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Value Creation
in the Internationalization of SMEs

Svetla Marinova, Niina Nummela, and Jorma Larimo

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 different 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
define. Often, authors assume that either the reader knows what value
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is and discuss what affects it or how it is created, or simply explore it in
a speciﬁc setting. Economics, accounting, strategic management, mar-
keting, sociology, and various other academic disciplines have developed
their specific 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: 83-806).

Generally, the concept of value is associated with the usefulness and
merit of something, be it an activity or its output. Thus, 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.
The most common universal meaning of value is benefit or worth. Yet,
benefit always suggests a perspective, a direction, a beneficiary — 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. This makes value actor-dependent and
context-specific.

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 profit. This 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 benefit 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.

The exchange process itself, though, brings forward the requirement
that a party should perceive a product or service worthy, beneficial 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 benefit. This 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 finds 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 firm 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 firms (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 firms. The 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). The 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 influenced our understand-
ing of value and the way in which different primary and secondary firm-
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 firms. This has called for greater
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attention to the firm specific buyer-supplier relationships; to partners and
networks which participate in value creation. Thus, the value configura-
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 fit external relational attachments. For
example, Stabell and Fjeldstads (1998) argue that Porter’s Value Chain
analysis may not apply to all firms and propose the network configura-
tion of company value creation that may better describe the value cre-
ation activities in diverse firms. Hall (1989) has added to this debate
by arguing that the organizational resources critical to value creation in
a firm are the asset value drivers, including intellectual and knowledge
assets. Thus, 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 firms is seen as an output and a process. The
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 effect on individuals, the organization,
and environment. As such, the value creation process enabling firms
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).

The question that still remains is how a focal firm creates value. While
the above studies on value creation in firms 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 firms to gain access to tangible and intangible resources that they
would not have possessed without interactions with other firms. They
allow firms 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 efficiency, reduced asymmetries of information, and improved
coordination of firms 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 firms 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 benefits 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 benefit for
both parties (Heide and John 1990; Schumpeter 1934). The latter may
depend on the relational and structural dimensions of the relationship
ties (Krackhardt 1992), i.e. on how firms interact and on the extent to
which firms 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 reflect novelty, complementarity, efficiency, and customer lock-in as
primary drivers of value creation (Keupp and Gassmann 2009). Last, but
not least, relationships allow firms 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 (Ferndndez and Nieto 2006). The 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), Schroder
(2006) argues that the wealth of nations and economic growth depend
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on SME performance. The 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. These include finan-
cial and resource restrictions, lack of knowledge and skills in defining
internationalization strategies, insufficient 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.

The extant perspectives of analysing SME internationalization show
that scholars adopt a different starting position to examine the ways in
which SMEs create value in and through their international activities.
This is unlike the more uniform view of innovation studies, where it is
a generally accepted axiom that innovation creates value for the firm.
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 benefits exceed the costs, they create value. Yet, arguably, de-
internationalization or foreign market withdrawal may also create value
for the firm as then an action for which the costs exceed the benefits is
stopped. In addition, internationalization may not only be explored as a
platform that may create value, but it may offer 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 different operational
modes in foreign markets. The 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 firms, 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. This 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. The inherent flexibility can be better accommodated in a
structurally fluid organization, which is flexible 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

This 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.

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

Chapter 2 by Tonu 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. The case evidence
is based on three Estonian-born globalizing SMEs. These firms do not
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have abundant financial 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. The 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 differentiating ven-
ture and market type opportunities and opportunities of an objective and
subjective nature. The chapter discusses the implications of the different
conceptualizations of international opportunities as different modes of
value creation.

Chapter 4 by Andreja Jakli¢, Anze Burger, Aljaz Kunci¢ and Desislava
Dikova argues that exporting is a vital source of growth for Central and
Eastern European emerging economies. Market liberalization athome and
the rapidly changing global business environment have forced small and
medium emerging-market firms to radically change their growth strate-
gies by focusing on internationalization. As a consequence, the number
of first-time exporters originating from European emerging markets has
increased. The authors study changes in internationalization patterns by
examining the strategies of new exporters from a small European emerg-
ing market. The chapter explores how successful new exporters differ
from unsuccessful ones by focusing on firms’ foreign market export des-
tinations and exported product varieties. The analysis of firm-level data
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for Slovenian first-time exporters over the period 1994-2010 reveals that
successful international growth is related to an increased diversification
in internationalization. By intensifying both geographical and product
diversification, first-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 first-time exporters are more risk prone as they
tend to follow more diversified internationalization strategies. A step-wise
approach to internationalization by following a more focused exporting
strategy diminishes emerging-market firms’ survival chances.

Chapter 5 by Peter Zettinig, Birgitta Sandberg and Sascha Fuerst
analyses the transformations of an entrepreneurial firm during its inter-
nationalization. The authors design a prediction/control framework to
explain how an entrepreneurial firm gradually changes into a multina-
tional corporation. During the processes of expansion the firm deploys
different behaviours that indicate shifting mindsets — from approaches
that can be characterized as entrepreneurial to behaviours considered as
managerial. Following a firm’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 confines 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 affects and is impacted by value creation in inter-
national business. The chapter discusses the relationship between inter-
national businesses and the environment within which firms operate. The
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 offered to small firms in the internation-
alization process by intermediaries operating as network informants,
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integrators, and coordinators. The 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 firm 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. This study takes a holistic view
of the internationalization of an SME by examining the firm’s capabilities
to manage the value chain. Therefore, it makes an important contribution
to organizational capabilities, value chain management and international
business literatures. The qualitative case study captures the capabilities
needed to manage the value chain in a higher-level construct of value
chain management capability. The 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 firms 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. The study is based on a survey of 712 Chinese firms and
data show that most of these companies enter the US market first, while
expectations were that such firms should have entered Asian markets first.
Factors such as the Chinese local governments” substantial export pro-
motion and intermediary approach seem to have supported the inter-
nationalization of the studied firms. Thus, the lack of foreign market
knowledge did not have a detrimental effect on the companies as the
drive to internationalize to large markets with high purchasing power was
motivating the firms.

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. The authors argue that SMEs need to acquire, manage,
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evaluate, and exploit the internationalization intelligence to penetrate
foreign markets. The authors develop the proposition that the types of
intelligence created during the process of internationalization are associ-
ated with the characteristics of the firms such as ownership, founder’s
qualification, types of products, and academic background. Moreover,
the chapter finds 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. Thus, technology and
know-how activities are mechanisms for value creation that allow firms to
compete internationally. The characteristics of the firms differentiate 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 Dabi¢ explores how
the international activities of SMEs within a cluster help value creation.
Using a case study method, it investigates small technology-intensive
firms in a multiple-industries cluster located in Australia. The results
reveal that boundaries exist in terms of the effects of the cluster on the
international activities: (1) a firm’s attitude towards international activi-
ties is determined by its overall strategy; (2) cluster firms 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 firms, had the firms been aware of the advantages that
could come with being a member of the cluster; and (4) all firms 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. The Internet reduces competitive uncertainties related to the
unpredictability of the actions of existing and potential competitors by
improving SMEs’ competitive scanning capacity. The 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 finding
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export intermediaries and suppliers, and marketing costs, The 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 configurations of global value chains and creation
of new inter-firm value networks. The author claims that such changes
will be driven by technical innovations, which are characterized by the
Internet of Things, 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
firms. 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. The chapter explores how these new
challenges will affect the value creation processes in the business strategies
and operations of six studied firms.

Chapter 14 by Svetla Marinova and Marin Marinov examines how
a clothing company with high value-added activities creates value with
its network attachments. The chapter uses an information-rich case of
an SME from a developed market economy. The 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
stifled or limited by the network; instead, it can be empowered by the
orchestration capabilities of the focal firm of a fluid 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 Salojirvi 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
firm 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
firms. Therefore, the authors aim to shed further light on the phenomenon
in the context of SME internationalization and international entrepreneur-
ship. The findings 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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Value Creation in Globalizing SMEs

Tonu Roolaht

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. This 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 defined 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 benefit 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 firm, 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. Daxbock
(2013) shows that value co-creation is an important precondition in ser-
vice business models. Therefore, extending the value concept by Hsich
et al. (2012), value in this study is seen as the difference between the
benefits 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 defined in
this chapter as SMEs whose vision is to become global in terms of market
reach. Global means being represented all over the world. The term glo-
balizing SMEs is used in this study to stress the global aspirations of these
SMEs. The more common terms ‘born global’ and ‘international new ven-
tures’ are indeed closely related, but stress more the speed than the reach
of internationalization. The 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. The 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. Griffith (2007) argues that scarcity of material
resources in the context of small economies can be compensated for by hav-
ing superior knowledge resources. This is also true for SMEs. Globalizing
SME:s can use their specialist knowledge and networking skills to facilitate
international expansion despite the limited availability of other resources.

The 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. This 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 differ considerably in terms of their cultures, development
levels, and other socio-economic characteristics. The value proposition
to local customers also has to be adjusted according to legal restrictions.
Therefore, several knowledge-based global SMEs seek to find a balance
between building a global brand image for cross-border partnerships and
the localization of the services according to regional opportunities.

The 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.
Therefore, as globalizing SMEs expand, they gradually become more
attractive as partners for larger multinational enterprises.

The 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? That is the
research question this study seeks to answer. In this respect, Estonia,
as a small open economy, offers several interesting cases of knowledge-
based global expansion of SMEs based on innovative value propositions.
The case-study evidence will be based on three cases of unique solutions
offered by globalizing SMEs. This diverse comparison of globalizing value
creation processes should make it easier to generalize the results.

The novelty of this contribution is in the establishment of a qualita-
tive framework for the analysis of value creation dynamics in globaliz-
ing SMEs. This framework is aimed at using case evidence to identify
the generalizable patterns in the establishment of unique dynamic value
propositions during the globalization process. The proposed framework
seeks to link technological and resource-based aspects with organizational
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efforts that leverage co-operation and networking to create more value.
Thus, it builds upon knowledge from various discourses in a novel way to
focus specifically on value provision to consumers and to network part-
ners. The agile nature of the modern globalization of smaller companies
prescribes the development of suitable knowledge resources and dynamic
capabilities that allow using very flexible strategies and that tolerate sud-
den disruptions in business model conceptualization. This low path
dependency of globalizing SME:s is also a relatively novel value creation
perspective in international business discourse. This 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. This makes it possible to
seek a better connection between discourses of international business and
innovation management in smaller companies.

The 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. The section continues with an explanation of the research meth-
odology used for the empirical analysis and the case data. This 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

The general properties of value creation were already explained at the
very beginning of this chapter. In this section, the focus will first 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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CORE RESOURCES AND CAPABILITIES
DYNAMIC CAPABILITIES AS RE-ARRANGEMENT CAPABILITIES

ORGANIZATIONAL ASPECTS TECHNOLOGICAL ASPECTS

Service-oriented innovations Marketing capabilities

COMPETITIVE INTENSITY IN THE MARKET

BORN GLOBAL OR ENTREPRENEURIAL NETWORK BUILDING
INTERNATIONAL CULTURE AND COMPETENCES AND
NEW VENTURE OPPORTUNITY COOPERATIVE
SPEED AND AGILITY SEEKING PARTNERSHIP SKILLS
MODERATING FACTORS

T I T

LEAD MARKET PRESENCE = CUSTOMER-INTIMACY ENHANCED PARTNERSHIPS |

T T T

IMPROVED IMAGE IMPROVED CONTACTS IMPROVED SCALABILITY |

| | |

| ENHANCED VALUE PROPOSITIONS TO CUSTOMERS AND PARTNERS |

l - Main influence - Reinforcing feedback and/or interaction

Fig. 2.1 Framework of dynamic value creation in globalizing SMEs
(Source: Based on the author’s synthesis of various findings outlined in the
literature)

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 reflected 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
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or increase various benefits to customers and/or partners, while improv-
ing the performance of a company. Relevant theoretical aspects can be
found in various streams of literature. These 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.

The resource-based view of the firm outlines possible linkages between
the learning aspect of gradual approaches, networks and the ownership
aspect of the OLI (ownership, location, internalization) paradigm. The
concept investigates a company as a collection of inimitable resources
and capabilities. Differences in competitiveness result from the unique
abilities a company may possess in order to accumulate, develop, and
deploy resources and capabilities. They 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. Therefore, 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. The 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.
The 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). Therefore,
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 offer 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.
They 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 fit of dynamic capabilities with
competitive intensity in the market. Zhuang and Lederer (2006) have
shown earlier that the e-commerce performance of firms is determined by
their business and e-commerce technology resources as well as by process
redesign skills, but not by their human resources.

Kindstrom 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
firms has been discussed by Salunke et al. (2011). Nath et al. (2010)
found that the financial performance of firms is most influenced by mar-
keting capabilities where firms should consider focus on a narrow product
or services portfolio and a diverse geographical market. Therefore, market
diversification is positive, while high product diversification might have
an adverse influence 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’. They conclude that
while short-term performance tends to be influenced 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 effectiveness. Sapienza et al.
(2006) argue that early internationalization reduces the probability
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of firm survival, but increases the probability of growth. This effect is
moderated by managerial experience so that the earlier foreign experience
of managers reduces the negative influence of internationalization on the
firm’s survival and increases the positive effect on growth. Very fungible
resources have similar moderating effects. Li et al. (2012) show that firm
size and experience tend to influence the firm’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 significant positive effect
on performance. Interestingly, strategic alliances did not have a signifi-
cant impact on the early internationalization of such firms.

Kalinic and Forza (2012) find 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 influence the firm’s knowledge
building capability, where absorptive capacity has an important moderat-
ing role. The firm’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 benefit more from
formal partnering within international strategic alliances and younger
ventures from informal networking with geographically proximate firms.
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 differentiate between low committers,
incremental committers, and high committers. The first 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 firm’s marketing capa-
bilities. Kahiya (2013) concludes that a firm’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 differently from traditional, gradually
internationalizing, firms.

Gabrielsson and Gabrielsson (2011) investigated the use of internet-
based sales channels by ‘born globals’. They found that the internet is
often combined with more traditional channels and that internet-based
multiple channels are more characteristic of already highly global firms
than those in the early stages. The 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’ firms. These 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’. Therefore, an inti-
mate knowledge of customers can give competitive advantages to small
global firms. 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.
This shows that globalization efforts require diverse competencies. The
entrepreneurial nature of international new ventures offers 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 firms, 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 offered an
even more holistic model of international entrepreneurship.

Dimitratos et al. (2012) offer 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. These six-
dimensions of international entrepreneurship should offer a more elabo-
rate understanding than the one-dimensional constructs. Dimitratos
et al. (2010) also propose the novel term ‘global smaller firm’ to denote
a firm that develops considerable market presence in the leading inter-
national markets/countries in its industry. The leading locations feature
differentiates this term from ‘born globals’ or international new ventures.

Fink et al. (2008) propose that the co-operative internationalization
of entrepreneurial SME:s 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 identification 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 firm’s size and by entrepreneurship. They actively
seek novel ways to provide value.

International entrepreneurship is also closely linked with Sarasvathy’s
effectuation 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 (20006) interpreted this as a situation of over-trust,
where entrepreneurs have more trust in international markets than they
should. Andersson (2011) argues that the effectuation approach is useful
in explaining how entrepreneurs create opportunities together with local
network partners, and therefore, are able to enter global markets fast.
This indicates connections of effectuation with the network approach.

The network approach emerged from the criticism of sequential inter-

nationalization (see Turnbull 1987; Rao and Naidu 1992). The 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). They 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 first. 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. The initial exposure network serves the purpose
of exposing the firm to many new relationships that might be weak.
The formation network builds more relevant weak links into stronger
ties, and finally 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. Therefore, networked operations help to achieve
more effective and more competitive solutions on a higher level than
intra-firm 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. This phenomenon is especially characteristic of
e-commerce and high-tech fields dominated by R&D costs, which are
fixed 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.

The elements from various streams of theoretical discussion allow us
to propose the value creation framework depicted in Fig. 2.1. The dark
arrows in the figure outline the main pattern of inputs, moderators, and
various outcomes from top to bottom. The light horizontal arrows indi-
cate the interaction of framework elements (including potential syner-
gies) and the light vertical arrows indicate reinforcing feedback effects
(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. This is also so with the interim outcomes of improved image,
contacts, and scalability.

This framework outlines the important role of intra-company resources
and capabilities, which for value creation require alignment between
organizational, technological, and market aspects. The focal elements
in modern capability development are increased service-orientation and
marketing capabilities. The value provision of dynamic capabilities is
moderated by the speed and agility of being born global, entrepreneurial
opportunity seeking, and networking skills. These moderators are highly
integrated and interactive. They reinforce capabilities as well as their
influence 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 effects
that enhance value creation processes.
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Research Methodology

This research discusses the management and networking processes that
relate to global value creation using information and communication
technologies or other modern technologies. The internal logic of such
processes and related managerial perceptions can be revealed by using
case-study analysis. This 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.
Thus, 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) offer additional support to the idea that in international business
research, case studies have several acceptable forms and purposes. This
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. Thus, the research context is formed
by intra-company and external factors. This 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. This form of case study
should have a purpose, but it might not have clearly defined research
propositions because potential causalities are yet to be identified 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. The intra-case narrative
helps to highlight the specific 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.

The case companies were selected on the basis of theoretical sam-
pling (Eisenhardt 1989). The 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). The 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. The focus on secondary data could
be seen as a limitation, but it helps the author to obtain a more diver-
sified understanding of the dynamics of processes over time because
historic records show the timeline of paramount events. The intra-com-
pany views are represented not only in the form of short additional
interviews, but also information from various public presentations
and interviews. The 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- Java programming Intelligent
added services developer tools — flowerpots and
and platforms — electronic product herb selection
electronic service pots — physical
product
Business model Transaction service Licence sales Product sales
fees

Main markets  USA, China, India  USA, Western Europe USA, Russia
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Table 2.1 (continued)
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Fortumo ZeroTurnaround Click & Grow
Key High-traffic Experienced Tech-savvy plant
partnerships content co-owner from USA  grower
providers and and other Java communities
telecoms dynamics around the world,
developers Kickstarter

Enhanced
solutions

Main value
proposition

Year of
establishment

First year of
exports

Number of
locations

Number of
employees
(Employment
growth)

Total sales
(euros)

Sales growth
(2012/11)

Sales within EU
(euros)

Sales outside
EU (euros)

Mainly non-equity
partnerships,
one occasion of
equity sale

Focus on
payments new
in-app platforms

Easy to use
payment system
for online
products and
services

2007

2007

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

2014: 55

2012: 31 (55 %)
2011: 20

2012: 12,704,013
2011: 8,569,945
48.24 %

2012: 8,350,837
2011: 5,528,324
2012: 4,353,176
2011: 3,041,621

Equity based
partnerships

LiveRebel Java
updating tool as
follow-up solution

Enhanced
productivity of Java
programmers and
updaters

2009
2009

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

2014: 90+

2012: 61 (321.1 %)
2011: 19

2012: 5,079,729
2011: 1,748,624
290.50 %

2012: 2,156,061
2011: 872,714

2012: 2,923,668
2011: 875,910 euros

Non-equity based
community
creation

Smart Herb Garden
as cheaper better
solution for
growing three
herbs

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

2009

2011

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

2014: 14 (planned
23)

2012: -

2011: 6

2012: ~640,000

2011: 120,009

~533.29 %

2012: -

2011: 111,660
2012: -

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 first SMS service as a course project. This company offers 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 profit model relies on a small percentage from
the price of each transaction message. This 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). This 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 offered SMS payment solutions such as SMS-
Gateway, mobile marketing campaigns, bulk delivery of SMS messages
and Everybody’s M-Business. The 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 offering 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 affiliate company aimed at the international provision
of Fortumo’s service offering. The international provision of that stan-
dardized mobile solution is complicated by regulatory differences across
countries and regions. These differences 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 offers intermediation between web-
based or mobile-based content providers and their clients. Consequently,
international success is highly dependent on the attraction of high-traffic
content providers (e.g. game producers) for the mobile payment solution.
The fact that Fortumo’s solution does not require any programming skills
nor cause any cost unrelated to turnover is a valuable, but insufficient
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. There are larger markets,
like the USA and China, where the company has chosen to make extra
efforts. For example, on the US market software companies have clus-
tered in Silicon Valley with at least representative offices. This includes
content providers. Therefore, Fortumo has established an office in the US
and employed some local professionals with a good portfolio of network
contacts. The 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 offices in San
Francisco and Beijing. This 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 effort might render consider-
able payoffs. US regulations on service number usage also make it more
difficult to share resources between various users cost effectively 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 first 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 efforts are focused in China and Fortumo has established a
subsidiary in Beijing. Due to the developmental differences 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. These 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. Therefore, Fortumo
started its services first 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. This is done through targeted marketing efforts ori-
ented towards the establishment of partnerships with major telecoms and
other network partners. Such efforts are reinforced in Asia and the USA by
local offices, 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-traffic rather than large
user numbers. However, the latter might serve as a useful stepping-stone
towards more focused and profitable client portfolios. The 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.
The 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 difference
between being considered a partner or not. Therefore, 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 Officer 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. This means
that internationalization has helped them obtain critical growth towards
higher market coverage. This 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. The latter is more cost effective, 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. This means additional income without consider-
able costs. Fast international expansion reduces the risks by balancing
income flows between various target markets. This diversification makes
the company less dependent on single-market developments because
losses on one market can be compensated with profits from others. This
shows that the managers at Fortumo view internet-based expansion pre-
dominantly as a cost-effective opportunity to build a global identity that
is attractive to large-scale international clients. The 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. This adaptive mar-
keting has proven to be an important networking skill (Kodres 2013).
Fortumo’s value creation process is depicted in Fig. 2.2. This figure offers
a somewhat simplified sequence of value creation elements instead of
replicating the entire framework of Fig. 2.1, because some aspects of the

Parent: Moby Solutions — domestic company

FORTUMO - born global company and brand

v
Localized partnerships to enter large number of markets quickly
v
Global scale valuable to larger clients with high volume of transactions
v
Network and brand image development via office in Silicon Valley USA
v
Technological developments to support new platforms and in-app solutions
v
Scope advantages valuable to some key clients plus brand extension
v
Targeted value propositions to and negotiations with key partners/clients
v
Partnership deals with prominent Telecoms and other supply chain partners
v

Higher perceived value of the service proposition in less developed markets,
subsequent special marketing and sales focus to Asia (office in China)

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. Therefore, the figure is aimed
more at capturing the dynamics of Fortumo’s value creation and not its
entire complexity. The latter was explained in the case narrative. In this
sequence, some steps take into account the results and feedback from
earlier developments. Therefore, it is already an amalgam of the general
dark arrow pattern and light arrow feedback loops of Fig. 2.1.

The 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 sufficient dynamism. The solution devised
for this problem suggests that development work should stay in Estonia
because offshoring 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. This makes it possible to be closer to clients, to gain
access to vital market information and to remain ‘in the picture’, which
hopetully 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.

The Fortumo case highlights the importance of scale and scope effects
in the globalizing SME that operates in the field of supportive solutions.
It also indicates the importance of intra-community networking in the
cluster core. This aspect in particular requires case multi-location man-
agement, which goes beyond the fly-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 identified as a
quasi-local player and as a result accepted into the local community. This
localization aspect of the value proposition is supported by the continu-
ous development of technological platforms to serve the needs of various
client communities. The following two short case examples are based on
public sources. They 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 20006, the Java specialist Jevgeni Kabanov, then working as R&D man-
ager for software development company Webmedia (now Nortal), and
his colleague Toomas Rémer, found a solution to the Java-based program-
ming problem that code had to be uploaded to servers and re-run for test-
ing. The JRebel software helps to check the code without time consuming
breaks. This tool offers a considerable increase in the efficiency 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 sufficient marketing exposure and sales efforts. In
2007, the development of this solution became the independent spin-off
‘born global’ company ZeroTurnaround, although it was officially 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. The company is led by the co-inventor Jevgeni
Kabanov as the CEO. The other co-inventor and founder Toomas Romer
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 offices 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. The 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. The
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. The new investor has
brought considerable growth and made the business model truly scalable.
In 2012, sales increased 2.6 times to 5 million euros. This 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. This cor-
porate entity employs predominantly US locals as marketing and sales
managers. The software development units are still located in Estonia
with offices in Tallinn and Tartu. The company now also has a subsidiary
in Prague. In March 2013, ZeroTurnaround acquired Danish software
development company Javeleon and all its patents. This 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. This acquisi-
tion shows ZeroTurnaround’s ambition to become the leading provider
of Java development tools.

The 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. Therefore, 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. These 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 office, in the case of annual licensing contracts the JRebel
tool costs a client company around one US dollar per programmer per
day. The second support tool LiveRebel shows that this company is more
than a ‘one hit wonder’. The 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
effort 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. Then 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 conflicts and
discussion around development choices. Sometimes, the final 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 offer
great value at low prices, but to ask from its customers as much as they
find sensible to pay for solving these productivity problems. This helps
to distribute the added value between the supplier and client more fairly,
while offering sustainable profit 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.

The CEO’s own dedication to effort 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 scientific 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. This co-operation includes the development of the course
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‘Java Fundamentals’ for a cohort of international students, offering topics
that focus on combining theory with business practice for final dissertations,
and stipends for students. The joint research activities produce patents,
articles, and enhanced knowledge as a social by-product of the commercial
value offerings. However, such close co-operation with the academic com-
munity also serves the purpose of finding talented new employees.

The 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. The strong partner-
ships have also played a crucial role in the globalization process. The 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. This 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. The acquisition of Danish developer Javeleon tells another
story of how the value creation improvements via a first partnership
with Bain Capital Ventures led to new opportunities and business exten-
sions. The 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 flowers 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 first, it seemed that the judging panel of entrepreneurs,
trainers, and financiers 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 flowerpot
won the competition and not only received the prize money, but also found
its first investor during the mentoring process. A group of Estonian angel
investors under the name WNB Project gave Click & Grow its first 250,000
euros allowing it to continue with more serious product development efforts.
Mattias Lepp has said in public interviews that it proved to be an extremely
difficult journey because every possible thing that could go wrong initially
went wrong. They made numerous bad choices and took the wrong steps
before getting it right.

Finally, Click & Grow started to produce smart flowerpots in 2011.
The first 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
efforts by sending out press releases and making phone calls to the global
technology media. Consequently, the Click & Grow smart flower pot idea
received good global media exposure in ZechCrunch, Wired Magazine,
Fast Company and even the New York Times. Therefore, awareness among
potential target customers was built in parallel with product development
long before the first shipments were ready.

The initial value proposition of Click & Grow was a retail solution
for high-tech hydroponic plant growing. The product is a square plastic
flowerpot with a soil and seed cassette inside to which the user needs to
add couple of AA batteries and some water. Then in around 2-3 weeks,
the flower or herb (depending on the seeds) sprouts without additional
care, reaching full size within 2—4 months. The Click & Grow flowerpot
has been enthusiastically welcomed by home gardeners around the world.
The market is inherently a global niche market of people who enjoy fresh
flowers 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 office in Palo Alto, California USA. Since autumn 2012,
the smart flowerpot has been sold through US retail chain Brookstone in
addition to using internet-based sales. This 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 flowerpot. The
flowerpot has now found owners in more than 40 countries. In 2012,
the company sold around 90,000 flowerpots worldwide. The expected
turnover of 6—6.9 million euros should also bring in the company’s first
profits, which are currently unknown.

The second-generation product has entered the global market as well.
The Smart Herb Garden shipped in January 2014. This enhanced prod-
uct has three different 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 flowerpot. For this product the com-
pany used the Kickstarter joint financing 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.

This second-generation solution represents an enhanced value proposi-
tion that has incorporated the lessons learned from the first product into
a cheaper, more diverse, and technologically upgraded garden with three
useful herbs or other plants. Such a solution is not entirely unique. There 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 offers a physical product that has to be shipped, but
there are similarities with Fortumo and ZeroTurnaround in terms of
network building and marketing efforts in the USA. The 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.

There is, however, a different marketing and sales experience from a
secondary target market, Russia, where Click & Grow opted for door-to-
door sales efforts to corporate clients by simply walking in with a product
presentation. This strategy of the personal touch proved successful, but it
is relatively costly to scale. Therefore, 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 flowerpot 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 offers a comparison of value creation
in all three case companies. The 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.

The 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.
This does not have to be the final consumer, but can be the corporate
customer, or even a combination of both. Despite the differences 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
fine-tune the value propositions to partners and customers. The three
companies have devoted considerable effort 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 sufficient 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 benefits will do.

Discussion

The case evidence from Fortumo, ZeroTurnaround and Click & Grow
indicates that the resources of ‘born globals’ have a significant 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. This 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. The platforms of Fortumo and Click & Grow offer competitive
advantages as well. The results are also in line with the discussion of
dynamic capabilities because all three companies have leveraged their
initial capabilities by offering 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-
efited from scale effects. This is in line with work by Arend (2014). All
three globalizing SMEs have combined advances in information tech-
nology with organizational and marketing developments. This pattern
is in accordance with earlier results by Wiengarten et al. (2013) and
Pertusa-Ortega et al. (2010). The response to market considerations for
the dynamic capabilities outlined by Wilden et al. (2013) can be identi-
fied as well. All three companies set great importance on the customer
service considerations, which relate to dynamic capabilities according
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to Kindstrom et al. (2013). The 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
diversification and a focused product portfolio, which also characterize
all three SMEs. The 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 effect 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 benefited 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. The proactive advanced rela-
tionship-building capabilities identified by Freeman et al. (2010) seem
to have had an important role in the value creation process for Fortumo.
Case evidence also supports the findings 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 diversified 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. This matches the dimensions in
scale offered by Dimitratos et al. (2012). Fortumo, ZeroTurnaround and
Click & Grow could be seen in accordance with Dimitratos et al. (2010)
as ‘global smaller firms’ because the US market is indeed the leading mar-
ket in their industries. The role of opportunity identification 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. The relative
lack of prior global experience in these companies suggests the possibility
of the effectuation 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.

The 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). The 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 efforts started only when
experienced US venture capital became a strategic partner. Therefore,
value creation processes are very intricate.

Conclusions and Implications

The 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. The framework
of this study focuses on the role of intra-company resources and capa-
bilities, including dynamic capabilities. The value creation processes call
for the alignment of organizational, technological, and market aspects.
Focal developments relate to increased service-orientation and marketing
capabilities. The company’s value provision is moderated by the speed
and agility of being born global, entrepreneurial opportunity seeking,
and having networking skills. These moderators also reinforce the link
between capabilities and value creating strategies, such as lead market
presence, customer-intimacy, and various partnerships. These strategies
facilitate the establishment of a good corporate image, vital contacts,
and/or scale effects enhancing the value provision.

The 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.

This contribution has certain limitations. The three cases presented
here are perhaps somewhat insufficient for extensive inter-case compari-
son. The data collection based on written responses and public informa-
tion does not offer good opportunities for additional clarification and
might provide an overly narrow understanding of the intricate manage-
ment issues. This 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. The incorporation of several cases increases the pos-
sibility of discussing the results in a more general context.

The 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. This discourse could perhaps benefit most
from the combination of dynamic capabilities literature with the network
approach in an entrepreneurial context. There 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. These 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.

The 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 office establishment
abroad, managers have to build first-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 flowerpot 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. The com-
parative study of low-tech and high-tech globalizing SMEs from emerg-
ing economies could also offer valuable knowledge about the relevance of
technological knowledge in the rapid globalization of companies.
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International Opportunities and Value
Creation in International
Entrepreneurship

Tuija Mainela, Vesa Puhakka, and Ingrid Wakkee

Introduction

International Entrepreneurship (IE) is inherently a cross-disciplinary
research field 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 field (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 definitions 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. Therefore, 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 (Gronroos 2011; Kowalkowski 2011)
and industrial marketing (Moller 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. The
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 different issues under one concept. The 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. The
research question of the study asks: How are international opportuni-
ties actualized as a value-creating activity in cross-border contexts? This
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 field 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.

The 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, firstly, the concept of opportunity in entrepre-
neurship research. This 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 effects 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 defined 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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The 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. This 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
different views on who is able to recognize opportunities; three perspec-
tives seem to dominate the debate (Shane 2000). The first perspective
includes the neoclassical equilibrium theories (Kihlstrom and Laffont
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.
The 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).
This view devotes greater attention to the decision to exploit opportunities
than to the actual recognition of specific opportunities. Yet, the psycho-
logical perspective does offer an explanation for the discovery of opportu-
nities (Venkataraman 1997): the recognition of opportunities, according
to this view, is dependent on relative differences between individuals in
terms of their willingness and ability to search for and identify opportu-
nities (Shane and Venkataraman 2000). The 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 different types of opportunities.

Different Types of Opportunities

There are some definitions of entrepreneurial opportunities that have
been relied on in IE research. Eckhardt and Shane (2003, p. 336) define
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 different 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.
The definitions being to such an extent different and quite abstract, the
conceptual vagueness and the resulting measurement difficulties might be
the reason for the scarcity of empirical research on the origins and nature
of international opportunities. Here we differentiate firstly 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 inefficiencies (see Eckhardt and Shane
2003; Zander 2007; Anokhin et al. 2011). The first 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). These 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
inefficiencies (Kirzner 1997; Eckhardt and Shane 2003; Kirzner 2009;
Anokhin et al. 2011). Arbitrage opportunities are disequilibrium-based
profit opportunities, which can be seen to move markets towards equilib-
rium (Autio 2005; Anokhin et al. 2011).

While authors differ 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

The 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 find 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 different 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.
This is similar to allocative opportunities, which Sarasvathy et al. (2003)
define 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. Thus, known resources
are matched with identified 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.

The 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 fit 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). Thus, 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 etal. 2003).
The 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.

The 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. Then we need to understand the process through which
different 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 final form. In Shane’s (2000)
example one technology gave rise to at least eight different 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 defined 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 differ 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 define the resources and capabilities critical to realizing identified
opportunities as internationally growing ventures. Later Sapienza et al.
(2000) illustrate the potential risks of early internationalization in terms of
long-term success. Alertness to opportunities and identification of value-
creating opportunities across national borders are core INV capabilities
(Kuemmerle 2002; Evangelista 2005; Isenberg 2008; Karra et al. 2008;
Muzychenko 2008). The perception of the availability of opportunities is
a determinant of the type of the established firm but success is primarily a
question of value creation to customers (Sequeira et al. 2009).

Acs et al. (2001, p. 239) see internationally operating firms as ‘vebicles
for internationalizing Schumpeterian creative destruction’ through the use
of resources and capabilities to capture innovation-based opportunities.
The 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 influence 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) differentiate 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. This views oppor-
tunities to exist in the foreign markets and firms to be advantageous and
deficient to varying degrees, in the development of those opportuni-
ties and related value capture. The 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) define entrepreneurs on the basis of
their being reactive or opportunity seeking and see the triggers of inter-
nationalization as differing 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 firms. 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 Escribd-Esteve 2006; Acedo and Jones
2007; Jantunen et al. 2008; Kocak and Abimbola 2009; Dimitratos et al.
2010; Zhou et al. 2010).

Opverall, 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. The studies are primarily about the proac-
tive and risk-seeking mindsets, orientations, and strategies of firms that
exchange goods and services across borders. The studies highlight the
potential of the discovered arbitrage to provide growth opportunities or
new international markets, in general, for a firm. 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 different con-
texts and influenced by dynamic social situations. Accordingly, every
opportunity can be seen to be enacted by individuals in their specific
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).
Therefore, 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 firms (Hohenthal
et al. 2003; Johanson and Vahlne 2006, 2009). They 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. The conceptualiza-
tions are differentiated on the dimensions of type and nature of opportu-
nity. On one hand, we differentiate 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 firm’s offerings 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).
This 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
etal. 2003). In the case of market opportunity, the home base is primarily
for value-creation activities but opportunities arise in the form of unsat-
isfied needs and demand in foreign markets (Autio 2005). International
entrepreneurs and firms 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 differ on the basis
of their inherent nature. They 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 first 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 define possible
outcomes does not exist (Venkataraman et al. 2012). Through these two
dimensions we can deduce possible conceptualizations of international
opportunities (see Fig. 3.1).
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Type of international opportunity

Venture Market
Objective New resource combination for Recognized supply-demand
international venture establishment inefficiency in foreign markets
Nature of
international \:’alue creating
opportunity mtematu_)r_)al
opportunities
Venture idea to be constructed as an International market to be
Subjective international new venture interactively enacted

Fig. 3.1 Different conceptualizations of value-creating international
opportunities

In the case of objective venture opportunities, value creation is based
on the need for innovative cross-border resource combinations (Shane
2012). This 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). These opportunities take the shape of a new venture, but
not necessarily a new firm; 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). The 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



3 International Opportunities and Value Creation... 69

of unsatisfied needs and demand in international markets (Autio 2005).
Arbitrage is a situation in which %he 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 specifically
good at spotting opportunities based on dispersed information found in
the environment. The 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 profitable solution.

The subjective-venture conceptualization sees international opportu-
nities as social constructions between people, organizations, artifacts and
the cross-border environment, and defines 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. Through 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 confined deci-
sion space (Sarasvathy 2001). Thus, international entrepreneurs create
the opportunity rather than select it. This involves efforts in thinking of
the business from a different viewpoint, one that emerges through social
dialogue with others and may result in totally new business models and
value creation logics.

The 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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Thus, a subjective market opportunity is a collaborative activity between
entrepreneurs, professionals, customers, and other involved parties. The
created opportunity must be mutually interesting and attractive in order
to be valuable (Downing 2005; Fletcher 2006; Holt 2008). The entre-
preneur, or an entrepreneurial firm, 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). The core capability in relation to value-creating oppor-
tunities is the one of engaging others. The primary activity is boundary
work (cf. Lindgren and Packendorff 2009) involving breaking existing
patterns and deviating from the taken-for-granted reality. This involves
influence over others and including others into the process (Schweizer
et al. 2010). The 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

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

“The 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). The 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.

This conceptualization might acknowledge that the new venture is
about internally organizing for the benefit 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 profitable 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.

“The recognized supply-demand inefficiency in foreign markets’ type of
conceptualization sets the market external to the entrepreneurial venture
at the forefront of the value-creating activity. The value capture is depen-
dent on the entrepreneur’s and the firm’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. The 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 flexible acting in response
to opportunity emergence regardless of the often unknown contexts and
lack of resources. The international opportunity focused research could
be advanced through further study of the processes of awareness and
choice under the uncertainties of foreign markets.

This conceptualization suggests that managers need to be active in the
markets and open to possibilities emerging without well-made plan or
careful preparation. The 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 finalized 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).

“The 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 flexible
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).
Therefore, the value creating opportunities are not to be found, but they
are socially constructed in a process of meaning building. The subject
of examination of the international opportunity focused research could
be the process in which a venture idea is signified 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 different 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. The idea is repeatedly outlined and tested
in context and the mistakes are the basis for learning and taken as feed-
back that allow for modifications of the opportunity. The focus is on the
abilities to create dialogue across borders, get feedback, learn quickly, and
be flexible 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 firms seamlessly synergize their
global and lean product or opportunity development activities.

“The 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 different backgrounds
to create a common space for interaction, where it is possible to find
shared interests and mutually satisfying solutions. In research, at the core
is the interaction and its production of common interests (Johanson and
Vahlne 2009). The market with identifiable customers and co-operation
partners is created by the processes of exchange instead of being ready
to be approached and served. The conceptualization calls for examina-
tion of value-creating international opportunities as evolving in-between
entrepreneurs and their firms 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 influence in the
markets. The 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 financing, 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 different forms over time. Simultaneously we need to
acknowledge that the value-creating activity related to different 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 firms 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 first-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 firms from small emerging
economies offer a great opportunity for examining new approaches to
internationalization and testing existing models of internationalization.
The liability of smallness is undoubtedly the first 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 firms originating from
other small European states highlight many of these changes. The eco-
nomic growth of Slovenia, which is closely examined in this study, has
always depended on exports, representing a majority share of GDP! 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 first time internationalizing SMEs
developed several new patterns of international growth. The success of
first-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.? 2010) find that many new exporters do
not succeed in maintaining or improving the value creation from their
export flows, and some have to even close down completely.

!"The average value of Slovenian exports of goods and services as a percentage of GDP from 1990
t0 2015 was over 60 % with a minumum of 47 % in 1999 and a maximum of 90.76 % in 1990.
*Cadot et al. (2010) show that less than 20 % of newly formed trade relationships survive more
than a year and examine the specific characteristics needed for survival.
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The chapter aims to present the behaviour of new exporters and the
consequences of early diversification 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. The analysis
covers the period 1994-2010. We analyse how diverse their strategies and
patterns of international growth are and which strategies are more ben-
eficial for firm performance. The 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 differences
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 diversification. We look at both
geographical spread and diversification in terms of product portfolio and
compare firms’ 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 offered, in addition
to analysing costs and risks involved in market/product diversification
and gathering knowledge was recognized as the dominant formula for
value creation. The majority of firms focused on the home market and
variability across firms regarding the extent of export involvement is
significant (Eaton et al. 2004). Furthermore, according to the research
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on French manufacturing firms by Eaton et al. (2004), the number of
firms 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 firm-level data
and demonstrate that the majority of firms export only one product
to one market, while there are less than 12 % of those exporting five
or more products to five 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 firms in export market entry can be attributed to
productivity differences. They also reveal that the number of exporters
increases systematically with export market size, that sales distributions
are similar across markets of very different size and extent of participa-
tion, and that average domestic revenues rise systematically with firms
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 firms from others and note that they
grow on both the intensive and extensive margins — firms typically
start exporting small volumes to a single country, while many firms
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 firm and product specific
characteristics that have an effect on the probability of survival (Gorg
et al. 2008). Analysing firm-level data in China, Manova and Zhang
(2009) find 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 firms. 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 firm’s existing
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web of export contacts and/or from other firms 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; Majkgéird and
Sharma 1998) as these influence contact and entry decisions. However,
imperfectly informed firms discover the level of their profitability only
after entering an export market (Albornoz et al. 2010). Assuming that
profitability is correlated over time and across destinations, the model of
Albornoz et al. (2010) predicts that firms 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). The network externality cre-
ates an increased probability of a firm acquiring a contact in a new market
and aggregating trade flows between the potential destination country
and any other active export market of the firm. The recent stream of lit-
erature on ‘global value chains’ (Baldwin 2012) also supports these views.
The 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. The question
whether a firm that starts to export focuses on a single market, diversi-
fies 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.
There are several possible explanations. First, there may be no relation-
ship between diversification (the number of foreign export destinations)
and firms performance (Piercy 1981). Second, there are performance
benefits for firms following a focused export strategy (Brouthers et al.
2009). Third, there are performance benefits for firms taking a diversified
approach to exporting (Pangarkar 2008). Insights into the internation-
alization behaviour of Slovenian exporting firms can add to the existing

body of knowledge.
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Changes and Geographical Distribution
of Export Activity

This section presents trends and changes in export activity for the
Slovenian economy over the last two decades and links exports strategies
to firm 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. There was a drop in merchandise export in 2009
due to the economic crisis, but it bounced back in 2010 (Fig. 4.1).

The share of exporters in the total corporate sector increased from 34 % in
1994 to 45 % in 2010. The 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 Slovenia2012, http:/[www.stat.si/letopis/2009/23_09/23-06-09.
htm). The 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 offer good opportunities
to explore changes in export dynamics.

The analysis of Slovenian exports is based on a rich firm-level data
set on bilateral trade flows 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.° There are more than
100,000 firms in our database, from which 32.8 % are non-exporters,

There is a break in the series from Slovenia’s accession to the EU in 2004 due to a changed system of
recording trade flows. After 1 May 2004, only flows of firms with trade exceeding €100,000 on an
annual level were recorded, while before that all trade flows were recorded by CARS. The smaller firms
with lower values of total yearly exports are not able to make the cut, although they might still be export-
ing. This curtails the sample on one side. There is a limited solution to the problem, namely that the
AJPES database, in which all firms are included, still records the trade status of a particular firm, namely,
if a firm exports at all or does not (regardless of the value). Using the AJPES database to differentiate
between firms concerning their export status avoids the break in the series, but it only applies to compari-
sons of firms’ characteristics, which are drawn from the AJPES database. The problem still remains when
using information from the CARS database, and caution is needed when interpreting those results.
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Slovene merchandise exports, 1994-2010
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Fig. 4.1 Total merchandise exports, absolute and relative
(Source: Based on COMTRADE and World Bank)

50.1 % are switchers (firms that do export successfully or unsuccessfully
some of the years in the sample) and 17.1 % are permanent exporters.
The world maps below show exports in their totality and the extent to
locations across Europe. The used export variable in all figures is divided
into ordinal quartiles for easier representation. The first 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.® Figure 4.3 shows the geographical distribution of Slovenian exports
across the European continent (export volume) in two snapshot years, 1995
and 2010. The major trading partners besides Germany were Slovenia’s
neighboring countries (Croatia, Austria, Italy) and France. In 1995,

4Slovenia is categorized in the figures 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.

The 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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Fig. 4.2 Integration into global value chains, by countries, 2009
(Source: Based on OECD; http://www.oecd.org/sti/ind/GVCs%20-%20
SLOVENIA.pdf)

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. 4.3 Geographical distribution of Slovenian export volume in 1995 and
2010 (Source: CARS, calculations by Burger and Kuncic (2013))

Western Europe as a consequence of skill upgrading, improved competi-
tiveness, global and regional value-chain repositioning, and the trade-
creating effects 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 firms became even more
concentrically grouped around countries closest to Slovenia, with France,
the UK and Sweden having fewer Slovenian firms 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 firms
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). The 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
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Fig. 4.4 Geographical distribution of the number of Slovenian exporters in
1995 and 2010 (Source: CARS, calculations by Burger and Kunci¢ (2013))
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Fig. 4.5 Geographical distribution of the number of first-time exporters in
1995 and 2010 (Source: CARS, calculations by Burger and Kunci¢ (2013))

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. This 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
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Fig. 4.6 Geographical distribution of the number of exporters exiting a mar-
ket in 1995 and 2010 (Source: CARS, calculations by Burger and Kunci¢ (2013))

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). The 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. The number of failed export products that ceased to
be exported to a specific 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 diversification increased; there was an even larger dispersion
from 1995 to 2010.

Finally, we test the average number of exported products per exporter ro
a given export market to see where exporters achieve the highest scope
of exported products. The pattern that emerges from observing this
empirical exercise highlights interesting findings. Whereas the intensive
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Fig. 4.7 Geographical distribution of the number of new exported product
varieties of first-time exporters in 1995 and 2010 (Source: CARS, calculations
by Burger and Kunci¢ (2013))
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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 Kunci¢ (2013))

and extensive margins of Slovenian exports are the highest in the vicinity
of Slovenia, export scope per firm is the largest in more distant European
markets, especially to the east. To overcome the higher trade costs to
more remote countries, firms 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 firms
manage to export to far-away countries. The same firms also have an
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above average product range and can therefore offer 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
firms and products present, firms entering and firms exiting the markets,
and products entering and products exiting the market. Export dynamics
and diversification 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 firms 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.
The 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
firms 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 first-time exporters
(e.g. new exporters). We look for a distinction between successful and
unsuccessful new exporters. Unsuccessful new exporters are defined as
firms 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 firms that remain exporters throughout the studied
period, after starting to export and surviving to the last available year of
the observed period. The classification as described above depends heav-
ily on the exact time of the first exporting year relative to the last avail-
able year of our data sample (2010). In fact, around half of the firms
that start exporting for the first 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 first time are classified 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 firms. In order
to alleviate the sample bias we perform weighted quantitative analysis
whenever possible throughout the study. The construction of weights for
successful new exporters is based on the number of exporting years we
are able to observe for each firm, 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 differences between suc-
cessful and unsuccessful new exporters.

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

The 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 difference 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 find major differences between the two. Where
possible, we track performance measures from five periods prior to the
start of exporting to five years after (Table 4.2). Characteristics related
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to exporting are tracked from the first year of exporting (t,) to five years
later. Summary statistics for successful new exporters are based on analytic
weights that assign larger importance to firms 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, fixed
tangible assets, capital intensity, productivity, exports, export revenues as
a share of total sales, equity, and indebtedness. The 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. The evolution of sales in unsuc-
cessful new exporters is much more subdued despite an almost similar
starting-point. This group of new exporters achieves only a 12 % increase
in relative sales in the first year of exporting and an additional 12 % by
the sixth year of exporting. The pattern is almost identical with regards to
employment and fixed assets growth. By the sixth year of exporting, the
first group achieves 50 % higher employment and fixed 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 significantly 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 first 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 first
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. The dif-
ferences even increase in time, which is natural since one group is good at
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Table 4.4 Top markets in 2010

# of # of
# of entering # of exiting entering # of exiting
# of firms  products firms firms prod. prod.

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

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

ubwWwNn =

Table 4.5 Summary statistics of extensive export dynamics for the entire sample

mean sd min max
# of firms 116.77 440.51 0 5178
# of products 179.21 47417 0 3652
# of entering firms 40.73 145.22 0 1578
# of exiting firms 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 Kuncic (2013)

exporting and the other is not. Both variables showing financial 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 first 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. These findings suggest that successful new exporters are
less financially constrained as they are able to finance their organic growth
through equity and depend much less on external sources of finance.

What is Behind the Difference in Performance?

Several analyses were done afterwards to understand the reasons for the
differences in performance and internationalization behaviour that led to
such differences in performance.
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Burger and Kunéi¢ (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. The 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 five 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 five 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 five 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 five 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 difference fromt=1tot=5
increases, as 36 % export to more than five 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) diversification, product diversi-
fication, and export intensity and firm 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 first-time Slovenian exporters in the period 1994-2012. They tested
the impact of geographical differentiation and product differentiation
on performance (value added and export revenues) and whether a com-
plex export strategy — an export strategy of simultaneous product- and
geographic export diversification — is beneficial for first-time exporters.
Data plots revealed correlations between firms’ 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
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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 specifications confirmed that both market as well as product
differentiation have a positive and significant impact on the performance
of new exporters. Market differentiation showed an even greater impact
on performance. The authors also found that complex internationaliza-
tion strategies and simultaneous diversity — both in terms of products and
foreign markets — is significantly related to productivity and sales perfor-
mance of new exporters. Further, the diminishing effects 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 different formulations of export intensities
(export volume). Additional export activity thus helps, but in a decreas-
ing way, likely due to the increasing difficulty of managing further export
diversification. Both interactions of export duration with product- and
geographic diversification were positive and significant, implying that
exporters successfully reconfigure 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. 2000). In spite of diminishing returns, the
analysis showed that diversification strategy and the dynamics of inter-
nationalization in the first years of exporting determine the growth and
survival of the new exporters and differentiate successful from unsuccess-
ful new exporters.

We collected case studies and interviews for further insights into differ-
entiated export strategies. Exporters emphasized the importance of speed
and diversification in export activity. Though preparation before market
entry is very demanding with a larger product portfolio and a presence
in more than one market, complex diversification 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 first 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. The firm-level analysis of export activity showed
increased export dynamics, both entry and exit, and rising product and
geographical diversification. There is a large overlap between top mar-
kets in terms of firms and products present, firms entering and exiting
the markets, and products entering and exiting the market. The total
sample analysis revealed that the average values of both number of firms
exiting and entering new markets, and the number of products entering
or exiting markets, are very similar. Whereas the number of exporting
firms and export volume per market (intensive and extensive margins)
of Slovenian exports are the highest in the closest markets, export scope
per firm is the largest in more distant European markets, especially to the
east of Slovenia. Overcoming higher trade costs in more remote countries
demands diversification and a wider range of exported products in order
to break even. This relates to firms’ capacity and productivity. According
to data, only the most successful firms, 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 diversification has
proven to be a demanding but an effective way of value creation. Taken
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separately, both geographical as well as product diversification are posi-
tively related to the performance of new exporters, though with dimin-
ishing returns. Next, a complex strategy with simultaneous market and
product diversification 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 afford such a focused approach to
internationalization. An early decision for a diversified exporting strat-
egy determines the success of international growth. Adding new markets
and new products (variety) 