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ABSTRACT

The purpose of this paper is to describe and aedhe take off nodes and initial stages of intéonatization
of the less researched midsized firms from the gimgrmarket of China. Aspects of the take off gitua
(when the firm go abroad from the domestic markhg initial stages of internationalization, and tisage of
cluster as take off node (how the firm go abroadnfthe (domestic) local market network) will beadissed.
Primary data from a case study of five internatiiaireg Chinese midsized firms will be presentedwadl as
secondary data concerning industrial clusters im&hA theoretical contribution is made by combin
industrial network theory with internationalizatigmmocess theory as well as cluster theory. Majsults
concern (1) the take off situation of the Chinesas where they not follow assumed paths due teiape
characteristics of the emergent domestic markgtth@ initial stages of internationalization betgminated
by an indirect export mode which exclude the buidiof international relations being key in the
internationalization process of firms, and (3) tdus are seen as take off nodes when used as ekpstdrs,
being a springboard for individual rather than edtive internationalization of Chinese midsizedt
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INTRODUCTION

The increasing globalization of the world causefomehanges such as the liberalization and priatitn of
the former centrally planned economies which rapiethhances international competition (Meyer, 2001,
Jansson, 2007a,b). Emerging markets are seentt@beain growth areas in the world for an additidn@
decades (Cavusgil, Ghauri & Agarwal, 2002) and diffrom e.g. the ‘factory of the world’ China anck th
‘software centre of the world’ India are internakidizing at a growing pace. They together posskss t
potential to transform the 2Icentury global economy, accounting for one thifcth® world population,
which demand and supply are now being integratedtire world economy.

The large on-going increase of international bessnactivities by firms from China was initiated the
open door policy in the late 1980°s and furthemsguliby the liberalization of the centrally plann@hinese
economy into a market-based economy from the 19808&sonwards (Du, 2003; Kanamori, Lim & Yang,
2006). However, despite the growing trend, the ele@f internationalization of Chinese firms in gethés
still low, but rapidly increasing. The main intetiomal activities have so far been mainly concdatiao
larger firms (Child & Rodrigues, 2005; Jansson, &ithn & Zhao, 2007; Lou & Tung, 2007). Such firms
tend to have former experience of foreign busirsess therefore are able to adjust to and take adgearnf
new opportunities (Cavusgil, Ghauri & Agarwal, 2002eyer & Gelbuda, 2006), while smaller firms are
considered to have less experiential knowledge mdérmational business, thus facing challenges in
performance (Eriksson et al, 2000). In additionalfirms are considered to face severe managédinalcial
and informational constraints (Zyglidopoulos, Delfay & Reid, 2003), which could be reduced by
cooperation (Ding, 2007; Jansson & Boye, 2006; Z&nyilliamson, 2003).

The internationalization of firms from the emexgiChinese market is, due to its expected impachen
whole global economy, inevitably an important andrent research topic. However, the key focus lesb
on Chinese MNCs and FDI (e.g. Buckley et al., 260Aijd & Rodrigues, 2005; Lou & Tung, 2007), andde
on the rapidly growing group of Chinese midsizeth§ with more accelerating international experietes
the smallest firms, but not yet so active on thabgl market as the large Chinese firms. In termsizé
classification, Chinese firms differ from the Weststandards. E.g. a Chinese industrial SME cae higwvto
2000 employees (Natural Bureau of Statistics om&@h003) in comparison to the EU definition foryan
SME: less than 250 employees. To avoid confusioa,térm ‘midsized’ will be used for the Chinesenr
discussed in this paper. It is an important grogpiith a more accelerating international experiethea the
smallest firms, but yet small and less visiblehia global market and thus more neglected in resehen the
huge Chinese MNCs.

With a rapidly changing business world, the tiadil theories on how firms internationalize are
challenged (Forsgren, 2002). Firm internationaiizatis often considered to derive from a compeditiv
advantage built up at the domestic market befoterieiy foreign markets. However, due to the différe
business environment e.g. of emerging markets sfiootasionally must rely on competitive advantdgets
up directly in the global market. This supports tad for new models of internationalization (FSlli2001;
Jansson & Sandberg, 2008; Meyer & Gelbuda, 200&pea@ally in terms of the early phases of firm
internationalization (Johanson & Vahine, 2003).this paper, the purpose is to describe and andhee
situation prior to and during the initial stagesimtiernationalization of Chinese midsized firms.isTs of
special interest when it comes emerging marketsgbdifferent from the mature markets that intenati
alization processes theories normally deals witte bllowing major aspects are taken up:

» The take off situation of Chinese midsized firmsesl it take place in the traditional way via the
domestic market or in foreign markets directly?

* The initial stages of the internationalization ges of Chinese midsized firms: how does the
chosen entry mode affect the firms’ experienceykadge development and relationship building?

* The usage of cluster as take off node: does estahdint in a cluster work as springboard for
Chinese SME internationalization?

In this paper a theoretical contribution is madetenms of combining industrial network theory with
internationalization process theory as well astelutheory when discussing the go abroad situatronal
stages of internationalization and take off nodesChinese firms. An empirical contribution is maaken
presenting and analyzing data on the less resahinternationalization of Chinese midsized firmgs#y,

the theoretical framework will be presented, foldmvby the methodology used. Thereafter the empirica
analysis is accounted for as well as the main csmhs drawn.
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THEORETICAL FRAMEWORK

A network model to internationalization of smallerfirms

A common theoretical starting point of internatitiretion research is the Uppsala model (Johanson &
Vahlne, 1977), being a process driven by an indégrgdetween learning about business operations and
commitments to international business (Johanson ahlve, 2003). Over the years the model has been
continuously tested, mainly for MNCs but to soméeak also for SMEs (Hohental, 2001) and has shawn t
be valid by most empirical studies (Vahine & Nordst, 1993, in Fillis, 2001). However, research af. e
Born Globals with rapid, non-incremental internatibzation processes (Bell, 1995; Cavusgil, Ghauri
Agarwal, 2002; Oviatt & McDougall, 2005) show theodel to be less useful. For the smaller firms fgcin
size-related barriers for internationalization, eleping network relationships can be useful (B&B95;
Coviello & McAuley, 1999; Coviello & Munro, 1997)t connects to the industrial network approach,clvhi
discuss internationalization of the firm in ternfsestablishing and developing network positiongareign
markets (Johanson & Mattsson, 1988). This brandhefUppsala school see relations as significantirio
internationalization since the business networkstitutes of relationships spurring internationakibess
activities (e.g. Forsgren, Holm & Johanson, 20@biahson & Vahlne, 2003; 2006). Through operatinthén
local market and building relationships the firmingaboth network and internationalization experant
knowledge (Johanson & Vahlne, 2003), being esddntidurther internationalization of the firm.

In Jansson & Sandberg (2008), a Five/Five stagedetnwas developed integrating industrial network
theory with internationalization process theoryfiohs: the relationship model by Ford et al. (2068 the
five stages of Cavusgil's (1980) internationaliaatimodel are seen to complement each other. Wide t
former concerns how network experiential knowledgegained in a country, the latter is a good
approximation of how the internationalization knedde of a firm is developed. The more developed the
customer relationships, the more experience time Fas in a particular foreign country market. Tiius
model is driven by relationship building since thelding of experiential knowledge takes place é@tworks.
Here the entry mode of the firm becomes entry nodeshow the firm plugs into the local marketwetk
(Jansson, 2007b). There are various routes intagheorks in the foreign markets or nodes througichvto
enter. Entries through trade either take placectliravith customers/suppliers or indirectly througtier-
mediaries. Direct relationships, or dyads, areldisteed between buyer and seller in the respectimtries.
Indirect relationships, or triads, involve some stdg party or other type of entry node, usually an
intermediary e.g. an agent, dealer or distributtanéson & Sandberg, 2008). As export mode, usage of
intermediary in the foreign markets is direct expahile indirect export takes place via a domestimpany,
and cooperative export via collaborative agreemerttsother firms.

The integration of internationalization processaity and industrial network theory in the Five/Fstages
model is accounted for as followed: During the mtionship stage, the experience of the
customers/suppliers is none or very low, unceyaimgh, distances large and commitment and adaptati
zero. According to Cavusgil’'s five-stage model, &SME that has a domestic market focus and diarts
internationalize its relationships to a foreign oy, the pre-relationship stage corresponds tqtkeexport
stage for the first foreign market (Gankema, SntifZwart, 2000). The development of the relatiopshin
the country market starts in the early stage, wdmenmitments and experience increase slowly. Trsgndar
to the experimental export stage for an internafigrinexperienced firm according to Cavusgil sefistage
model. The establishment of relationships is a miugarning process, where the parties learn modenaore
about each other. Initial adaptations are madeataustill few in number. High uncertainty and hajstances
prevail between the parties. In these initial esagf internationalization, the usage of indiregiaeting is
common for resource-poor firms (Cavusgil, Ghauh§arwal, 2002), viz. SMEs. However, through indirec
export no international knowledge or relations gaed due to no contacts with the internationaketa To
build international relationships, the firm mustwyaanto direct export in the experimental stage.

The initial stages are followed by the developnsage, during which business between the custarner
the supplier starts to grow and resources areasurgly shared. The relationship settles in a sthirlg term
stage with continuous business between the paiittesy have now learnt to know and trust each otied,
uncertainty is now perceived as being low. Distanaee small and commitment high. The main aim with
building relationships is to achieve an on-goinggderm relationship and reach the final stage whbe
relationship is extensively institutionalized, arabitual.

Thus, relationships are at the core of the entycgss, and they follow a similar pattern as the
internationalization process as a whole. A graduald-up of internationalization knowledge takesqd
through increased network experiential knowleddee mhovement through the stages of the entry prdsess
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intimately connected to the development of ingbin#l knowledge, making it easier to develop cugiom
relationships. As a consequence, the more reldtipssn a foreign country that have reached lasges, the
more established and internationally experienced fihm becomes and the higher the degree of
internationalization of the smaller firm. Also, th®ore countries in which the firm has established
relationships, the more internationally experienttedfirm is said to be.

Internationalization of Chinese firms

In reference to the internationalization of Chinésas, the relevance of the traditional internatibzation
models is discussed and challenged (Du, 2003; dansklimersson & Sandberg, 2008; Lou & Tung, 2007).
Since the degree of internationalization of Chirfases in general is still low and concentratedaxger firms
(Child & Rodrigues, 2005; Jansson, Stderman & ZI28®7), there tend to be a supportive notion of the
classical models, e.g. in terms of Chinese firmdemtaking outward FDI in foreign markets (Buckleyak
2007). Elango & Pattnaik (2007) point out that simenerging market firms still are in their earlggss of
internationalization, the Uppsala model is a highdéeful tool of research. Lou & Tung (2007) on ttbker
hand describe that MNEs undertaking outward FDinfremerging markets, e.g. China, face a too difteren
environment to fit the traditional western modéltese firms seldom follow an incremental path, titbe
traditional stage models normally seen as validnfiost firms (especially larger ones). Instead tteact on
pressures such as late-mover position, global cttigme and domestic institutional constraints sapported
by Child & Rodrigues (2005). Notably though, Lou Bung (2007) do not deny that, even if MNEs in
emerging markets have a less incremental intemmaltiation, the notion of organization learning agobal
experience are still key in their internationaliaatprocess.

The emerging market MNEs discussed above, e.queShi multinational firms such as Haier, Huawei,
Lenovo and ZTE (Lou & Tung, 2007) can be classifeexi national champions. Other types of Chinese
internationalizing firms going abroad from Chinae acompetitive networks, dedicated exporters and
technology upstarts. Relating to the SMEs studiethis paper, they belong to at least one of ttterléhree
types. In China there are many competitive netwasksch is a type of (industrial) clusters of huedis small
co-located entrepreneurial and flexible low-costducers, mainly within commodity good such as shugs
and pens. Firms in these clusters are seen tadreamnected and with governmental support theyagaro
enter international markets (Zeng & Williamson, 3p0For an SME belonging to a more domestic-focused
competitive network or industrial cluster, a waythe global market can be to become a dedicatedr&xp
(Jansson, Hilmersson & Sandberg, 2008). As suah,fitm neglects the domestic market potential and
expands into (mass) markets abroad, either alomas sub-contractor of MNEs. The advantages of déstic
exporters are low costs production, manufacturkidgssand economies of scale, while they lack eigrere of
marketing and service. The dedicated exporters infighe set for the international market directlyewh
China opened up in the late 1970’s, but even g, tbompetitive advantages were built up beforeharttie
domestic market. The third type of internationalgziChinese firms is the technological upstartsndpasmall
high-tech firms with origin from state-owned resgmrinstitutes. This type of firms often takes great
advantage of relations with overseas Chinese (Zewjlliamson, 2003). Due to the lack of developddh
tech industries in the emerging market of Chinahmelogical upstarts tend to resemble what Knight &
Cavusgil (1996) refer to as Born Globals, firmsigeinternational from inception.

In their research on Chinese firms going abroalildC& Rodrigues (2005) find three routes of
internationalization: the original equipment martifaer (OEM)/joint venture (JV), the acquisitiorute and
the organic expansion route. The two latter aré bmitward’ internationalization by FDI; either agsjition
or Greenfield. Both routes tend to be too cost-detimay for small firms with lack of resources in ithearly
internationalization. The first route however ig thartnership route, enabling ‘inward’ internatiietion of
the Chinese firm by gaining access to knowledge aomdpetences from the multinational partner. In QEM
the relationship is based on the cost advantagleeoChinese partner and the brand advantage doteign
firm. However, according to Jansson, Séderman &oZ2007), Chinese firms involved in OEM tend to be
passive suppliers with an internationalization psscdriven by the foreign demand. This route isrofised
by Chinese family firms, but is also relevant fanmis involved in competitive networks as well ag fo
dedicated exporters. A more direct relation is fedrthrough JVs, where the Chinese firm is able&zh into
the internal network of its foreign partner (ChldRodrigues, 2005). Though, in a JV the Chinega finight
be restrained from building its own internationaputation, as possible when being an excellent OEM.
According to Lou & Tung (2007), ‘inward’ investmanbring benefits for Chinese firms that stimuldteirt
‘outward’ internationalization.
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Clusters and competitiveness of internationalizingirms

Firms in their first international steps face diéfet barriers (Tan, Brewer & Liesch, 2007). ReigMartino

& Zygidopoulos (2005) argues that managerial, faial informational and competitive constraints rbgt
resource poor SMEs can be reduced by being patabfister. As cluster member the competitiveness of
firm can be enhanced by the external featureseotlinster e.g. cost advantages due to the co-tocatcess
to competent personnel, information and joint mankg as well as connections to institutions antligu
goods (Porter, 2000). Cluster externalities arevshto enhance the competitiveness of the SMEs vwax¢bl
and thus being part of a cluster will have a pesiimpact on the internationalization process ef shme
(Jansson & Boye, 2006; Zeng & Williamson, 2003).&xport cluster, as discussed in Jansson, Hilmer&so
Sandberg (2008), is a cluster in the domestic nbattheet could act as a (geographical) base wherefrom
individual firms could internationalize on their owin a cluster environment the business netwoodkggren,
Holm & Johanson, 2005), could be expected to bhalielated to the actors in the specific clust®hen
studying such cluster-related business networksoutid be beneficial to further integrate the thesrof
cluster and internationalization processes as stgddy Reid, DeMartino & Zygidopoulos (2005).

In China there are a number of industrial clustecated primary in the economic and export praogss
zones of the coastal areas. The production focuthenclusters is often standardized consumer or low
technology goods intended for mass markets. Thel leivinnovation and R&D tend to be low (Kanamori,
Lim & Yang, 2006). The clusters constitute to aylaextent of SMEs that face fierce price competitidthin
the domestic market (Ding, 2007). Kanamori, Lim &ng (2006) point out such Chinese firms to facevgno
problems due to the specific constraints causeithdyransition economy in China. Also, due to lewdls of
technology spill over, limited local entrepreneupsand less governmental support, existing clustiersiot
adequately support SME development. The lack @frifitm cooperation in existing clusters has ungad
factors inherited from the centrally planned erg, 8rms being unaccustomed to competition andcteht to
needs of upgrading production processes. Going feorsituation of independent operations with a
predetermined number of customers and distributi@mnnels, to a mode of cooperation is not easihedt
is costly, take time and demand a certain levédusit.

METHODOLOGY

Due to challenges in research of Chinese firmsh @8 lack of and less access to information asd ca
companies, as well as considerations of reliabititytranslated primary and official secondary dan,
exploratory study was conducted starting with diqpreary frame of reference using a case study @gogr.
The purpose is theoretical development, where itingirecal support of a theory is continuously asedssr,
inversely, a reality’s theoretical support inveatigd, through the matching of theories with resditis
discussed in Merriam (1998) and Yin (1989). Thegpdmas an inductive starting-point, being charater
by abstraction of empirical results. A qualitativeiltiple holistic case study (Yin, 1989) was undken of
six Chinese firms located in the Jiangsu provinc&lmanghai, both located in the expansive YangizerR
Delta region in China. Five of these six caseg@perted upon in this paper (the sixth case wakided due
to insufficient data). The study is the result ofi@oration between researchers at the Balticrigssi School
at the University of Kalmar, School of Busines§&tickholm University and the University of Shanghai

The primary data is based on semi-structuredviigers with Chinese case companies conducted in fall
2006 by native researchers lead by Prof. XianjimZlat the University of Shanghai. In total six case
companies were visited and at least three reprased from each case company were interviewed degtw
5-20 hours. The advantages of having native irgerers were less language and cultural barriers, tine
interviewer might get access to more informatianfrthe respondents than if we would have condutted
interviews in English or via interpreter. Still ette is reliability issues due to this, since thesgionnaire and
answers have been translated multiple times. Tateoact errors, all interviews were carefully doemted in
both Chinese and in English. Also, the Chineseaboltators presented their conclusions on two oooagb
the Swedish researchers. Each discussion incluetinterpretations lasting for about 10 hourseTix
cases were then summarized in written form in Bhgénd approval was given by top managers/owners of
the case companies concerning publication of dadacanclusions. In addition to the primary datprdsent
secondary data concerning industrial clusters im&pathered from reports and articles.

EMIRICAL ANALYS
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Overview of the internationalization process of the&ease companies

The ‘Yangzhou 5A Brush Industrial Co. Ltd." (henceforth 5A Brush) is a private midsized fitimat
produces toothbrushes. It is located in Hangjie-'@ity of Toothbrush’ of China. The firm was ediabed in
1993 and started to sell 100 % to the internationaitket instantly due to weak competitiveness agiddgo
closed out from the sales network provided by théesowned companies. To enter the domestic maitket,
had to build new distribution channels in the maxkeich would be too costly. Therefore, they ha@xploit

the international market directly which was madetigh the Guangzhou (Canton) Trade Fair. Thus, from
1993 to 2001, 5A Brush got orders at the Cantonadzivell as undertook indirect export through rtédten

at Chinese foreign trade departments. In 2000 trapany acquired a Chinese firm and made it to the
company’s self-run export company. It also promdteslr own brands: ‘5A’ brand in the domestic marke
and the ‘CORONA’ brand in the international markietday there is a 50/50 division between these atark
Of the export, ca 55 percent is sold via the Caffain, 20 percent via overseas or domestic didtrilsuand
agents, and 25 percent via own export of CORONA.

The ‘SuzZhou XingXin Knitwear Company Ltd’ (henceforth XX Knitwear) is a private midsizedrfi
located in a textile and knitting machinery clusteSuzhou. It produces apparel of wool, silk, cotetc., e.g.
woman suits and baby clothes. The firm was estadadisn 1986 and until 1992 it was a township emisep
producing clothes for a foreign trade firm in Shia@igexporting to the Japanese market. The exparestf
the firm has always been close to 100 percentaheavily dependent on OEM, i.e. producing for ofirens
and brands. From 2004, when the XX Knitwear gaieggort rights, the firm started to accept ordes® al
from the US (e.g. GAP), Canada and Europe (e.gitEsgnd Inwear). Japan still accounts for 60 peroé
the export, but is decreasing. The full focus of KKitwear has been OEM for the international market
thereby having close to 100 % export. In 2003, cth@pany registered an own brand for the domestikeha
which now accounts for 5 percent of the sales.

The Far East Cable Co. Ltd! (henceforth FE Cablg¥y a private cable and wire producing midsized
firm located in Yixing. It started as a townshiptemprise in 1990. The firm got import and expoghtis
endowed by the state in 1998 and started to settéonational markets in 2001. In 2002 the Fart Basight
all stocks and Far East Cable became the heacequérthe group. Major export markets are SouthAast,
West Asia, and Africa. FE Cable mainly works ascsuitractor to large Chinese state owned enterprises
(SOEs) in their foreign projects, however using Bie Cable brand. Active export markets for ongoing
projects in 2006 were Indonesia, Pakistan and gfiiiles. FE Cable also has some direct exportte ipe
Philippines, but in total the export share is dblgercent. Additional to the 2 200 employees inifv@x there
are more than 600 outlets and over 1 000 own saleswmvering all of China.

The ‘Shanghai Yaselan Advertising Material Co. Ltd. (henceforth Yaselan Printers) is a private SME
with 80 employees situated in Shanghai. The compaasy established in 1993 and is producing larggink
printers. In 1994 the manager attended the Canéamand spotted US printers. The following yearseve
dedicated to developing similar printers to a loyweice. Expanding within the low-end market of k]
equipment in the domestic market, the first foresges took place in 2002. Yaselan Printers art woder
own brand to Southeast Asia, Europe, America, Qageand Africa etc. Export is mainly undertakerotigh
distributors in foreign markets (one per markeg, @ Japan, Australia, India, Turkey, Thailand,¥de and
Pakistan), and presence in domestic and foreigrbigxims. Today the firm works with the devise “@gi
forward side by side of home and abroad, direckatarg and agents parallel”, and has an exportesbf60
percent.

The ‘Suntech Power Co. Ltd. (henceforth Suntech) is a private midsized fiondted in Wuxi. The firm
was established in 2001, firstly undertaking R&Dd garoduction of solar cell lines (solar cells arodas
modules) in China. The start-up was secured by rmpowental support, as well as professional managemen
and financing from eight SOEs. The first productime was ready in 2002 and due to a non-existelatr s
cell industry in China the firm was internationebrh inception selling through fairs in Europe. Stay off
with a quick expansion in Germany, Suntech expariddeérance, Spain, Holland and Italy. In 2004 Eerop
stood for 92% of total sales. The export was umadlert via agents and to some extent also OEM. 15,200
Suntech entered the US by registering in the NewlkW&tock Exchange and building a subsidiary in
Delaware. Expansion was also made in South AmeandaAsia, where they acquired a Japanese firm06.20
Today Suntech is the No three silicon cell manufigstin the world and has an export share of 90gmdr A
small 10 percent is sold to the domestic marketiwhias starting to grow eventually.

To sum up, the main firm characteristics of theeaaempanies are found in Table 1 below.
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Company | Yangzhou 5A SuZhou Xing- Far East Cable | Shanghai SunTech Power
Firm Brush Ind. Co. | Xin Knitware Co. Ltd. Yaselan Adv. | Co. Ltd.
characteristics Ltd. Co. Ltd. Mat. Co. Ltd.
Primary scope of | Production of Production of Production of Production of | Production of
business toothbrushes knitting garment | cable wire large digital solar cells &
(own brand) & sweaters (own brand) inkjet printers | modules (own
(OEM) (own brand) brand/OEM)
Turnover (Million | 400 80 530 US$5 Million -| 2 800
Yuan) US$10 Million
Foreign sales (%) | 50 95 5 60 20
2005
No. employees 1500 1300 2200 80 2 000
Start year: 1993 1986 1990 1993 2001
Start int. bus. : 1993 1986 2001 2002 2003
Export rights*: 2001 2004 1998 - -
International North & South Asia (Japan Southeast & Europe(ltaly, Europe
spread (main Americg Taiwan) North West Asia UK), Oceania | (Germany
market/s Europe, Middle | America (USA (Indonesia, (Australia), Holland, Spain),
underlined) East,_Africa Canada), Europe| Philippines, America, North America
Southeast Asia, | (Germany, Vietnam), Africa, (USA), Asia
Denmark), Africa, Southeast Asia| (Japan)
Entry modes: 1a) Chinese trade 1a) Via Sino- 1a) Project sub- | 1a) Chinese 1b) Agents in
1. Export modes | firms: Canton Japanese firm in | contractor to agents foreign markets,
a) Indirect Fair, agents, China, foreign large Chinese | 1b)Distributors | competitors
b) Direct distributors trade firms in SOE (main) & agents in sales channels
¢) Cooperative (80%, i.e. main) | China (main) 1b) Some foreign markets| 3) Subsidiary
2. Intermediate 1b) Own export | 1b) Some foreign| Chinese foreign | (one/market) USA, acquisiti-
3. Hierarchical company (20%) | customers intermediaries | (main) on Japanese firn

Table 1: Firm characteristics of case companie&ource: interviews made in 2006)
* = Year of receiving export rights from Chinesevgmmment (before that direct (self-run) export alkdwed)

The take off situation

Competitiveness of the firms

In the take off situation, i.e. when the firm g@dsoad from the domestic market in order to explatglobal
market, firms traditionally are considered to rely competitiveness built up in the domestic magtédr to
going abroad. This is the case of FE Cable and Isiaderinters, having eleven respectively nine yedrs
domestic experience before entering the global etaifkhe competitive advantages built up by the giim
the domestic market were foremost cost competiéigenin addition, both FE Cable and Yaselan Panter
tried to establish own brands in the domestic niat@estart with. Thereby they got some differembiat
advantages in combination with their low cost piigiin, manufacturer skills and economies of soaldch
are characteristics for dedicated exporters agithescby Zeng & Williamson (2003).

In contrast to going abroad from the domestic maxkith an already built up competitive advantage,
some firms move directly into a global market bmitdits competitive advantage there, like the bglobals
(Knight & Cavusgil, 1996). However, a born globsloften) characterized by high-tech industry axidteg
international experience (e.g. by the founder),clvhg not always the case in firms from emergingkeizs,
e.g. the 5A Brush, XX Knitwear and Suntech. Thesed started to export directly from inception, atit
prior sales in the domestic market due to specffiaracters of the emerging market China. 5A Bruab w
forced out since it was left outside the staterithigtion channels in the centrally planned econoifiyus, it
became international from inception but the exp@s$ passive and the company was ‘chosen by theethark
At this time the firm lacked competitiveness bediol@ costs. XX Knitwear used the route of OEM when
starting indirect export to Japan via a foreigrnérdirm in Shanghai. Both 5A Brush and XX Knitwestarted
without any own brands. In comparison to 5A Brusgld XX Knitwear, Suntech is more similar to a born
global since it is a high-tech firm internationabrh inception. However, the founder, a Chineseaeser
educated in Australia, had no former experienciatefnational business. Also, the governmental sttpipr
the start-up of Suntech defines it closer to arietdgy upstart as defined by Zeng & Williamson (200
Suntech spent two years in R&D and production | diomestic market before entering the international
markets due to a non-existent solar cell industr€hina at the time. The competitive advantagewit&h
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was its leading technology, i.e. a differentiatiadvantage, which was build on the founder’s former
knowledge and skills from research in Australiaadidition there were some cost advantages.

In terms of types of Chinese internationalizingn, FE Cable and Yaselan Printers were identdigd
dedicated exporters above while Suntech is seentashnology upstart. 5A Brush and XX Knitwear ba t
other hand are seen as parts of two competitivevarks since they exited from industrial clusters of
toothbrushes and textile respectively. Therebwddition to the discussion of firm competitivengssan be
noted that the competitive advantages of 5A Brustd AX Knitwear are built up in a geographically
concentrated industrial base, while the FE Cable daselan Printers follow a more traditional path i
building up its competitiveness in domestic natlemae industries; the cable industry and the pnint
industry. Suntech on the other hand diverges byatipg in the international market from start.

Choice of export mode

When going abroad from the domestic market, eithighn former experience from it or going internatbn
from inception, firms traditionally choose the direxport mode. Commonly for resource-poor firmslirect
exporting is used in the take off situation. 5A &ruXX Knitwear, FE Cable and Yaselan Printersstdtted
out having indirect export via Chinese trade firamgl/or agents. The main channel for 5A Brush was th
Canton Fair, through which indirect export occurfeam the beginning. Its first export was passivé b
triggered by being chosen by the market (similasrisolicited order). This was also the case forkitwear
producing for a foreign trade firm in Shanghai exipg to Japan, while FE Cable received (unexpécted
offers from foreign intermediate merchandise. YasePrinters on the other hand self discovered the
opportunities of export via participation in domesind foreign fairs. However, when the firm onlgshan
indirect relation to the foreign market, sellingahgh an intermediary in the domestic market, thra fjains

no experience, knowledge or relationships in theifm market. Even though having full scale exptrg
seller cannot be seen as an internationalized fion.this, the firm must move into a direct expag,in the
case with the technological upstart Suntech expgpdirectly via agents in the foreign markets. Trigger of
internationalization for Suntech was the non-existaarket in China and thereby a domestic baseideirtd
export was excluded naturally.

The initial stages of the internationalization

Theinitial internationalization of the case companies

Once the firm has taken off from the domestic marké&her with former experience from it, or going
international from inception, the firm enters thédial stages of the internationalization procéssaccordance
with the Cavusgil (1980) internationalization pregenodel, all the case companies have moved pagreh
export stage. With the exception of Suntech, athsi are more or less in the experimental expogestelere
the export is said to be limited as seen in the cdd-E Cable having only 5 percent export. Howgettes
other firms have export exceeding 50 percent whiobld indicate a committed involvement in exporthwa
high degree of international experience. However iginot the case of 5A Brush, XX Knitwear and &las
Printers. Instead they mix a high export share Veiis experience due to mainly indirect exportehms of
stages, the indirect export mode can be seen as-stgge of the experimental export stage whiamase
direct. In the case of Suntech, they leapfroggealigih the stages and became an active exporterdiataky.

Firm experience and knowl edge devel opment

From the initial stages, firms move on in theiremiationalization process through increasing their
experiential knowledge and strengthen their intéonal commitment. The firms most involved in irett
export is XX Knitwear, being heavily dependent oBM) and FE Cable, working as a project subcontracto
to large Chinese SOEs, thus undertaking indirepoexin the form of piggybacking. The upside ofdbe
kinds of indirect export is that OEM provides arpogunity to gain knowledge from the foreign partrend
piggybacking means an opportunity to ride on trentrand recognition of the larger Chinese firm mgki
projects abroad. Both firms have also managedad sbme direct export, though this seems to beamor
connected to overseas Chinese trade intermediditess, less experience of the foreign country ntaakel

its domestic customers is obtained.

After several years with only indirect export, bb&A Brush and Yaselan Printers have tried to gaine
direct export. 5A Brush learned from the establishtrof an US global competitor in the toothbrudly that
differentiation advantages such as brands impadfitgr Thus, the firm introduced both a domestid am
international brand bringing more profits and rettgn to the firm. As a result of this and in atital to the
opening of the Chinese domestic market, the expastgone down from 100 percent to 50 percent —tbe —
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domestic sales have increased from 0 to 50 per€eriie able to handle more direct internationatacits, an
own self-run export company was acquired. Stillnken share of export is indirect, but throughoiten sales
company 5A Brush will be able to establish relagiips and enhance it international presence. Yasela
Printers on the other hand has focused on thetdgiort by having agents in several countrieowadr the
world. Its devise of ‘Going forward side by side l@dme and abroad, direct marketing and agentsliglaral
indicates a wish of developing both the domestitiaternational market. As usual Suntech showdfardnt
path than the other firms — being active from dtasting direct export via agents in foreign marletsvell as
using the sales channels of competitors, Suntesthles undertaken FDI through setting up a sulvgidia
the US as well as made an acquisition of a JapdireseThis (costly) kind of outward internationzdition
was facilitated by the initial support of the Clseregovernment and the capital provided by the SOEs.
comparison to the inward internationalization by XXitwear through its OEM partnership, the lessons
learned from the global partners could stimulateri outward internationalization. Yet it has rtbe only
orientation away from the OEM was the initiation afi own domestic brand, making the export share
decrease from 100 to 95 percent.

Relationship building

The building of international relations is conmegttto type of export mode. In indirect export no
international relations are established since ¥pe is made via an intermediary in the domestickat, e.g.
the Canton Fair and/or domestic trade companieub the indirect export, 5A Brush, XX Knitwealk: F
Cable and Yaselan Printers have been able to bpild strong domestic business network which some of
them have used in order to find and develop intevnal contacts.

The 5A Brush has mainly indirect export (80 petten three types of markets: (1) top grade markets
being European and American markets considerinly Qoality and packaging, (2) middle grade markets i
Eastern Europe, Middle East and South East Asadated in the practical use of the products, 8hdhe
low grade markets in Africa and south America dedinag low prices. To meet the demand of its customer
both international and domestic, 5A Brush has dness model with three legs; the first is to taklgamtage
of domestic networks in terms of the foreign tradenpanies and Canton Fair, the second is to useirbet
international contacts established by the selfexort firm with foreign agents and distributorsdahe third
is sales to the domestic market. In their direattacts with international end-customers (via thié-rea
export firm) 5A Brush has not come much furthemthe pre-relationship stage. The contacts are lynain
indirect (triads) and the communication is maimdysecure orders and deliveries. To establish andtana its
business network, representatives from 5A Brugndtfairs and use the internet. E.g. a specifitsidin was
set up in order to answer e-mails 24/7.

For XX Knitwear the dominating part of the expbes been indirect as OEM, but through its existing
domestic business network they have establishee siimect export. The take off nodes used by XX Wedr
are: (1) Chinese foreign trade companies, one an@ai providing Japanese orders, one in Zheijsatiing
to the Japanese market and a little to the USpardn Hong Kong having a manufacturing plant closiX
Knitwear. The latter sometimes give XX Knitwear @rg, and vice versa. (2) Business partners, sueh as
Sino-Japanese firm selling to Japan. (3) Persoiaids of the manager whose business contacts img Ho
Kong introduced XX Knitwear to customers in Euraged the US. Thus, XX Knitwear primarily uses its
domestic network (guanxi) of friends and businesmganions for obtaining orders. Also in the export
market, new direct business relationships wereddatinough domestic companies and friends. One bayt p
for internationalization of the firm was when theceived customers outside Japan (in relation boirga
self-run export rights). As a result, the sharéhefJapanese market has decreased in favor ofrgyirtee US
market and to some extent the European marketgewtd¢ Knitwear attained their first internationalett
(dyad) contacts. Still however these direct retedicare limited and only in the beginning of their
development.

The FE Cable has a small total export share datiey of mainly indirect export. The firm servdsde
types of customers: (1) large Chinese SOEs, FEeGabtk as a subcontractor of supporting productieir
foreign projects, (2) a couple of direct exporkénestablished e.g. in the Philippines after rengiexport
rights in 1998, and (3) some sales to foreign megtiate merchants (agents/distributors) that sepdiichase
offers. However, the latter is less consideredesitiey often seek for lowest price thus resultingow
profits. Overall, the main part of the export of EBble is indirect export in terms of piggybacking large
domestic firms. The relation and cooperation with tlomestic business network of SOEs is stabletlad
firm is continuously chosen for foreign projectslizating it to be close to a mature relationshipsifle the
domestic business network however, only a few tirgations are established with foreign contaatslose-
by Asian markets. Thus the level of internatior@tionship building is low. One possible line atian for
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FE Cable could be to take advantage of the reputati their domestic business partners and trynich dwn
contacts in the markets served by the SOEs.

In Yaselan Printers the customers served aregyrégt brand clients demanding high quality sereiod
offer higher price, (2) slightly lower class clispand (3) scattered clients, small in size andepfocused.
These clients are served through indirect exp@tGhinese agents and, to a larger extent, throirgletd
export via distributors and agents all over thelgkofhe latter is a classical triad relation. Thereseldom
more than one intermediary in each country and Mdag@rinters secures the relations with the inteliavées
by providing training of the engineers in the fgreiagencies. Customer relations are strengtheneisibyng
the foreign customers abroad. At the same timdithrelearns about the development in overseas nsrke
helps customers with problems, discusses futureavegments of products as well as promotes new pitedu
Thus the firm is willing to learn from foreign imtaediaries and customers, which lays ground fothéur
international expansion. New direct export businesations are established through the foreign masing
traders, i.e. the international business networkheffirm, as well as participation in domestic doteign
trade fairs. The firm states that ‘we expandedhusginesses through the good relationships withoousts!
and has a devise of developing markets home armmadhwith ‘direct marketing and agents in parall&his
indicates an understanding of the importance daftigaiship building in terms of internationalizatiof the
firm and thus Yaselan Printers, in comparison ® dther firms more based on indirect export andefew
direct contacts, has come furthest in the relahigmbuilding of direct international business relas.

To enable instant internationalization, Suntediedeheavily on both domestic and internationalibeiss
networks as well as the personal network of thenden. As a PhD student of one of the leading soddr
researchers in the world, the Chinese founder oftesth had access to an international research alumn
network. To set up the business in Wuxi, local aot# of a Chinese fellow researcher/friend andr late
business partner rendered governmental suppothéoproject which secured the financing from eiginge
SOEs. The latter also provided excellent managesieiid to the firm. After the first two years o&® more
capital was needed and the business partner agathhis extensive interpersonal relationships deoto
gain loans from SOEs and local government. Thezedftvas time to enter the global market. Sunstahted
with participating in international fairs e.g. inu®pe followed by establishing relationships witeats in
foreign markets and took advantage of competiteaes channels to reach customers. With both agexits
customers the aim was to build long-term relatigqpshe.g. by setting up collaboration agreements. F
further international expansion, Suntech estahbtisheubsidiary in the US and acquired a Japanesddiget
access to its sales channels.

Overall, firms relying on indirect export do naig any direct international relations. Howevegytitan
use their strong domestic business network toifitetnational customers, e.g. as made by XX Knitwgdll
though, the direct relationship building capacifyXX Knitwear, 5A Brush and FE Cable is limited. dih
few direct relations have not come far in the refethip building process, most of them still beinghe pre-
relationship and early stages. This implies thaséhfirms in terms of relations are less intermatily
experienced than the firms having more direct expelationships or some of them even having own
subsidiaries abroad. The most developed firm imseof direct relationships is Suntech, having dehieavily
in both own and others domestic and internatioréiarks.

The export clusters

Export clustersin China

Several of the many Chinese industrial clusteesl@rated in one of the most prosperous areas imaCh
the Yangtze River Delta. The YRD includes the mipaility of Shanghai and the provinces of Zhejiangd a
Jiangsu. The YRD constitutes 1 percent of Chind larea, but corresponds to 18,6 percent of its GDP
2005. With an export of USD 276 Billion (an incredsy 32,5 from 2004), the region is one of Chimasling
industrial and export bases. The major industriaters in the YRD constitutes of 15 cities, eaelvihg
between 8 and 22 industrial clusters in variousugtides (Li & Fung Research Centre, 2006). Twohef t
industrial clusters in the Jiangsu province areHhagji town close to Yangzhou, and the city of l8uz In
the former, the 5A Brush is located, and in theelathe XX Knitweatr.

Hangji is the ‘city of toothbrush’ in China. The man-madethbrush industry began here in 1827. There
are more than 1 000 individual units located in ¢jiaproducing toothbrushes, corresponding to 70f%he
toothbrush manufacturing firms in the whole countnyaddition, there are eight raw material suppli¢hree
suppliers of toothbrush equipment and more than [B00iders of supporting business and servicesén t
cluster. More than 90 percent of the firms in Haagg small family-owned firms, but despite theradl size
they are well capable of covering the local markklf of all the firms in the cluster are newly aslished
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(younger than six years) and few of them have m@ddmy large turnovers. Some main strengths of the
Hangji cluster are its strong national-wide saletwork and easy access of experienced workers. Its
competitive advantages are competitive low pricegmpt delivery, powerful sales network and rapid
information flow within the established localizedtworks of complementary firms that has emergedstMo
firms in the cluster target the domestic markeyonihile some of the larger firms have startedetlb t® the
international market. The annual output from Hargj8 billion toothbrushes (and it is growing), mgithe
largest toothbrush production base in the worlder@VN, China is a large toothbrush manufacturingntiy.
Due to the large amount of toothbrush mills, thengetition in the national market is severe (Jia®03).
According to the Li & Fung Research Centre (20@6¢ Hangji toothbrush cluster is formed as a resiult
expansion of a few large enterprises, stimulating growth of other firms in the cluster. Also hayin
governmental support, the Hangji cluster is clasa tompetitive network.

The city of Suzhouis a textile center concerning cotton, silk ancblv@he silk knit goods are seen as
premium, with an export constituting 30 percentadif the silk export from China. Suzhou was beside
Shanghai the largest exporting city in the YRD @92. The largest output in Suzhou in 2004 came fifzen
‘textile’ industry (14,8 %), followed by the induigs of ‘general purpose equipment manufacturitg, 7 %),
‘chemical materials and products’ (9,6 %) and ‘rhgtaducts’ (6,9 %). Suzhou has industrial clustiers
textile, as well as in knitting machinery (Li & FgrResearch Centre, 2006). Clothing and textilenis of
China’s pillar industries and the production acdeuor more than 9 percent of the GDP and more #tan
percent of the foreign exchange revenue. The eXpam China in terms of knitwear is rising steadily
2005 it accounted for 20 percent of the world outpine main way to export within the industry isabgh
OEM, undertaken by circa 90 percent of the expbinus, Chinese self-branded clothes only represdehts
percent of the export. Most of the exported proslace within middle or low level of quality. Suclisters as
the textile cluster in Suzhou is often, accordimd it & Fung Research Centre (2006), traditionaf-sétiated
clusters in which the firms are entrepreneurial dachily owned. They are often labor-intensive, low
technology and low threshold of entering. Thusy dlfss cluster has similarities to the competitnetwork as
discussed by Zeng & Williamson (2003).

Cluster localization effects on firm internationalization

The5A Brush started to sell 100 percent to the internationatkat from inception. However, the export was
indirect via the Canton Fair and the firm was clmobg the market as well as locked out from the ssale
channels of the state-owned firms. During thisgakrfrom 1993 to 2001, the firm seems to have actaihly
alone working up a domestic business network aodigg larger in the cluster. The main turning paatne
then the US global player Colgate formed a jointtuee with one large Chinese player establishddangji.
Before this JV, Colgate earned profits about 3 touan per toothbrush, in comparison to only 5 Ferihe
Hangji producers. This was something that the agtoHangji were not aware of. Three years afterJ¥ of
Colgate and the Chinese SOE Sanxiao Group in X®8igate purchased the stocks of Sanxiao Grouphand t
brand for 21 million US dollars. This was a wakeaall for the toothbrush companies in the courdeging
the opportunity to earn money. The Colgate Sanxtmmpany became an exclusively foreign-owned
enterprise and Colgate’s Asian production basesrAfo or three years, at least half of the toatbbes sold
by the Colgate where produced in China.

With the Colgate JV, producers in Hangji discodedteat Colgate when using Sanxiao Group’s workplace
and equipments to produce toothbrushes with the saqaipment, raw materials and workers as the Gaine
producers, still made profits about 50 to 100 timmEthe average profits earned by the private caongsain
Hangji. After repeated considerations, the Chirgrselucers recognized that the difference betweem tind
the international companies was mainly the lackaafonomous intellectual property of the toothbrgshe
produced. At this time they had no sense of tradesnahe brands where not very well-known, and some
companies even produced for others’ brands (OEMferAhis turning point, understanding the value of
brands, 5A Brush began to promote its own traderitskk to the national market. The profits then sedr
about 2 to 3 times. In order to avoid the diredtigion with main competitors Colgate and Cresthie top
grade market, the company began to produce therlawe mid grade toothbrushes to meet the national
demand and to satisfy the rural toothbrush markethvoccupied 90% in the country. At the same tbAe
Brush also promoted the CORONA brand to the intevnal market. The market share in China of 5A Brus
has thereafter increased from 8 % to 15 % while niarket share of Colgate has reduced greatly &ioout
50 % down to 30 %. Thereby, by being establishatiencluster, 5A Brush was able to learn from thgecof
Colgate Sanxio in terms of brands and thus getak @@ both export and domestic market. In addition,
governmental support was given to brand developiigfitms.

Now when 5A Brush is one of the more well-knowrm in the cluster it contributes e.g. by arranging
conferences on the formation of Chinese nationathtrush standard together with three other private
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companies, and did also participate in the stanftardulation group. From start 5A Brush was outdide
SOE sales channels. Today they have access instehd quality distribution system of the Hangjister,
making it possible to get new products into the dstic market within one week.

Also XX Knitwear started out directly with exporting to the intefoaal market in an indirect export
mode. The first customer was a foreign trade companShanghai that sold the goods on the Japanese
market. XX Knitwear is like most other firms in thedustry dependent on OEM and has always been.
However, the firm strives to gain some brand redagn and has started its own brand in the domestic
market. The main advantage taken of the clustédresusage of its domestic network, including frierohd
business partners to obtain international ordedscamtacts, and the worked up relationships anerépce
of the manager. It is a well-known company that lwemgy-term cooperation relationship with most oé th
biggest clothing trade companies in China. The XKitikear manager has worked in a sweater knitted
garment industry for more than 10 years, recoggititat many people in the trade. Thus, the firrmprily
uses its domestic (not necessarily local) businessork, the guanxi, of friends and business corngoenfor
obtaining orders. In addition, the main opponeifiitde firms are also established within the Suzbtlogter.
This enables the firm to keep track of the compeit

Advantages gained and challenges met through cluster location

The advantages stated by 5A Brush in terms of bestgblished in the Hangji cluster are availabiigythe
same labor costs, manufacturing technology and gemant level. For XX Knitwear the access to the
domestic network seem to be very important, as atethe experience gained by the manager in tefms o
relationships within the industry. The overall daafes are mainly connected to profits and competit
Other challenges are the crowded domestic maiketugtion of the international oil price, the Iqrofits of
toothbrushes caused by the low-priced competitiwhthe regional battles. XX Knitwear, still beingypical
OEM with low returns perceives lack of managemeapieetise, access to export markets, and have ulifés

to conform to one international operation in ordermeet market demand. Coming challenges are the
increasing costs of raw material and labor costeneésof the challenges mentioned could be countgtact
through more active collaboration in the competitnetworks that the firms actually are part of bot so
much uses. For example access to competent managpersonnel (seems however to be an overall lack o
competent managers in China), information sharinghsas introduced in the Hanji cluster and joint
marketing, as well as connections to institutiond @ublic goods. The institutional connections dobé
exemplified by the governmental support of the drdevelopment by 5A Brush.

One reason for lacking cooperation between firmthe industrial clusters of China is the charasties
coming from when China was a centrally planned eoon Going from a situation having a predetermined
number of customers and distribution channels aode of cooperation is not easily done since @ostly,
takes time and demands a certain level of trusivéder, while this might be the case for many offtiras in
both clusters, it is not for 5A Brush and XX Knitare They both became international from start, BA f
example due to being closed out from the salesrelarof the state owned firms, so the firm nevet ta
adjust from a pre-set number of customers to a etavikh free competition and possibilities of cogi@n.
Even though never bound by the centrally plannetiesy, both firms are clearly influenced by the afiit
features of this system. Also, both firms lack eigdial international experience and should bee abl
indentify actors within the cluster for collabomatiin terms of learning and relationship buildinghanew
(direct) entry nodes into foreign markets. In tbeufe, 5A Brush and XX Knitwear might be able tokea
contribution to the clusters as best practices $onaller firms showing a successful story of
internationalization of Chinese midsized firms. Ugb, the advantages of the clusters, e.g. infoonati
sharing and economies of scale, as well as bestigea in terms of competitive firms within the sier,
might be the key to spur future co-operation inn@ats clusters.

MAJOR FINDINGS AND CONCLUSIONS

In the take off situation firms tend to go abroexhi the domestic market by bringing a competitisheaatage
along to be exploited on international markets. Wiheomes to firms from China, being an emergirayhat,
it is obvious that one cannot assume that suchsffirat build up their competitive advantage in tlmnestic
market prior to going abroad as traditionally sigggd. Instead different ways of action is showhBdilding
on cost competitiveness directly in the internaalomarket due to forced out by a closed centraiynped
home market. The export mode undertaken is indisgcho international experience, knowledge ortiaria
are gained. (2) Building on cost competitivenesthandomestic market as traditionally suggestedeihis
time to enter the international market, the costaathge has been complemented by a differentiation
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advantage in the form of an own brand. The takesdffiggered by unsolicited orders, and the exputle is
either/both indirect and direct export. The latteuld perhaps be seen as preferential in ordenharee the
export share of the firm. (3) Building up differexiion competitiveness in the international martkebugh
being international from inception due to a nonseit industry in the domestic market. Also thisasised
by the characteristic of the emerging market, whegh-tech industries are under development, etgenwv
launching technological upstarts. Such firms angilar to born globals, which would be the exceptitom
the domestic base pattern in mature markets. Sioce globals are international from inception anchp
stages in traditional internationalization procesedels, they build competitiveness in the inteoral
market. The main difference between born globalmature versus emerging market could be that titer la
often are lagging behind in terms of internatioggberience of the founder and existing sales channe

Moving from the take off situation into the initistages of internationalization is a process @eeential
learning and relationship building. Over time, tiwion of less knowledge and experience of foremgmkets
compared with competitors, as well as lack of difeceign relations, created a movement into marect
export for firms initially dependent on indirect pext. There are some specific factors characteyizin
emerging markets that influences the initial stagfefirm internationalization process. Examples te rules
of the centrally planned economy locking out firfrem the domestic market thus creating what cowd b
seen as ‘forced out’ born globals, the fierce ddimesompetition from both domestic and internationa
players, and sometimes non-existent markets. Howéwve Chinese firms are situated in a rapidly gnow
emerging market that offers huge business oppadigsniThereby, the interplay between the domesisus
the international market is interesting. One cam tbat when possibility arises, Chinese midsizeddiare
keen to grow on the home market as well.

Being situated in cluster environments, Chinesendi have the inherent possibility of gaining a
springboard effect into foreign markets if the fiutilizes the advantages of collaboration. Howeiteseems
like the clusters mainly play the role of expousters from where the individual firm go into tigéernational
market on its own as a dedicated exporter. As sihehcluster becomes a take off node, since ibis the
firm goes abroad from the (domestic) local marlattuork and it becomes a springboard for individasher
than collective internationalization. In compariséirms acting as dedicated exporters used eith&oth of
indirect and direct export to various extent. Itseen that more direct export facilitate more iméonal
experience and knowledge as well as more and deiepemnational relationships. Thus, that firm is
considered to have a higher international degree the firm lacking direct international contac@e could
also see that the firm with more relationships dlad established contacts in a larger number @idor
markets than the other firm, being mainly connedtedhe emerging country markets served by theelarg
contractors it was piggybacking on. With only irtir export, there is no entry node to consider. éimw,
the take off node in the case of the dedicatedeatiexporter is a project cluster, formed by tbetactors
and the firm acting as subcontractor in foreigngmts. While the entry node of the dedicated diseqdorter
was agents and distributors, the technologicalaustakes one step further in the establishmeaincim
establishing own subsidiaries and production umaitsoad. Overall, relations were seen as key in the
internationalization process of the firms. A moigect export mode facilitates the usage taken ciiriess
networks as well as determines the scope of theanks.

The above findings are presented in a conclusibke tof firm characteristics below.

Company | Yangzhou 5A SuZhou Xing- Far East Cable | Shanghai SunTech Power

Firm Brush Ind. Co. | Xin Knitware Yaselan Adv. | Co. Ltd.

characteristics Ltd. Company Ltd. Mat. Co. Ltd.

Type of firm In competitive In competitive Dedicated Dedicated Technological
network network exporter exporter upstart

Degree of inter- Experimental Experimental Experimental Experimental | Committed

nationalization export export export export export

Foreign sales (%) | 50 95 5 60 90

2005

Competitive International International Domestic Domestic International

advantage base market market market market market

Start year: 1993 1986 1990 1993 2001

Start indirect exp: | 1993 1986 2001 2002 -

Start direct exp: 2001 2004 2001 2002 2003

Export rights*: 2001 2004 1998 - -

Main export mode | Indirect export Indirect export Indirect export| Direct exports Direct export

(type of export)

Entry mode - - - Agent Agent
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(into the foreign
market)

Distributors

Subsidiaries

Take off node
(go abroad from
domestic market)

Industry cluster

Industry cluster

Project cluster

Table 2: Conclusive table of firm characteristic§source: interviews made in 2006/author interpirata)
* = year of receiving export rights from Chinesevgmment (before that direct export not allowed)

Since this is an exploratory study facing limipat such as few case companies and considerations o
reliability of the data, the conclusions above stidee seen as suggestions for further researchder do
enhance the understanding of the internationatimagirocesses of Chinese midsized firms, more tlgan a

conclusive statements.
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