ needs, perceptions, and goals’ (Heskett  2002 : 
54). Consequently, Boztepe ( 2007 ) proposes that developing the capacity 
of objects for value could defi ne the role of design in value creation. 

 Th e design in ClearBlue is defi ned by the social and emotional value 
of the brand and ClearBlue’s British identity, yet it is not internalized 
as a function. Instead, within the open network of ClearBlue, design 
is sourced in from and co-created with various designers that live the 
ClearBlue identity, which is spiritually and emotionally embedded in 
the British Isles. Communicating through design overarches its sources 
and creates a regional, i.e. British, design platform. In that sense, 
design is internationalized bringing in regional uniqueness and exper-
tise, while production and distribution are globalized. Moreover, the 
focal fi rm becomes a trading platform for internally and internationally 
sourced design and in that the fl uid orchestration capability of the fi rm 
is far more important than control over design. Hence, we propose the 
following: 

  Proposition 4   An SME orchestrates internal and international 
design inputs in order to develop its capacity to co-create utilitarian, 
spiritual, emotional, and social value within its network attachments.  

 Th e customer base of ClearBlue does not position the fi rm in either 
the B2B or B2C market. Th e company serves both markets through the 
combined use of diff erent channels that allow for global customer reach. 
For example, some markets are served via own space in retail chains, 
others through agents or big buyers, others through franchising or own 
shops, others through an Internet enabled platform, or any combination 
of these. Th e key to the choice of these channels is how the customer can 
add or co-create value through design input, brand support and enhance-
ment, and product, service or experiential feedback, as well as transaction 
value. Th is means that although ClearBlue is an SME, it has direct access 
both to its business and end customers, who engage with the fi rm in 
creating and enhancing the utilitarian, social, and emotional value of its 
product/service off ering. Th erefore we state the following: 
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  Proposition 5   The direct relationship of an SME with its B2B and 
B2C customers allows the firm to co-create greater emotional, social, 
and utilitarian value with its customers, and thus increase the transac-
tion value of its offerings.  

 To conclude, this chapter has endeavoured to explore the perspectives of 
value creation using the case of a company that is set in a traditional indus-
try, which has a global value chain and serves a global market, where SMEs 
may fi nd themselves under enormous pressure to operate and survive. Th e 
case company shows how value can be created through orchestration of a 
global network to ensure the long-term future of a brand driven by British 
design and operating in a highly competitive mature industry. 

 Th e internationalization of a focal SME with high-value added activi-
ties in an international network represents a complex phenomenon in 
which network attachments work together to co-create the emotional, 
social, spiritual, and utilitarian value communicated through the brand 
to global customers, who also participate in value creation. Value creation 
is not stifl ed or limited by the network; instead, it can be empowered by 
the orchestration capabilities of the focal fi rm of a fl uid open network of 
strong and weak ties that are globally dispersed and supported by a mul-
tiplicity of internationalization formats. 

 Further research may explore the specifi c mechanisms for value co- 
creation in an SME global network of suppliers, buyers, and customers. 
Such research requires extensive interviews with diff erent network part-
ners in order to diff erentiate the specifi c ways in which spiritual, social, 
emotional, and utilitarian values are created and co-created and how con-
text aff ects these values. 

 An interesting research direction may be to explore how SMEs eff ec-
tively compete against their larger, better resourced competitors through 
multiplicity of internationalization formats in global open networks 
where value-in-context, value-in-use, and transaction value are consis-
tently created. 

 In light of the opportunities off ered by the Internet platform, the pro-
cess of value co-creation with customers and consumer engagement strat-
egies may also bring greater insight into value-in-use, which can benefi t 
internationalized SMEs as consumers may have similar values but their 
behaviour may vary.      
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         Introduction 

 Concepts relating to corporate sustainability (CS) and corporate social 
responsibility (CSR) have remained vastly under-explored in interna-
tional entrepreneurship literature. Th e recent reviews by Jones et  al. 
( 2011 ) and Peiris et al. ( 2012 ) do not fi nd a single study of CSR and indi-
cate that sustainability is discussed in the traditional sense of the word in 
the literature (i.e. referring to the competitive advantage of companies), 
rather than as social responsibility and sustainability in a more holistic 
sense. Th e latter refers to the ‘triple-bottom line’, i.e. business that is sus-
tainable from the point of view of the fi rm – profi t, of the society – peo-
ple, and of the environment and ecology – planet (see Elkington  1997 ). 
Moreover, in the  Journal of International Entrepreneurship , only one paper 
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(Kirkwood and Walton  2010 ) has during this decade considered the role 
of sustainability-related practices in international entrepreneurship. Th at 
study explored ecopreneurs in New Zealand through a case study, but 
we still do not have a clear view on whether it is worthwhile for interna-
tionalizing SMEs to invest their time and resources to develop socially 
responsible and sustainable business practices for foreign markets, as 
extant research on these topics in the context of international business 
overall tends to focus on large multinational enterprises (MNEs) rather 
than on small and medium-sized enterprises (SMEs) (Jamali et al.  2009 ). 

 While the research on CSR and sustainability in the activities of inter-
nationalizing enterprises has remained scarce, there are several reasons 
why this context is important to highlight. Firstly, internationalizing 
SMEs are resource-constrained by nature, lacking marketing resources 
(Knight and Cavusgil  2004 ). Th us, they may face distinct trade-off  deci-
sions in how to balance their resources towards internationalization and 
developing CSR and sustainability-related practices. Second, CSR in the 
SME context presents a unique phenomenon (Morsing and Perrini  2009 ; 
Perrini  2006 ), and SMEs also face distinct challenges when engaging in 
sustainable practices (Gelbmann  2010 ). Small fi rms also tend to view 
environmental practices as a burden rather than them being conducive 
to successful business (Revell and Blackburn  2007 ). All of these fi ndings 
indicate that the impact of CSR- and sustainability-related practices on 
successful internationalization of SMEs is ambiguous and in need of fur-
ther study. 

 Th erefore, in this chapter, we seek to highlight these phenomena fur-
ther by exploring the implications of sustainability for the performance 
of internationally operating SMEs. We continue in the next section 
by discussing the admittedly few extant publications dealing with the 
 phenomena of CSR and sustainability in the context of SME interna-
tionalization and, due to its absence in the international entrepreneur-
ship literature, we concentrate on how CSR and sustainability are viewed 
in the SME context in general. Subsequently, we introduce the research 
methodology, with the empirical results and discussion thereof provided 
further on. We conclude by assessing implications and limitations of the 
results, as well as potential future research avenues suggested in the pres-
ent study.  
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    CSR and Corporate Sustainability 
in the Internationalization of SMEs 

    CSR in the SME Context 

 Th e extant research on corporate social responsibility (CSR) as a con-
struct could be criticized for being fragmented, considering that CSR 
has been defi ned and conceptualized in a multitude of ways in diff er-
ent streams of academic literature, which has created lack of clarity (see 
Dahlsrud  2008 ). Holme and Watts ( 1999 ) defi ne CSR as ‘ a duty of every 
corporate body to protect the interest of the society at large ’, and we, while 
adhering to this defi nition, also note that CSR can be extended not only 
towards the society as a whole, but can also be focused on customers, 
employees, or the government (see Turker  2009 ). CSR is often examined 
through the theoretical background of institutional theory (Freeman 
 1984 ; Donaldson and Preston  1995 ), where organizations are recognized 
to manage a host of relationships with key stakeholders (e.g. custom-
ers and company shareholders, the local and national government, and 
the larger general public). A major implication therefore is that diff erent 
type of shareholders, beyond the owners of the company, are considered 
important and taken into account when developing strategies (Neely 
et  al.  2002 ) as the company aims to conform to the expectations and 
norms of diff erent type of shareholders (Maignan and Ferrell  2004 ). 

 Much of the literature on CSR has been conducted in the context of 
large companies (Revell and Blackburn  2007 ). Research has often found 
CSR to be a unique phenomenon in management of SMEs, and most of 
the extant studies in the area have been mainly conceptual (e.g. Ciliberti 
et al.  2008 ; Gelbmann  2010 ). CSR may be distinct in the SME context 
both theoretically and managerially. In terms of theory, Perrini ( 2006 ) 
has suggested that when studying the impact of CSR in the SME con-
text, distinct theoretical approaches may be needed, with Murillo and 
Lozano ( 2006 ) further highlighting the diffi  culties SMEs have in trying 
to conceptualize CSR in the fi rst place. In terms of practical manage-
ment of companies, Gelbmann ( 2010 ) has noted that communicating 
CSR- and sustainability-related practices to the stakeholder may be 
particularly challenging for SMEs due to their characteristics. Indeed, 
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Perrini et al. ( 2007 ) also fi nd that smaller fi rms tend not to incorporate 
CSR as  formalized strategies, whereas larger conglomerates may do so. 

 Still, the few empirical results on the ways in which CSR impacts 
fi nancial and growth outcomes in SMEs have tended to fi nd a posi-
tive association. Longo et al. ( 2005 ) found that engaging in CSR prac-
tices may increase SME growth. Similarly, several other studies have 
also linked increased CSR-awareness to better fi nancial performance 
(Buciuniene and Kazlauskaite  2012 ; Torugsa et al.  2012 ). In the context 
of internationalization, we identify two types of CSR that may be par-
ticularly relevant. One of these is the CSR exhibited by internationalizing 
SMEs towards their customers. As SME internationalization has been 
recognized to be network-driven (Johanson and Vahlne  2009 ; Johanson 
and Mattsson  1988 ; Coviello and Munro  1997 ), we might expect that 
extending socially responsible corporate behaviour towards customers 
would enable further exchange of knowledge through these relationships 
and consequently, increasingly successful internationalization. Here, we 
refer to ‘CSR towards customers’ (Turker  2009 ) and posit that:

  H1: Th e higher the corporate social responsibility of SMEs towards cus-
tomers, the better their international performance. 

   A second type of CSR that could be expected to be benefi cial for the 
global success of internationalizing SMEs might be CSR towards society. 
As outlined by Turker ( 2009 ), CSR towards society captures the willing-
ness of a company to respond to the needs of the larger public, whether 
at national level or at local community level. Accounting for the needs of 
the local culture and for the expectations of the local employees, buyers, 
and institutional actors, is crucial when internationalizing, since distinct 
foreign markets may require SMEs to adapt to the cultural and societal 
expectations of that target market (e.g. Meyer and Skak  2002 ; Zhou et al. 
 2007 ). Internationalization at its core demands companies to adapt to the 
expectations of the target market at the product level (Knight  2001 ) as 
well as by aiming to adapt to the needs and expectations prevalent in the 
target market. In addition, internationalizing SMEs tend to lack resources, 
and often marketing resources in particular (Knight and Cavusgil  2004 ). 
Th us, exhibiting socially responsible behaviour may be a way for 
 companies to achieve cost-effi  cient marketing (Jahdi and Acikdilli  2009 ). 
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For internationalizing SMEs, these potential benefi ts may mean that posi-
tive word-of-mouth at the societal level off ers them the possibility to com-
mit their main resources elsewhere, for example to activities leading to 
successful foreign operations. Th erefore, we also hypothesize that:

  H2: Th e higher the corporate social responsibility of SMEs towards the 
society, the better their international performance. 

   In addition to CSR, exhibiting sustainable behaviour through strate-
gies related to minimizing the ecological footprints of the company and 
its products should be assessed in the context of internationalization. For 
instance, Aragón-Correa et  al. ( 2008 ) found that SMEs that are most 
proactive with their sustainability-related practices achieve higher perfor-
mance. Sustainability can be achieved, for instance, through environmental 
innovation (Biondi et  al.  2002 ), highlighting the fact that the extent of 
sustainability in companies may reside both at the product and at the over-
lying strategic level. Revell and Blackburn ( 2007 ) refer to ‘environmental 
performance’, and note that some managers may be reluctant to proactively 
improve it. However, here we are investigating how sustainability-related 
practices in SMEs impact their  international  performance and investigate 
sustainable practices at the company level. Environmental strategies may 
help SMEs increase their exports in general (Martín-Tapia et al.  2010 ), and 
therefore we suggest that adapting sustainable practices at the product level 
may also enable SMEs to internationalize more successfully:

  H3: Th e higher the level of sustainability-related practices in SMEs, the 
better their international performance. 

        Research Methodology 

    Data Collection 

 We collected the empirical data during May–September 2014 via a cross- 
sectional web-based survey of Finnish SMEs. We drew up the initial list 
of fi rms to be contacted from the Amadeus online database, including 
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the following industry sectors: forest industry, chemical industry, metal 
industry, other manufacturing activities and mining and quarrying, 
energy supply, water supply, waste management, and construction. Th is 
list resulted in 1130 SMEs in total, each of which were then contacted via 
phone and asked to participate in the survey. 

 During this process, we aimed to exclude non-suitable fi rms such 
as those without independent decision-making capacity (e.g. recently 
acquired by a larger company and/or made into a sub-branch or a subsid-
iary) and this resulted in the exclusion of 78 fi rms. Moreover, a total of 
311 of the contacted SMEs declined to participate, citing lack of time as 
the most important reason for refusal. Similarly, despite several attempts 
to reach the most relevant decision-makers in the SMEs, 306 were not 
reached during the data collection process. In our opinion, a likely reason 
could have been the timing of the data collection: late June and July tend 
to be holiday season in Finland, which limits availability of both employ-
ees and executives at work. 

 Th e survey was developed by a group of researchers who translated 
the adapted scale items from literature to Finnish. A professional lan-
guage editor was then employed to conduct a back-translation. Th e back- 
translated survey questionnaire was then compared with the original one 
in order to ensure that the items in the survey retained their intended 
meaning throughout the process. Th e questionnaire was then pre-tested 
with two managers in order to ensure that it was understandable to 
potential respondents. 

 Th e responses from the SMEs who had been contacted and who had 
agreed to participate in the survey were tracked down and two rounds of 
reminder e-mails were subsequently sent to those who had not responded: 
one round two weeks after the fi rst contact, and another a week before 
the data collection was concluded. 

 Th e data collection process resulted in a total of 148 responses (14 % 
response rate, 148/1052). While we do not consider such a response rate 
a particularly high one, we note that it being above 10 %, there may 
not be much diff erence in possible non-response biases for any surveys 
with less than 80 % response rate (see Rogelberg and Stanton  2007 ). We 
further consider the length of the survey as a potential reason for the low 
response rate. 
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 Of the fi nal respondents, 61 % (91) have international operations and 
thus constitute the fi nal sample for the purposes of this study. Th ese SMEs 
had 58 employees on average, who were 34 years old on average, and the 
SMEs had been operating internationally for 20 years, on average.  

    Measure Development 

 We adapted the measure for CSR from Turker’s ( 2009 ) study. Specifi cally, 
we used a 7-point Likert scale to measure both CSR to society and CSR 
to customers, and applied principal component factor analysis with the 
varimax rotation method to develop the fi nal scale measures used in the 
analysis. Th e resulted two-factor solution captured a total of 70  % of 
the total variation, with the Kaiser-Meyer-Olkin measure of sampling 
adequacy (KMO) of 0.75 and Bartlett’s test of sphericity being statisti-
cally signifi cant at the 1 % risk level. Th e factor loadings and communali-
ties of the scale items are illustrated in Table  15.1 . Th ese two factors had 
Cronbach’s alpha values of 0.90 and 0.73, respectively.

   As the extant literature does not go into detail on scales measuring 
the attitudes towards environmental sustainability in SMEs, particu-
larly in the context of international entrepreneurship, we included a 
set of items partly adapted from Carter et al. ( 2000 ) from the context 
of environmental purchasing, but also included an exploratory set of 
our own items in order to help develop such a scale. Th e resulting one-
factor solution captured a total of 64  % of the total variation, with 
KMO value of 0.78 and a signifi cant Bartlett’s test ( p  < 0.01), and the 
Cronbach’s alpha value for the resulting measure was 0.86, indicating 
suffi  cient reliability. Th e factor loadings of the individual items varied 
between 0.7 and 0.9, with the communality values all being in the 
0.5–0.8 range. Th e fi nal scale items for the sustainability measure were 
as follows:

•    We pay much attention to the environmental hazards resulting from 
the manufacture of our products.  

•   We apply a lifecycle analysis when we assess the environmental friend-
liness of our products.  
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•   Our products are part of the process of reducing environmental haz-
ards and/or climate change.  

•   Preventing damage to nature is a central goal of our business 
activities.  

•   Production that saves natural resources is a central goal of our business 
activities.    

 For measuring international performance, we similarly used a sub-
jective performance measure consisting of 7-point Likert-scale items 
accounting for managerial assessment on the degree of success that the 
SME had achieved in light of its internationalization. Th e one-factored 
result of the principal component analysis explained 79 % of the total 
variance, with a KMO value of 0.92 with Bartlett’s test of sphericity 
again signifi cant at the 1 % risk level. In addition, the resulting seven-item 
scale exhibited suffi  cient reliability (Cronbach’s alpha = 0.95). Th erefore, 
we deemed the measure for international performance  suffi  ciently reli-
able and valid to be applied in our analysis. Th e fi nal scale items were:

   Table 15.1    The results of the PCA for the CSR scale   

 Items 
 CSR to 
society 

 CSR to 
customers  Communality 

 Our company participates in the activities 
which aim to protect and improve the 
quality of the natural environment 

 0.88  0.78 

 Our company makes investment to 
create a better life for future 
generations 

 0.86  0.75 

 Our company implements special 
programmes to minimize its negative 
impact on the natural environment 

 0.82  0.67 

 Our company targets a sustainable 
growth which considers future 
generations 

 0.88  0.80 

 Our company contributes to the 
campaigns and projects that promote 
the well-being of society 

 0.76  0.59 

 Customer satisfaction is very important 
for our company 

 0.83  0.69 

 Retaining customers is the most 
important priority in our organisation 

 0.79  0.66 

 Customer satisfaction guides our 
company’s goals 

 0.79  0.63 
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•    Generally speaking, we are satisfi ed with our success in the interna-
tional markets.  

•   We have achieved the turnover objectives we set for internationalization.  
•   We have achieved the market share objectives we set for internationalization.  
•   Internationalization has had a positive eff ect on our company’s 

profi tability.  
•   Internationalization has had a positive eff ect on our company’s image.  
•   Internationalization has had a positive eff ect on the development of 

our company’s expertise.  
•   Th e investments we have made in internationalization have had a good 

pay-back.    

 Finally, we also included relevant control variables by controlling for 
fi rm size (the number of employees) and fi rm age (in years). Th e descrip-
tives and the correlation table of the variables used in the empirical analy-
sis can be seen in Table  15.2 .

        Results and Discussion 

 Th e overall results of the hypotheses testing are illustrated in Table  15.3 . 
Th e regression model including only the control variables (Table  15.3 , 
model 0) was statistically signifi cant, ( F  = 6.98,  p  < 0.01) with both the 
size ( β  = 0.27,  p  < 0.05) and the age ( β  = 0.23,  p  < 0.05) being positive and 
signifi cant. Th erefore, model 0 indicated that both size and age predicted 

   Table 15.2    The correlation table of the variables used in the analysis   

 Mean  Std.d.  1  2  3  4  5  6 

 1 CSR to society  4.21  1.37  1 
 2  CSR to 

customers 
 5.91  0.90  0.10  1 

 3 Sustainability  4.03  1.41   0.69**   0.15  1 
 4  International 

performance 
 4.20  1.40   0.40**   0.20  0.15  1 

 5  Number of 
employees 

 58.26  52.31  0.21  0.04  0.14   0.28**   1 

 6  Company age 
(years) 

 33.76  25.35  0.10  −0.01  −0.01  0.20   0.26*   1 

   Note : ** p  < 0.01; * p  < 0.05  
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increased international performance on their own, with larger, older SMEs 
having achieved better performance through foreign operations. Th is result 
could be seen as expected, since the internationalization eff orts of SMEs 
tend to be restricted by their lack of resources (Buckley  1989 ; Burpitt and 
Rondinelli  1998 ), for example, marketing resources (Knight and Cavusgil 
 2004 ). Consequently, larger fi rms may be more likely to possess the human 
and fi nancial resources to more fully fulfi l their international and global 
strategies. Similarly, older SMEs may have had more time to acquire the 
foreign market knowledge that successful internationalization tends to 
require (Johanson and Vahlne  1977 ; Johanson and Vahlne  2009 ), and the 
experience gained over time by the management team of an SME may have 
a benefi cial impact on internationalization of SMEs (Reuber and Fischer 
 1997 ). In our model, these variables predicted a total of 13 % of interna-
tional performance among the SMEs (adj.  R  2  = 0.13).

   Th e second step saw the testing of the established hypotheses, positing 
that increased CSR to customers (H1) and to society (H2), as well as 
increased sustainability (H3) would predict increased international per-
formance among SMEs. As seen in Table  15.3  (model 1), both CSR 
to society ( β  = 0.50,  p  < 0.01) as well as CSR to customers ( β  = 0.21, 
 p  < 0.05) predicted increased performance, and as the model remained 
statistically signifi cant ( F  = 6.94,  p  < 0.01), H1 and H2 received support 
from the analysis. As the value for adjusted  R  2  increased by 0.14, from 

     Table 15.3    Results of the hypotheses testing applying linear regression analysis   

 Independent variables 

 Model 0 (controls 
only) 

 Model 1 (international 
performance) 

  ß    t -value   ß    t -value 

 CSR to society  0.50   3.62**  
 CSR to customers  0.21   2.14*  
 Sustainability  −0.26  −1.86 
 Firm size ( number of 

employees ) 
 0.27   2.58*   0.21   2.09*  

 Firm age ( years since 
foundation ) 

 0.23   2.09*   0.21   2.14*  

 adj.  R  2   0.13  0.27 
  F    6.98**    6.94**  

   Note : * p  < 0.05, ** p  < 0.01  
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the 0.13 in model 0 to 0.27 in model 1, the results suggest that the total 
explanatory power of CSR to the international performance was overall 
about 14  %. In addition to CSR having a positive impact on perfor-
mance, the impact of CSR to society was particularly strong, with the 
coeffi  cient  β  value being high and highly signifi cant at the 1 % risk level. 

 Finally, higher levels of sustainability were not linked to increased 
international performance, as the coeffi  cient for the former was not sta-
tistically signifi cant ( p  > 0.05), and thus H3, postulating a positive rela-
tionship between the two, did not receive support from the analysis. In 
fact, the coeffi  cient for sustainability was negative ( β  = −0.26), suggest-
ing that less sustainable practices could be expected to lead to increased 
international performance instead. However, the correlation between the 
sustainability and performance variables was, while non-signifi cant at the 
5 % risk level, still positive (Pearson’s correlation coeffi  cient of 0.15), and 
therefore as a whole we consider the results on the impact of sustainabil-
ity on performance inconclusive.  

    Conclusions 

 International entrepreneurship literature has remained remarkably silent 
on concepts related to corporate sustainability (CS) and corporate social 
responsibility (CSR). Th ere might be several reasons for this absence of 
research. Th e few existing studies on these topics suggest that interna-
tional entrepreneurs may face particular trade-off  decisions in how to 
balance their resources towards internationalization and developing CSR 
and sustainability-related practices. Also, CSR in the SMEs context 
presents a distinct phenomenon, and SMEs also face unique challenges 
when engaging in sustainable practices. Furthermore, small fi rms tend to 
view environmental practices as a burden rather than being benefi cial to 
 successful business. Based on these contradictions and the obvious gap 
in international entrepreneurship literature, the current paper sought to 
scrutinize these phenomena further, by exploring the implications of sus-
tainability for the performance of internationally operating SMEs. 

 Much of the earlier literature on CSR overall has been conducted 
in the context of large companies, and is predominantly conceptual in 
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nature. Only a very few empirical results exist on the ways in which CSR 
impacts fi nancial and growth outcomes in SMEs. Th erefore, our empiri-
cal study with data from internationally operating Finnish SMEs across 
several industry sectors provides an important contribution to the body 
of literature. Our results confi rm that CSR, rather than sustainability- 
related practices, is positively linked to increased international perfor-
mance of SMEs. Moreover, CSR related to society has the largest positive 
impact on performance, overriding even that of CSR towards customers. 
Th ese results will provide further implications on the dynamics of CSR 
and sustainability in international performance, in particular highlight-
ing their impact on successful SME internationalization. 

 Moving beyond our data, we can speculate that the interest towards 
CSR and sustainability is likely to increase among international entre-
preneurs. Th erefore, additional work bridging various countries and 
industries will be required to test the relationships we theorized, and to 
further discover whether the concepts and measures we applied on CSR 
and  sustainability are appropriate in studying the performance of inter-
national entrepreneurial fi rms.      
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