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ABSTRACT

Research on business networks to date has focused on antecedents of network formation and
relationships or relational content among firms rather than outcomes or consequences of such
relationships and networks. Several researchers have thus suggested that there is an increasing need
for business research to shift a focus from traditional dyadic relationships to a larger business context
of network relationships in order to understand firms’ behaviour and performance.

Small firms are the focus of this study as they are a key economic sector in Ireland. SMEs constitute
97% of enterprises and contribute to the flexibility and resilience of the economy as well being active
in international markets. This study draws on research from SMEs in the telecommunications and
internet sectors in Ireland. Although there is no single agreed definition of High Tech SMEs
(HTSMEs), these are generally characterised by small and medium-sized firms with advanced
knowledge and capabilities in technology, an educated workforce, and the ability to adapt quickly to
fast changing environments.

The research question for this study was to investigate how network theory contributes to our
understanding of the internationalisation process of SMEs and to measure the effect of network
capability on performance in international trade. The specific focus was on performance in
international trade as opposed to the actual process of internationalisation. The dependent variable
therefore was performance as measured through conventional means such as market, financial and
customer satisfaction performance. The independent variables include factors that make up a firms
network capability and comprise network characteristics, network operation and network resources.

The specific objectives of this research were: to offer new insights into the international market
development activities through application of a network theory perspective; to gain a deeper
understanding of networking capability; and to determine the impact of networking capability on the
international performance of SME’s.

During the mail survey a useable response rate of 33.64 % (154 firms) was obtained. Nine hypotheses
were analysed using structural equations modelling using LISREL. The hypothesis stating that
stronger ties are more influential on international performance than weak ties was supported.
Similarly, network coordination and human capital resources were found to be positively and
significantly associated with international performance. Strong ties, trust, network initiation and
synergy sensitive resources were all positively associated with international performance, but non-
significant. Weak ties, relational capability, network learning and information sharing were negatively
associated with international performance.

Major contributions of this study includes providing evidence of a collaboration-performance
relationship for the international business literature, contributions to the dynamic capabilities, trust
and international entrepreneurship literature, as well as advancing a re-conceptualised model of
network internationalisation.
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CHAPTER ONE - INTRODUCTION

1.0 INTRODUCTION

This chapter begins by discussing the scope and the rationale for this research study. The
research objectives and questions are then enumerated and the contribution of the study is
outlined. Finally, the structure of the thesis is summarised and a figure is presented to provide

an overview of each stage of the study.

1.1 SCOPE OF THE RESEARCH

Small firms are the focus of this study as they are a key economic sector, currently
accounting for more than 90 % of companies in the European Union (Demick & O’ Reilly
2000). In Ireland, small and medium sized firms (SMEs) constitute the majority of enterprises
and contribute to the flexibility and resilience of the economy as well being active in
international markets. There has been much disagreement amongst researchers over the
measurement unit for organisational size whether to adopt the sales volume approach or to
classify organisations according to their number of employees (Czinkota & Johnston 1983;

Bolton Committee 1971).

For the purpose of this study the European Commission (2005) and Crick and Spence (2005)
definitions for SMEs and HTSMEs will be used. The European Commission (2005) provided
a definition of what a micro, small and medium sized organisation is regarding number of
employees, annual turnover or annual balance sheet. Micro sized organisations are classified
as those organisations with fewer than 10 employees, an annual turnover of less than €2
million or an annual balance sheet total of less than €2 million. A small sized organisation is
defined as an organisation with at least 10 employees and no more than 50 employees, an
annual turnover of less than €10 million or an annual balance sheet total of less than €10
million. A medium sized organisation is defined having at least 50 but fewer than 250
persons employed, an annual turnover of less than €50 million or an annual balance sheet

total of less than €43 million. A large organisation is defined as having at least 250 people



employed (European Commission 2005). The definition employed in this research relates
only to employee numbers as a means of classifying organisational size due to the fact that
financial and turnover data is not in the public domain, thus access to this data would be
difficult to obtain. Additionally, employee number data is available through a number of

sampling frame databases.

SMEs are the dominant organisational type in Ireland and across Europe. As can be seen in
Table 1.1, in Ireland, in 2004, small businesses accounted for almost 82 % of all industrial
enterprises. Over 97 % of businesses operating in Ireland today are classified as ‘small’ given
that they employ fewer than 50 people. There are approximately a quarter of a million small
businesses in Ireland, employing 777,000 people, more than half of the total private sector,
non-agricultural workforce (CSO 2007), whereas in 2006 small and medium organisations
represented 99.8 % of all EU organisations in the non-financial business economy in 2006,
employing two thirds of the workforce (67.4 %) and generating 57.7 % of total value added
(Eurostat 2006).

Table 1.1: Breakdown of Organisations by size in Ireland and EU

Organisational Type Ireland EU

Micro 71.4% 91%

1 — 9 Employees

Small 13.9% 7%

10 — 49 Employees

Medium <1%
50 — 249 Employees 14.7%*

Large <1%
> 250 Employees

*Expressed as an aggregate figure from CSO (2007)

Source: CSO (2007), Eurostat (2006)

Although there is no single agreed definition of High Tech SMEs (HTSMEs), these are

generally characterised by small and medium-sized firms with advanced knowledge and
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capabilities in technology, an educated workforce, and the ability to adapt quickly to fast
changing environments (Crick & Spence 2005). These characteristics facilitate the
internationalisation of HTSMEs which have been known to act quickly when windows of
opportunity in foreign markets present themselves (Lindell & Karagozolu 1997; Lindqvist
1997; Baldwin & Gellatly 1998; Karagozoglu & Lindell 1998). SMEs within the high-tech
sector frequently operate within a narrowly defined market niche. Firms operating in, e.g.
wireless data security cannot afford to target only a single (home) market. Specialization
requires international expansion, if the firm aims to achieve sales growth. Furthermore, firms
are facing high R&D costs, which often come before any sales are made. In order to survive
firms must catch the growth track quickly to support these initial expenses. If the company is
to take full advantage of the market potential this means simultaneous penetration to all
markets (Saarenketo et al. 2004). Global pressures are not, of course, limited only to high-
tech industries. Advances in communication technologies (e.g. Internet), cheaper and more
rapid transportation and other innovations accelerate the push towards genuine global
markets for multitude of firms (Porter 1986) also within more traditional industries. In
dynamic high-tech markets, one of the factors influencing high performance appears to be
speed of internationalisation. Consequently, HTSMEs may not necessarily have the time to
integrate prior knowledge and fully develop their international strategies before implementing
them as suggested by Johanson and Vahlne (1977). Instead, these companies need to react
rapidly, develop mechanisms to assess opportunities quickly and allocate resources to take
advantage of them. The results of these actions, some being previously labelled ‘reactive
strategies’ have become the basis for survival in dynamic environments (Eisenhardt & Martin

2000).

The internationalization process of small and specialized high-technology firms is often
different from that of more mature industries (Saarenketo et al. 2004). Recent reports (Fan &
Phan 2007) show that these firms are growing and expanding their operations to other
countries at a relatively faster pace than others. Furthermore, their number is growing, and
their growth has an important impact on world economy (Coviello & Munro 1995; Lasch et

al. 2007).

The Global Entrepreneurship Monitor (GEM) (2008) presented percentages for the selected

set of GEM 2008 countries in terms of the share of early-stage entrepreneurs who are active
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in technology sectors according to the OECD (2004) definition. Figure 1.1 confirms that
countries in the innovation-driven stage have higher shares of technology-related early-stage
entrepreneurial activity. Also here, some European countries tend to score high, although
some can also be found at the lower end of the ranking of innovation-driven economies on
this measure. Chile, Russia, and Latvia score high among efficiency-driven economies. India,
Thailand, and Brazil have the lowest scores and Ireland scores relatively high on the

innovation driven measure.
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Figure 1.1 Percentage of Early-Stage Entrepreneurial Activity in Technology Sector
2002-2008.

In relation to networks and SMEs in Ireland, Forfas (2004) reported that in the future,
business networks will increasingly facilitate knowledge transfer, disseminate market
knowledge, foster innovation, inform the research agenda and identify infrastructure needs
specific to sectoral development, therefore, playing a significant role in supporting the growth
of internationally-traded activities and in enhancing the growth potential of the companies

involved. Intertrade Ireland (2006) conducted a review of networks and business clusters on
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the island of Ireland, and found a total of 110 networks and clusters across the island - with
participation drawn from close to 10,000 firms, 93 %of which were small or medium-sized

enterprises.

Coviello and Mc Auley (1999) highlight that the internationalisation literature tends to rely
on the large multinational firm as the traditional unit of analysis in spite of the fact that SMEs
are active in international markets. This emphasis on larger firms is of additional concern
given the argument that smaller firms differ from larger firms in terms of their managerial
style, independence, ownership, and scale/scope of operations (Schollhammer & Kuriloff
1979; O’ Farrell & Hitchins 1988), with structures that are less rigid, sophisticated, and
complex than those in larger firms (Julien 1993; Carrier 1994; Carson et al. 1995).

In the context of internationalisation, Calof (1994) stress that size is not necessarily a barrier
to internationalisation, and SMEs have also been found to find unique ways to overcome their
‘smallness’ (Bonaccorsi 1992; Gomes-Casseres 1997). Nevertheless, it is also argued that
SMEs face internal constraints to international growth such as limited capital, management,
time, experience, and information resources (Buckley 1989). Furthermore, external barriers
may be encountered in the form of entrenched firms or the government (Acs et al. 1997).
Coviello and McAuley (1999) suggest that internationalisation of SMEs would be different
from that of larger firms due to: 1) firm characteristics or 2) behaviours used to overcome

size related challenges.

Madsen and Servais (1997) recommend separating the analysis of the internationalisation
process of small firms from processes of large firms, as it may be difficult to generalise
patterns and recommendations across both groups of firms because the impact of the founder
will decrease as the size of the firm increases. Empirical evidence from Czinkota (1982) in
the US and Pointon (1977) in the UK, suggests that approximately 20 %of firms that are
large in size tend, in line with the Pareto effect, to contribute in the region of 80 %of export
sales. This reinforces the need for empirical work to be undertaken to investigate the export

activities of SMEs.



1.2 REASONS FOR SELECTING THE TELECOMMUNICATIONS INDUSTRY

This study draws on research from SMEs in the telecommunications and internet sectors in
Ireland. Appendix 9 provides information on the industry profile. This industry was selected

as the industry for this study for the following reasons:

1.2.1 Telecoms as a global industry

Firstly, the industry can be characterised as a global industry. Fahy (2001) defined a global
task environment or industry as any business arena exhibiting above average levels of
geographic scope, market convergence and cross-national interdependencies. Global
industries are characterised by the presence of global customers with universal needs, the
presence of global competitors, and pressures for cost reduction, investment intensity and
technological intensity (Prahalad & Doz 1987). Evidence of each of these features can be
found in the telecommunications industry. Cross-border telephony connections have been an
element of wire-line operators’ service offers for decades (Henten 2001; Einhorn 2002).
However, ‘real’ internationalisation or globalisation of wire-line Telcos did not emerge until
the 1980s when carriers began to buy equity stakes in operators outside their home countries
and to create new ventures abroad (Johansson 1994). Prerequisites for these actions were the
privatization of state-owned operators (incumbents) and the opening of wire-line markets to

competition (Gerpott 1998).

Starting in the early 1990s, globalisation of telecommunications received an additional
impetus with the licensing of digital mobile networks in numerous countries with most of
these networks using the Global System for Mobile Communication (GSM) standard
(Gerpott & Jakopin 2005). As a result, privately owned corporations gained opportunities to
obtain licenses for these new networks and to compete against former incumbents in the
mobile communications market segment (Sarkar et al. 1999; Stienstra et al. 2004).
Specifically, established mobile network operators (MNO) with the necessary financial
backing acquired mobile spectrum licenses in foreign markets to set up new networks either
on their own or typically with the help of local partners. Since international expansion is
likely to require considerable human, technical, and financial resources on the one hand with
the promise of additional revenues from customers not served in the past on the other, it
constitutes a growth strategy with the potential for substantial impacts on firm performance

(Capar & Kotabe 2003).



Specifically in Ireland, mobile telecommunications is currently divided between four main
network operators. Vodafone, O2, 3 and Meteor all hold 3G licenses. The current driver for
these companies is towards sustainable technology and what is termed Long Term Evolution

(LTE) technology. See Table 1.2.

Table 1.2: Profile of Mobile Network Operators on Ireland

Is the largest operator in Ireland, with a 49% share of the market, is part of a global group that
Vodafone: operate in 27 countries across 5 continents, and have a total of 179 million customers worldwide.

02: Have 38% of the market, have fixed/mobile businesses in Germany, UK, Czech Republic and Isle of
Man, and were recently taken over by Telefonica (Jan 2006) who operate in 40 countries and have in
excess of 140 million customers

Meteor: Have 12% of the Market, are owned by the incumbent fixed-line operator Eircom, operate solely in
Ireland and currently have 500,000 customers.

3 Mobile: Part of the Hutchison Whampoa group, are the newest entrant in the Irish market, launching in July
2005, currently have a 1% share of the Market, have businesses in 8 countries and 10 million
customers.

Source: Mobile World, 2006

1.2.2 Complex Value Network

The second reason for selecting the telecommunications industry is the fact that the value
network of the telecommunications industry is a unique and very complex mechanism
(Hopkins & Fynes 2006). When considering mobile telephony, in addition to any existing
hardware and software manufacturers, and their subsequent supplier bases, the
telecommunications domain boasts a network of content providers, publishers, application
providers, carriers, network operators, regulators, service providers and portal providers,
sitting between the original equipment manufacturer and its users. Customers are commonly
billed for the services they use via their network operator, who can therefore be said to own
the customer base, and that network operator in turn utilises methods in order to retain that
customer and prevent them from ‘switching.” The customers, in addition to making calls and
sending SMS text messages, can access an array of content and services hosted, and
sometimes managed, by that network operator; ranging from downloadable ringtones, games
and news bulletins to live streaming television, cinema tickets, and music purchases. These
services are commonly sold to the network operator by a host of content developers and
preferred publishers. However, the there is no longer a simple relationship between customer
and monopoly telephony supplier, there are now service providers of all descriptions, from

TV cable companies to internet cafes (Eastwood 2006). With new and emerging technologies



coming on the market at a fast rate, and an increase in new handset functionality now
available and in development, the need to collaborate and pool resources becomes more
apparent. Similar to the digital media component of the industry, the highly dynamic nature
of the sector means that it is experiencing rapid advances as emerging technologies begin to
impact and create an even wider array of opportunities for the commercialisation of novel

offerings (Loane et al. 2009).
1.2.3 Convergence in the Industry

Thirdly, the telecommunications industry was selected due to the restructuring of the
telecommunications industry since the 1980s, when the virtues of the separation of network
provision and service provision as a stimulus to competition was debated in the industrial
economics literature and policy circles (Beesley & Littlechild 1983). Despite the retention of
the vertically integrated structure, internal restructuring has seen a convergence towards a
model that separated the provision of services from the running of the network infrastructure.
This restructuring arguably reflected broader changes in the nature of the sector, competition
and technology in terms of the greater convergence between the telecommunications and IT

sectors (Mac Kenzie 2008).
1.2.4 Level of Inter-firm Network Activity

Fourthly, the telecommunications industry was selected as the restructuring mentioned above
has led to an increase in external sourcing in the industry, thereby opening up opportunities
for SMEs and in particular, high tech SMEs as referred to in Chapter Two (see figure 1.2).
Firms operating in these convergent industries need to obtain, integrate, and reconfigure
resources and capabilities in order to adjust to the new environment (Kranenburg &
Hagedoorn 2007). They are generally confronted with the fact that existing resources and
capabilities are no longer sufficient to deal with the new demands and requirements (Oh
1996). In addition, firms operating in the fast changing telecommunications network
environment also need to build a large user base of new activities and new businesses as
quickly as possible to create or to sustain competitive advantages. Firms become more
attractive to customers and businesses when they are able to deliver a critical mass of
connected customers and content providers (Chan-Olmsted & Jamison 2001; Pennings et al.
2005). Subcontracting and outsourcing have been associated with the decentralization of the
organisation to a new organisational form often conceptualized as the network enterprise
(Castells 2000), the boundaryless organisation (Ashkenas et al. 1995), or the post-
8



bureaucratic organisation (Heydebrand 1989). The Managed Services model have developed
significantly in Ireland over the last 15 years in response to this trend in outsourcing and the
market in Ireland is now valued at €765 million with a predicted growth rate of 7% in 2008
(Corrigan 2008). Managed Services cover the end-to end technology stack, from network
infrastructure right through to business applications and have emerged as businesses that have
realised that outsourcing non-core business and IT activities enables them to focus on their
strategic activities, on their customers, keeping their costs low and keeping ahead of
competition. Gilsenan (2007) recommends that companies considering managed services
should seek a business partner rather than just a transactional service provider. Companies
that opt for managed services are effectively entering into a long term partnership with their
service provider as they are handing over responsibility for mission critical services to their

business and so trust is critical to this arrangement.
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1.2.5 Level of Export Activity

Fifthly, the reason why the telecommunications industry was selected for this study is that
export activity for the sector in Ireland remains strong, despite prevailing economic
conditions such as the strong euro impact. Figures from the Irish Exporters Association (IEA)
for the 2007 show that exports of telecom equipment grew by 2% on the previous year and
that computer equipment exports fell by 9% over the same period. On service exports, the
category computer services grew by 11% on the previous year and business services grew by
21%. ‘Business Services’ exporters include: legal, accounting, management consulting, P.R.,

advertising and marketing, R and D and other professional and technical services (IEA 2007).

Commentary on Irish exports generally does not make a distinction between exports by
foreign-owned and indigenous firms. What is striking about Ireland is that foreign-owned
firms, mainly American, remain responsible for about 90 % of total exports. Of the residual
10 per cent, about 53 % goes to the traditional market - the UK (Forfas 2008). For example,
chemical exports from mainly American firms in Ireland, increased by 6 %in the first two
months of 2009, while the value of all other exports actually fell by 14 % (Hennigan 2009).
Ireland remains overwhelmingly dependent on the US but it could be argued that in the
modern world, company origin does not matter. For example, Finnish mobile giant Nokia,
with 89 % of its shares held outside Finland illustrates the importance for a small economy of
building scalable world class companies. At the end of 2008, Finland led Nokia's country
jobs at 23,320 from a total of 125,829. The firm had almost doubled its total payroll since
2006 through expansion in China and India but the home country remains the key part of its
operation. Some 300 Finnish companies are direct first-tier suppliers to Nokia and a big

proportion of the Finnish employees, work in research and development (Hennigan 2009)

The complexity of the IT environment is growing and the lines between application and
networks are becoming blurred. While the related IT skills are increasingly hard to find in
Ireland, these technologies make it easier to operate and manage IT systems remotely and
benefit from skilled resources drawn from global locations (Corrigan 2008). Conversely, Irish

companies can attract overseas business with this remote management capability.
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1.3 RATIONALE FOR THE STUDY

Research on business networks to date has focused on antecedents of network formation and
relationships or relational content among firms rather than outcomes or consequences of such
relationships and networks (Werner 2002; Kapasuwan 2006). Several researchers have thus
suggested that there is an increasing need for business research to shift a focus from
traditional dyadic relationships to a larger business context of network relationships in order
to understand firms’ behaviour and performance (Achrol 1997; Rowley 1997; Gulati 1998).
Research specifically in strategic management has addressed the issues of why firms form
networks and alliances (Gulati 1999; Gulati & Gargiulo 1999; Ahuja 2000), and has explored
relational concepts such as mutual dependence, trust and commitment (Ganesan 1994;
Morgan & Hunt 1994; Dyer & Chu 2000; Griffith et al. 2000). Yet, there is still an urgent
need for academic research to systematically investigate the effect of networks on firm
performance (Gulati et al. 2000). This point is further highlighted by Werner (2002), who
reviewed international management research in top management journals and found that the
impact of foreign partners on firm performance is a potential research area not frequently

addressed.

Although the arguments in favour of networking appear compelling and most of the existing
literature is premised on the belief that networking is beneficial (Havnes & Senneseth 2001),
there has been little empirical evidence to date of an association between firm performance
and the owner's use of networks, particularly for established businesses. Indeed, Aldrich and
Reese (1993) were unable to find any evidence linking an entrepreneur's use of networks to
business survival or performance and, similarly, Cooper et al (1994) were unable to find a
significant relationship between the use of professional advisors and firm survival. Further,
Zhao and Aram (1995) argued that there is a cost to networking (in terms of the owner's time
and possibly also financial) and, therefore, entrepreneurs need to be strategic in their use of

networks by balancing the potential benefits of networking against the costs.

On the relationship between internationalisation and performance, Bausch and Krist (2007)
argue that this is context dependent and as a consequence investigators should not be
searching for internationalisation-performance generalisations or principles, but rather
focusing on the identification of moderators or drivers that produce differential

internationalisation-performance effects. As observed in the literature review,
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internationalising SMEs overcome their resource constraints through network relationships.
However, networking activity has not been conceptualised and measured as a competitive
capability that contributes to SME internationalisation (Loxton & Weerawardena 2006).
Still, to date, detailed studies of what actually constitutes a networking capability are almost
non-existent (Kale et al. 2002; Walter et al. 2006). This study aims to address a major gap in
the extant literature by examining the impact of network effects on firm performance in
international markets. To date most of the attention has been on the nature and structure of
networks rather than how these in turn impact on the performance levels of individual

network members.

1.4 RESEARCH OBJECTIVES AND QUESTIONS

The research question for this study is to investigate how network theory contributes to our
understanding of the internationalisation process of SMEs and to measure the effect of
network capability on performance in international trade'. The specific focus is on
performance in international trade as opposed to the actual process of internationalisation.
The dependent variable therefore is performance as measured through conventional means
such as market, financial and customer satisfaction performance. The independent variables
include factors that make up a firms network capability and comprise network characteristics,

network operation and network resources.

1.4.1 Objectives of the Research

The specific objectives of this research are:

¢ To offer new insights into the international market development activities through

application of a network theory perspective;
¢ To gain a deeper understanding of networking capability;

¢ To determine the impact of networking capability on the international performance of

SMEs;

The specific research questions that arise from these objectives are:

e What insights does network theory offer in relation to SME internationalisation?

! For the purpose of this research performance in international trade is also refered to throughout this thesis
as international performance and export performance and captures the firm’s level of international market
performance based on market place performance, financial performance and levels of customer satisfaction.
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e What constitutes networking capability at the level of the firm?
e How is networking capability conceptualised and measured?
e What is the impact of networking capability on a firm’s performance in

international trade?

1.5 CONTRIBUTION OF THE STUDY

This study makes a solid contribution to the international business literature by providing
evidence of a collaboration-performance relationship. This addresses the concerns of
Kapasuwan (2006), who argues that there is still a gap in the literature in the linkages
between networks and firms performance. Measures of networking capability are developed
and validated in the context of international business, which is only one of a very few studies
to do so (Loxton & Weerawardena 2006). The measure in this study, based upon
psychometric properties, was designed to capture nine composite dimensions in a reflective
higher-order factor model: strong/weak ties, relational capability, trust, initiation,
coordination, learning, human capital resources, synergy sensitive resources and information
sharing. Overall, the current study has provided a combination of theoretical implications for
the internationalisation literature and for the measurement of empirical constructs. The
findings from both the measurement model and the structural models contribute to the

expanding body of SME internationalisation and network capability literature.

A second contribution arises from integrating the idea of dynamic capability extended from
the resource based view (RBV), which takes into account the development of external
contacts (networks) of a firm as one of the important means for new resources and
capabilities to be acquired and integrated into its resource base (Teece et al. 1997; Eisenhardt
& Martin 2000). With regard to human capital resources, Manolova et al (2002) identified
personal factors as a common theme in their research on the internationalisation of small
firms, but no study (with the exception of Ruzzier et al. 2007) gave much attention to the
relative importance of the various dimensions of human capital embodied in the entrepreneur
as they relate to the internationalisation of SMEs. Previous born global research (e.g. Fan &
Phan 2007) has failed to specifically examine the role of networking activities in international
market entry. Similarly, although the literature assigns a prominent role to networking

activities in small firm internationalisation it has failed to conceptualise networking activity
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as a dynamic capability (Sullivan-Mort & Weerawardena 2006). Past research has also failed
to examine networking activity in a unifying framework incorporating antecedent factors and

performance outcomes. This research addresses this specific gap in the literature.

This research also addresses the concerns of Chetty and Agndal (2007) and Jones and Young
(2009) who feel that although some researchers have focused on the firm’s network positions
and connections and how these affect internationalisation (Axelsson & Johanson 1992), mode
selection has been neglected. This study explicitly addresses this gap in previous studies as it
uses mode to entry to operationalise the tie strength construct when measuring the elements
of network characteristics. An additional contribution to the international entrepreneurship

literature is provided by advancing a re-conceptualised model of network internationalisation.

Extant research on firm capabilities has focused primarily on the link between capabilities
and performance-related outcomes (Lieberman et al. 1990; Clark & Fujimoto 1991;
Henderson & Cockburn 1994). However, far less research attention has been paid to the
sources of firm capabilities. The research that has been conducted in this area has focused on
sources internal to the firm. In contrast, Mc Evily and Zaheer (1999) maintain that there are
important external sources of capabilities that firms draw upon to varying degrees
(Galaskiewicz & Zaheer 1999). They propose that these ‘network resources’ (Gulati 1999)
enable and constrain firms’ abilities to acquire competitive capabilities through differential
exposure to information and opportunities. This study focuses on the human capital, synergy
sensitive resource and information sharing aspect of these network resources and provides

additional insight into the possible outcomes of deploying these resources.

In relation to the contributions to the trust literature, Zaheer et al (1998, p. 141) note,
“considerable ambiguity is evident in the literature about the precise role of trust as it
operates at different levels of analysis and its influence on performance.” This study
measured trust independent of structural characteristics of the network. This was based on
strong evidence in the literature to the importance of trust in achieving behavioural and
market performance objectives in inter-organisational partnerships, especially in cross-border
relationships where hierarchical control may not be a viable alternative. Further, these
findings provide new insights into the significance of the operating environment in which
international exchange is embedded. As Zaheer and Zaheer (2006) note, there is still only the

barest appreciation of the role of trust in cross-border relationships.
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The growing focus on the dynamics of international exchange relationships is evident in an
increasing number of studies based on relationship marketing and network theory approaches
(Ellis 2000). In terms of the former, much of the literature to date has focused on relationship
development (Ford & Rosson 1982; Katsikeas & Piercy 1990; Leonidou 1999), while
relationship initiation has rarely been studied (Andersen 1996; Dwyer et al. 1987; Wilson &
Moller 1991; Heide & Miner 1992). Ellis (2000) contends that despite recent advances in
understanding the dynamics of international exchange relationships, little conceptual progress
has been made in the critical area of relationship initiation, an area that is specifically

addressed in this study.

A challenge for survey research on small and entrepreneurial firm internationalisation
according to Jones (2001) is to accommodate the diversity of internationalisation behaviour
in the research design, and to devise appropriate means of analysis in order to take full
advantage of the richness of data generated. Jones (2001) further recommends that future
survey research includes as wide a range of internationalisation possibilities as possible and
should be examined within a narrowly defined, relatively heterogeneous sample of firms
from an industry or an industrial or geographical cluster. This study addresses these specific
concerns as it investigates the international behaviour in terms of performance outcomes of

SME:s in the telecommunications industry.

From a managerial standpoint, the ‘one-size-fits-all’ analysis of networks is inadequate to
capture and explain their specific effects on international performance. This thesis provides
clear evidence of the possible gap between the conventional wisdom in relation to the
benefits of networks, and the actual effects of networks. The key message from the findings
is that collaboration provides advantages and disadvantages and is, therefore optimal under

the right circumstances.

1.6 THE STRUCTURE OF THE THESIS

This study is divided into eight chapters (as outlined in figure 1.3), first of which is the

introduction. The remaining seven chapters are organised as follows:

Chapter 2 presents the theoretical background in the field of international business in order to
contextualise the domain of international business for this study. This chapter looks

specifically at the issue of internationalisation in the context of SMEs. It reviews the extant
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literature on internationalisation, followed by a discussion of performance in international
business. The chapter concludes with a review of the shortcomings of the international

literature for SMEs and a brief discussion as to why network literature warrants consideration

Chapter 3 presents the theoretical background in the field of network theory. This chapter
begins by reviewing literature on organisational theory and design in order to reveal the
origins of networks as an organisational form. This is followed by a discussion of the
theoretical perspectives on network organisations. Literature on network features, definitions,
development, benefits, problems and barriers to network formation is then outlined. The final
sections of this chapter deal specifically with networks in the context of SMEs,
internationalisation, performance and capability building. The chapter concludes with an

overview of how network theory helps inform international business theory.

Based on the theoretical underpinnings outlined in the previous two chapters, chapter 4
develops a conceptual model of network capability related to international performance. This

leads to the statement of 9 research hypotheses which will be tested in this study.

Chapter 5 focuses on the research design undertaken and the methodology employed in
testing the conceptual model and the 9 research hypotheses developed in the previous
chapter. Specifically, it addresses the following issues: the unit of analysis, research design,
research methods for collecting data, development of the questionnaire, and administration of

the survey, non response bias and methodology for data analysis.
Chapter 6 presents the results generated for the empirical investigation.

Chapter 7 examines the extent to which the results support each of the 9 hypotheses. The
theoretical background on which each hypothesis was based and the findings of previous

empirical studies conducted on the issue support the discussion.

Chapter 8 draws general conclusions from the research findings, and discusses the key
implications for managers. The main contributions of the study are outlined, while a number

of research limitations are discussed and possible directions for further research is indicated.
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CHAPTER TWO - INTERNATIONAL BUSINESS

2.0 INTRODUCTION

This chapter begins with a review of the literature in order to contextualise the domain of
international business for this study. The next section looks specifically at the issue of
internationalisation in the context of SMEs. This is followed by a review of the extant
literature on internationalisation, followed then by a discussion of performance in
international business. The chapter concludes with a review of the shortcomings of the
international literature for SMEs and an indication as to why, in this context, network

literature warrants consideration.

2.1 THE DOMAIN OF INTERNATIONAL BUSINESS

Nations have traded ever since there were nations to trade. What economists term ‘gains from
trade’ accrued before there were economists to coin the phrase (Ball & Mc Culloch 1993,
p.80). The urge to trade has over the centuries been a major driver of commercial policy and
domestic and political events. Empires have been created to foster trade and wars have been

fought to defend trading interests.

It was in the early nineteenth century that a body of economic theory began to emerge
providing a rationale for trade as an engine of economic growth. The theories in question
were mercantilism, theory of absolute advantage, theory of competitive advantage,
Heckscher-Ohlin theory of factor endowment and the international product life cycle (Ball &
Mc Culloch 1993). The main thrust of these theories suggests that international trade occurs
primarily because of relative price differences among nations. These differences stem from
differences in production costs, which are the result of differences in the endowment of the
factors of production and the level of efficiency at which they are utilised. However, taste

differences, a demand variable, can reverse the direction of trade predicted by the theory.

International trade theory shows that nations will attain a higher level of living by

specialising in goods for which they possess a comparative advantage and importing those for
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which they have a comparative disadvantage. However, in reality trade restrictions hamper
this free flow of goods across borders. King (1990) referred to this kind of trading as
networks, but advocates that some firms that had developed a multinational structure have
been obliged to give up that structure in reaction to certain other changes in industry. In a
cycle that he refers to as ‘the obsolescing bargain’ enterprises are often compelled to shrink
back when they no longer possess special competitive advantages. Advantages that are
usually embodied in a special capability to mobilise capital, provide difficult managerial or

technological skills, or provide access to hard — to — enter foreign markets.

Casson (1995) argued that the role of economic theory in international business studies has a
well-deserved reputation for being axiomatic, abstract and that it is often irrelevant to real-
world issues. Although these theories are useful for the analysis of broad issues pertaining to
international trade, their value is limited insofar as they can only partially explain the export

behaviour of individual business units (Cannon 1968; Wells 1977; Bilkey 1978).

Management perspectives on international business are concerned with the complexity
involved in managing multinational firms and with finding solutions to managerial problems
relating to international business. Fahy (2001) argued that in contrast to the economic
paradigm, the management perspective does not demonstrate clear chronological stages in its
development. He goes on to say that a number of themes, namely strategy, structure and
process, were in evidence in the literature appearing in the 1960s and these have developed

over time as the nature of international business has changed.

The main contribution of the management perspective has been recognition of environmental
change. However, there is no consensus regarding the scale of environmental change and the
appropriate level of organisational response to the change. Levitt (1983) and Ohmae (1985)
advocated the emergence of increasingly homogenous markets worldwide. Doz (1987) and
Robinson (1986) argued the opposite, while other authors adopt a middle ground,
acknowledging the potential existence of global segments of homogenous demand (Kale &
Sundharsham 1987; Jain 1989; Riesenbeck & Freeling 1991; Guido 1992). Suggested
organisational responses have ranged from greater levels of integration and efficiency
(Henzler & Rall 1986; Yip 1989) to greater organisational flexibility (Kogut 1985).
Increasingly complex strategic and organisational arrangements have been proposed as the
solution to the problem of how to succeed in the rapidly changing environment (Hedlund

1986).
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Peng (2004) proposed that the domain of international business has two essential
components: 'international' and 'business'. That is, international business is primarily (but not
only) concerned with business activities that cross national boundaries ('international') and
that occur at the firm level ('business') (Hill 2003). Peng (2004) agreed with Wilkins (1997, p.
32) that what research on international business must consider first and foremost is the study
of enterprise: ‘the international-multinational-transnational —global —business-enterprise-

firm-company-corporation’. Definitions of these terms are covered in section 2.1.1.

Fundamental questions serve to highlight the issues and presumptions that differentiate a field
of inquiry (Rumelt et al. 1994). Given the twin focus on 'international' and 'business' noted
above, Peng (2004) argued that "What determines the international success and failure of
firms?' has always been the core question of international business as a field of inquiry.
International business researchers have for decades sought to understand the source of
competitive advantages possessed and developed by non-native firms in foreign markets
(Hymer 1976; Zaheer, 1995; Peng 2001; Wilkins 2001). McKinley et al (1999) argued that
whether a particular school of thought, as exemplified by the pursuit of a core question, gains
widespread acceptance depends on its: (1) continuity, (2) novelty, and (3) scope. Peng (2004)
contended that the question of "What determines the international success and failure?' entails

these three attributes.

First, this question exemplifies a great deal of continuity. The determinants of the flows of
foreign direct investment (FDI) are contingent on how firms engaging in FDI are able to
attain better performance in international markets relative to entries using non-FDI modes
such as exporting and licensing (Buckley & Casson 1976, 2002). The internationalisation of
firms similarly depends on whether firms can successfully develop and deploy resources and
capabilities which contribute to their performance abroad (Johanson & Vahlne 1977; Peng
2001). Second, this question is sufficiently novel so as to engage most of the international
business field characterised by a wide diversity of disciplinary backgrounds, research
interests, and methodological tools. While some international business scholars may argue
that they are not particularly concerned with the performance per se and that they may be
interested in certain international business phenomena (e.g., the existence of institutions and
practices such as multinational enterprises or MNESs), ultimately, the successful, long-term

existence of certain phenomena carries strong performance implications in the sense that
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these institutions and practices out compete others. Peng (2004) further highlighted that
international business fundamentally is about a spatial perspective on business, i.e., why and

how to do business outside one's home country.

Buckley (2002) touched on the ability of international business to demarcate the boundaries
separating it from other disciplines. While much has been written on whether international
business should have distinct boundaries relative to other disciplines (Boddewyn 1997;
Toyne 1997), Peng (2004) believed that the question on international firm performance has
the potential to do that, because no other question better captures both the 'international' and
'business' aspects of international business than this question. The performance question
confronts all firms, domestic and international. Furthermore, in the context of this study,
Buckley and Ghauri (2004) highlighted that quantifying the complex interplay between the
physical geography of international trade and the network through which trade flows is one of

the fundamental objectives of international business scholarship

2.1.1 Definitions of Terms

When discussing the topic of international business, three terms are ubiquitous; multinational,
international and global. What are the differences between each term? According to Brooke
and Remmers (1977) the word multinational is used for any company which has investment
abroad as its major activity. The foreign subsidiaries of service industries are included, but
small selling subsidiaries are excluded. Brooke and Remmers (1977) do not claim that this is
a satisfactory distinction, it leads to many an anomaly; but it identifies a company situation in
which certain international patterns of business activity are likely to develop. The
international firm is normally one that operates abroad without investment but the phrase is

used more widely.

The body of knowledge on international business is summarised in Fig.2.1. This figure shows
the five frameworks, which represent the different management systems that develop in
companies once the first steps abroad have been taken. The progression is from domestic, to
international and finally to global. This final stage is headed ‘reorientating’, and lists three
likely systems, which may occur at once in different parts of the same firm. In connection
with these methods there may or may not be a global view of the company’s resources and

opportunities, but on principle, there is.
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Domestic International Global
Collaborating Investing Responsibility Decision Re-orientating
Making
Licensing Selling e Overall Head office — Decentralised
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Agency Subsidiaries €| Product/Service Subsidiary - Contractual
Other  Export for Matrix Region
arrangements Production
and services
Policy changes, especially in:
Planning, Investment appraisal,
sources and uses of funds,
Marketing, Staffing, Supply.
Influences from Inside the company
Objectives, Resources, Control, Communications, Personality

g

Influences from outside the company

Economic, Political, Legal, Cultural, Educational

The Body of Knowledge on International Business Studies, from Brooke, M.Z. and Remmers
H.L. (1977), The International Firm, Pitman International, Bath: 5.

Figure 2.1: The Body of Knowledge on International Business Studies

Toyne and Nigh (1998) identified three paradigms that suggest the word international has
meanings other than those traditionally adopted (Toyne & Nigh 1998; Boddewyn 1999).
These three paradigms are as follows: (1) the extension paradigm; (2) the cross border
management paradigm; and (3) the ‘emerging’ interaction paradigm. The first paradigm was
initially described by Vernon (1964) and emphasises testing the explanatory power of
culture-bound business (firm level) theories in other environments (cultural, economic, legal,
and political). The questions raised by the first paradigm are primarily concerned with
identifying those environmental factors that may have a significant influence on the
management of an organisation’s operations when extended to include a foreign location or

when comparing two or more countries. Martinez and Toyne (2000) stressed that the
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questions are limited to those that can be legitimately articulated within the paradigms

accepted by the various business disciplines (e.g. management).

The second paradigm also described by Vernon (1964), focuses attention on the challenges
and issues confronting organisations and their management when operating in several
countries simultaneously. The focus is on understanding and explaining how organisations

are managed across two or more countries.

The third paradigm builds on the knowledge that amasses as a result of the first two
paradigms and the questions they raised. According to Toyne and Nigh (1998) the focus of
this paradigm is on understanding the differential outcomes on two or more culturally distinct
business processes, that are in sustained and meaningful interaction. Toyne and Nigh (1998)
further stated that at the core of the evolving (or emerging) interaction paradigm is the idea
that the evolution of international business, is the result of the learning that occurs as a
consequence of two or more businesses or business processes in dynamic interaction. For the
purpose of this research the interactions under investigation are business networks and their

impact on international business performance.

2.1.2 Implications of internationalisation and globalisation

According to Moss Kanter (1994), globalisation is transforming business in powerful ways:
“It is forcing companies to rethink strategies, redesign their organisations, seek new
partnerships, and open minds as well as boundaries” (Moss Kanter 1994, p. 227). Perlmuter
and Heenan (1994) upheld that to be globally competitive, multinationals must be globally
co-operative. This necessity, they advocate, is reflected in the acceleration of global strategic
partners (GSP) among companies large and small (Perlmutter & Heenan 1994, p. 129).
When Ohmae (1985) exhorted companies to undergo "insiderization" in order to be globally
effective, he is referring to relationship building with local officials, distributors, and opinion
leaders. Other writers (Voght 1989; Kanter 1994) also stressed the importance of building

and strengthening such relationships:

"Globalisation requires new relationships both across companies and in companies.
To compete effectively in the global economy, companies must strengthen their

internal unity as well as become more adept at external learning”

(Kanter, 1994: 231)
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Competitive advantages originating in one nation can be efficiently exploited in another (e.g.,
proprietary technological knowledge or a brand name; Dunning, 1988 cited in Chen 2005).
Internalization theory suggests that when penetrating foreign markets to exploit technological
advantages, for example, multinational enterprises (MNEs) need to choose between setting
up subsidiaries or signing licensing agreements with foreign partners. To a large extent, this
trade-off is guided by the relative efficiency of hierarchy vs. external markets for the transfer
of competitive assets across borders, especially intermediate goods in the form of proprietary
technological knowledge (Buckley & Casson 1976, 2002; Dunning 1980; Rugman 1981;
Hennart 1982). This classic trade-off between market and hierarchy has been supplemented
by the analysis of hybrid governance structures, such as joint ventures or network
arrangements to enlist complementary assets held by local business partners (Anderson &

Gatignon 1986; Hennart 1989).

2.2 SMES AND INTERNATIONAL BUSINESS

Much of the literature on international business has tended to focus on large multinational
corporations. However, SMEs have an important role to play in international business
activity. SME internationalisation is an emerging area of research in international marketing
(Burgel & Murray 2000; Crick & Jones 2000; Knight 2000; Rundh 2003). In Ireland, SMEs
constitute the majority of enterprises and contribute to the flexibility and resilience of the
economy as well being active in international markets. Madsen and Servais (1997)
recommended separating the analysis of the internationalisation process of small firms from
processes of large firms, as it may be difficult to generalize patterns and recommendations
across both groups of firms because the impact of the founder will decrease as the size of the
firm increases.

Empirical evidence from Czinkota (1982) in the US and Pointon (1977) in the UK suggested
that approximately 20 % of firms that are large in size tend, in line with the Pareto effect, to
contribute in the region of 80 % of export sales. This reinforces the need for empirical work
to be undertaken to investigate the international activities of SMEs. Coviello and McAuley
(1999) highlighted that the internationalisation literature tends to rely on the large
multinational firm as the traditional unit of analysis in spite of the fact that SMEs are active

in international markets. In relation to SME internationalisation strategies Numella et al.
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(2006) found that small firms take diverse routes to internationalisation and the level of

change due to internationalisation also varies considerably across firms

This emphasis on larger firms is of additional concern given the argument that smaller firms
differ from larger firms in terms of their managerial style, independence, ownership, and
scale /scope of operations (Schollhammer & Kuriloff 1979; O’ Farrell & Hitchins 1988), with
structures that are less rigid, sophisticated, and complex than those in larger firms (Julien

1993; Carrier 1994; Carson et al. 1995) As stated by
Schuman and Seeger (1986):

“Smaller businesses are not smaller versions of big business...smaller businesses deal
with unique size related issues as well, and they behave differently in their analysis of,

and interaction with, their environment.”’
Schuman and Seeger (1986, p.8)

In the Irish SME context, OECD Figures (1998) show that about 40 % of SMEs in Ireland are
engaged in export activity, and 53% of SMEs with more than 3 employees have been
engaged in some export activity. According to OECD (1998) small and medium sized
organisations in Ireland tend to concentrate on the UK and European markets, with a
tendency towards the UK increasing as the size of the organisation decreases. Moreover, the
OECD (1998) found that for the average Irish small exporting organisation approximately 45
% of exports go to the UK, 35 % to the rest of Europe and 20 % to the wider world market.

In relation to more recent internationalisation figures, Ireland performs significantly above
the EU average in this regard, although it has a lower share of turnover from export than
many other EU countries (4.2% compared to an average of 4.6%). Despite that, Irish SMEs
are, internationally more active than their EU peers on the level of gaining income from
subsidiaries and/or joint ventures abroad (10% compared to 5%) and on the level of

purchasing inputs abroad (35% compared to 12%) (SBA 2008).

Considering internationalisation strategies in a European context, research carried out by the
ENSR (2003) found that foreign supply relationships are the most common form of
internationalisation, being the case for 30 % of all SMEs. The second most prevailing form of

internationalisation is exporting, undertaken by 18 % of SMEs. Three %of the surveyed
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SMEs have collaborative relationships primarily with foreign SMEs. Another three %have
established foreign subsidiaries or branches.

Interestingly, in the context of this study, they found that internationalised SMEs also engage
in cooperation more frequently than SMEs in general. This is true both for formal co-
operation (42 % of the SMEs with subsidiaries compared to only 24 % for the non-
internationalised), but even more so for nonformal co-operation, which is undertaken by 50

% of the exporting SMEs and 53 % of the SMEs with foreign subsidiaries.

With regard to HTSMEs, access to know-how and technology was a frequent motive for
going abroad for firms in the ENSR (2003) research. Smaller countries, with small domestic
markets, are more internationalised (see figure 2.2). The size of the domestic market is a
very decisive factor for internationalisation. Hence, SMEs with specialised production or
some large production in a small country will very soon find that the demand on the domestic
market is insufficient for sound business. Tendencies for increasing specialisation globally

are likely to push more SME:s into international business (ENSR 2003).
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Figure 2.2 Percentage of SMEs by Country with foreign supplier or exports
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2.2.1 Barriers and Drivers of SME Internationalisation

In the context of internationalisation, Calof (1994) concluded that size is not necessarily a
barrier to internationalisation, and SMEs have also been found to find unique ways to
overcome their ‘smallness’ (Bonaccorsi 1992; Gomes-Casseres 1997). Nevertheless, it is also
argued that SMEs face internal constraints to international growth such as limited capital,
management, time, experience, and information resources (Buckley 1989). Furthermore,
external barriers may be encountered in the form of entrenched firms or the government (Acs
et al. 1997). Coviello and Mc Auley (1999) suggest that it might be expected that
internationalisation of SMEs would be different from that of larger firms due to: 1) firm
characteristics or 2) behaviours used to overcome size related challenges. Naisbitt (1982)

argued that smaller is better, more able, and more competitive in the global economy.

In SMEs the decision maker characteristics such as knowledge, attitudes and motivation play
a key role in the internationalisation decision of the firm (Reid 1981; Cavusgil 1984;
Bloodgood et al. 1996; Chetty 1999). Cavusgil and Nevin (1981) found two internal
determinants that were important for propelling firms into internationalisation. These were
first, management’s expectation of a significant impact on the growth of the firm through
internationalisation and second, a high degree of commitment to internationalisation. Another
study by Calof and Beamish (1995) found that it was the attitudes of decision makers in
SMEs that propelled them into internationalisation rather than environmental factors. In order
to attain international success a firm has to not only have the appropriate product and
strategy, but its decision makers must have the appropriate attitudes as well (Czinkota &
Johnston 1983; Calof 1994). It is these attitudes that determine how decision makers perceive
the benefits, costs and risks of internationalisation (Calof & Beamish 1995). The attitudes
that determine international decisions are shaped by the decision-makers’ past experiences

(Welch & Luostarinen 1988; Holbrook et al. 2000).

The intention to internationalise is influenced by managerial beliefs about the firm’s

competitive advantage, readiness to export, the risk associated with internationalisation and

the perceived internal and external barriers towards internationalisation (Jaffe & Pasternak

1994). The founders of these firms shape these beliefs, which persist even after they have left

(Baron et al. 1999; Tripsas & Gavetti 2000). Sometimes this belief system can be a

competitive advantage for the firm (Collins & Porras 1994; Porac & Rosa 1996) or it can be a
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deterrent as reported by Madhok (1997) who found that the firm’s belief systems consisted of

past routines that can create obstacles when new routines are required.

OECD (2009) undertook research to ensure a greater depth of understanding on SME
internationalisation barriers and in doing so, indentified the top four barriers as being the
most serious impediments to SME internationalisation. These include 1) Shortage of
working capital to finance exports; 2) Identifying foreign business opportunities; 3) Limited
information to locate/analyse markets; and 4) Inability to contact potential overseas
customers. A fifth barrier, lack of managerial time, skills and knowledge, was additionally
examined in the OECD research. The key messages arising of the OECD (2009) focus around
the issues of resources (which are addressed in section 2.3.7), growth, and the external

environment and support provision.

Growth and knowledge-related motives are influential in driving SME internationalisation.
Growth-related factors appear to be increasingly important to SMEs, reflecting their rising
appreciation of the international pathways and associated opportunities for future business
growth. SMEs’ stock of knowledge resources and quest to leverage knowledge assets
residing in external actors also seem to respectively push and pull them into international
markets. Factors within the external environment of SMEs, including network and supply
chain links, social ties, immigrant links, improved global trade infrastructure, and sector and
region-of-origin factors seem to stimulate their internationalisation. These soft factors are
inter-related and they reflect recently emerging trends, including, for example, the increasing
importance of linkages with the lucrative supply systems and value chain network of larger
global players to SME internationalisation. The support provision of the reviewed economies
generally include a range of measures for redressing observed financial, informational,
contactual and managerial knowledge-related barriers to SME internationalisation. Support
programs seeking to respond to the observed top drivers and motivations for SME
internationalisation are also in evidence. Some overlap was observed regarding assistance
provision for barriers and motivations, which are understandable given that support measures
targeted at redressing internationalisation barriers may also serve to stimulate

internationalisation among SMEs.

Managers in already internationalised SMEs are actively involved in the firm’s international

activities, which mean they have access to new knowledge. This gives them the chance to
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‘learn by doing’ and to integrate this knowledge as a firm competence (Zahra et al. 2000).
Indeed, as a firm internationalises it has to develop structures and routines that match its
internal resources and competencies which will help it to acquire experiential knowledge
about its foreign markets (Eriksson et al. 1997). It is the managers in internationalising firms
who identify what knowledge is important to the firm and they determine how this
knowledge is transferred to the rest of the organisation (Holbrook et al. 2000). In fact,
knowledge accumulation and learning play a key role in the international growth of the firm
(Autio et al. 2000). Not all SMEs, however, pursue growth as their key objective (Covin et al.
1990; Porter 1996). Some want to maintain control of the firm while others perceive that they
have limited resources such as financial and information, and management time and
experience to grow. One of the limitations of growth through internationalisation is a lack of
resources (Welch & Luostarinen 1988). Firms do overcome this limitation by forming
business networks to acquire these resources and to benefit from being larger in size as a
result of their networks. For example, firms that have limited foreign market knowledge and
experience seek this knowledge from their distributors and customers (Welch & Luostarinen

1988).

2.2.2 Support measures available for SME internationalisation

Internationalisation of SMEs in the form of export promotion has been a prominent element
in European Government policies for a long time: the first Internationalisation Agency (Other
common names are Trade Promotion Agency TPO and Export Promotion Agency EPA) was
founded in Finland in 1919 and now all European Governments devote a considerable
amount of resources to the issue (European Commission, 2007). Programmes to support
SME internationalisation have traditionally been focused on promoting greater exports and
usually developed independently from other policies. In fact, approximately 70% of all of
them are focused exclusively on supporting exports. For these programmes it is estimated that
1 € of support produces a 40 € return in terms of increased exports which proves their high
value in terms of return for investment.

Yet the most potent argument in favour of governmental support lies in the fact that SMEs
play a key role in the stability and potential of any national economy. As most SMEs face
resource limitations; they need to be supported to acquire the capabilities needed to compete
successfully in the international market. Traditionally Government support has been based on

the ‘level field’ concept: as SME lack the expertise and resources of multinational enterprises
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(MNE) they need support to create a ‘level field” of competition (European Commission,
2007). Lambrecht and Pirnay (2005) highlighted that government support measures based on
building capacities and supported by consultants produce a high level of ‘additionality’: as an
important number of SMEs in these programmes would not have internationalised without
the Government support. In Ireland, there are two strands to support for international market
development. Firstly, there are the specific government departments and units, and secondly
there are five key organisations play an important role in export promotion. Table 2.1
provides a summary of the main functions of each of these based on the work of Leyden

(2007).

Table 2.1 Summary of Export Support Measures in Ireland.

Government Departments

Bilateral Trade Section | Section with main responsibility for the promotion of Irish exports on world
markets. (The Department also maintains a “Multilateral Trade Section” whose
main role is to determine Ireland’s trade policy in relation to external fora, such as,
the EU and the WTO). This is achieved by working closely with State agencies and
other Government departments, in particular Enterprise Ireland, Forfas and the
Department of Foreign Affairs, in the development and coordination of the
programme of Ministerial-led overseas trade missions and other promotional events,
and assisting in the coordination of inward trade related visits. The Unit also
facilitates the coordination of direct Government-to-Government contacts, whether
formal or informal, and ensures that any difficulties that may arise can be addressed.
This is a key function which allows for many mutually beneficial agreements to be
decided. The Unit compiles up-to-date and comprehensive data on exports and
imports with our main trading partners (in association with the Central Statistics
Office) and maintains close contact with the Irish based embassies of these
countries.

Trade Missions Each year the Unit coordinates in the region of 20 Ministerial-led trade missions to
other countries. These involve high-level meetings with Ministers and officials, an
extensive range of meetings for participant Irish companies with the aim of
developing contacts and/or finalising contracts/joint ventures with partner
companies in that country and also developing an awareness of Ireland as a supplier
of world-class goods and services. The range of countries visited reflect both the
need to provide support in important established markets and to assist companies to
further develop their export potential and diversity by accessing emerging markets,
particularly those in Eastern Europe and Asia.

National Trade Forum | The National Trade Forum (NTF) was established in 2005 to replace the former
Trade Advisory Forum and provides a forum for discussion on the future agenda for
developing trade policy. It is coordinated by Forfas, with the assistance of the
Bilateral Trade Unit. The inaugural meeting engaged senior representatives from
industry, the social partners and NGOs in a discussion on key trade policy issues.
There was a positive response to the establishment of the Forum and to the trade
research that has already been undertaken by Forfas.

Joint Commissions A Joint Commission is a formal Bilateral Intergovernmental Forum dealing with
trade development in all its aspects, mercantile and services. Its role is to further the
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development of economic and business cooperation, including scientific and
technological cooperation and it provides a forum for discussing issues between the
two countries involved. Ireland has formal Joint Commissions with China, Russia,
Saudi Arabia and South Korea. In 2006, formal sessions of the Joint Commissions
with China and Russia were held. Progress was made on a range of trade related
issues and this initiative should continue to be supported.

Foreign Earnings
Committee

The Foreign Earnings Committee (FEC) brings together representatives of all of the
Government Departments and State promotional agencies with responsibility for
overseas commercial promotion to ensure that there is adequate coordination of
promotional efforts and to bring issues of concern to the attention of relevant
authorities. The FEC has been re-structured to improve its effectiveness. A meeting
of the revamped FEC took place on 29 November, 2006 at which it was agreed that
the Committee continued to play a worthwhile role while recognising the need to
constantly review its modus operandi and structure. The Department has several
other areas of responsibility with regards to Export Credit Insurance, the OECD
Investment Committee and as an Instrument of Pre-Accession Assistance (IPA) and
European Neighbourhood & Partnership Instrument (ENPI) groups.

The Licensing Unit

Operates Ireland's export control system, in cooperation with a number of
Government Departments and agencies including: The Department of Foreign
Affairs, which is consulted on all military license applications and on dual-use
license applications where foreign policy considerations apply. The Revenue
Commissioners, whose Customs and Excise officers have the lead role in the
enforcement of export controls of the Department of Enterprise, Trade and
Employment.

Department of Foreign
Affairs

The role is of high importance in cultivating strong liaisons with governments
abroad and encouraging exports by promoting Ireland’s trade, investment and other
interests, including its culture; The Department of Foreign Affairs website lists the
functions of the Bilateral Economic Relations Division as: working closely with the
State Agencies and other Departments in identifying new market opportunities and
in promoting awareness of Ireland as a preferred business partner and as a world-
class location for educational services, investment and scientific research and
development; using the resources of our Embassies to assist Irish business in gaining
and maintaining access for their goods and services; highlighting the benefits of
inward investment in Ireland as a gateway to Europe; and working to realise the
objectives set out in the next phase of the Government’s Asia Strategy.

Export Bodies in Promot

ing Irish Exports

Enterprise Ireland

Their five main areas of activity are:

Achieving export sales

Investing in research and innovation
Competing through productivity
Starting up & scaling up companies
Driving regional enterprise

Industrial
Development Authority
(IDA)

The is the government body responsible for supporting and promoting industry and
enterprise in the State generally, but also has a role in export promotion in that the
encouragement of foreign direct investment is often closely related to export growth.
Like Enterprise Ireland, the IDA has a network of offices to give Irish industry a
face in the wider world.

Chambers Ireland

While their primary purpose is in lobbying government, they also operate an
International Business Services section, which provide crucial information to
exporters and potential foreign buyers and — perhaps most importantly — facilitate
the issuance of Trade Documentation. Chambers Ireland are the accredited issuers
of Certificates of Origin, the vital documents needed to meet customs requirements
in importing states. Chambers Ireland is not a statutory body, and is funded by
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members’ contributions, fees from professional services and other revenues. It is
important to note the federal structure of Chambers Ireland, meaning that individual
chambers enjoy a large degree of autonomy within the national structure.

Bord Bia

The Irish Food Board, also plays a role in export assistance, insofar as it coordinates
Irish participation in Trade Fairs and provides information to potential buyers about
Irish companies in the food industry. In addition, Bord Bia has offices in major
cities in Europe and the US designed specifically to promote the Irish food industry
abroad.

Bord Iascaigh Mhara (
BIM)

The Irish Fisheries Board, acts in a similar capacity to Bord Bia, but specifically for
the promotion of exports of seafood. Like the other statutory bodies involved in
export promotion, BIM is largely funded by Oireachtas Grants. In terms of overseas
operations, BIM has offices in Paris, Diisseldorf and Madrid from which export
promotion is coordinated.

The Irish Exporters
Association (IEA)

IEA is a member-funded body that provides information to members engaged in
international trade, produces research on exports and the export sector, and lobbies
government for more favourable policies towards the export sector.

Shannon Development

Is a regional development organisation funded by central Government which is
responsible for the integrated development of tourism, manufacturing and trade in
the Shannon Region. It was formed in 1959 to promote the use of Shannon
International Airport and is Ireland’s only dedicated regional economic development
agency.

Tourism Ireland

Was established as the common external face for Failte Ireland and the Northern
Ireland Tourism Board, under the terms of the Belfast Agreement of 1998. It has a
role in export promotion in terms of marketing the Irish tourism product to overseas
customers, and maintains a network of overseas offices in Europe, North America
and Australia.

Two key reports in this area have reviewed the issues around SME internationalisation

(ENSR 2003) and the key barriers and drivers of SME internationalisation (OECD 2009).

Both reports focused on how SMEs are managing internationalisation, including an analysis

of the internal and external problems that SMEs face in the internationalisation process.

Policy measures were studied as a response to the problems faced by SMEs in the

internationalisation process and the following provides some of the key messages from both

reports.

The ENSR (2003) provided details of four elements they see as crucial for the success of

policy measures in the field of internationalisation:

e Firstly, managers of SMEs typically have limited time and management capacity. A

policy measure should offer to perform some of the practical tasks on behalf of the

manager, especially in the case of SMEs with no international experience.
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e Secondly, studies indicate that SMEs often need specific, targeted support. The
services provided should be 'customised' i.e. be tailored to the problems of the
individual company. Such targeted support might for instance be assistance in
identifying an appropriate foreign business partner.

e Thirdly, one of the key findings of this report is that internationalisation is more than
just exporting. Policy measures, whether general or company-specific, should
therefore comprise all the different approaches to internationalisation and the support
should include, not just exporting and FDI, but also other activities, e.g. collaboration,
foreign sub-suppliers, etc.

¢ Finally, the fact that SMEs with only foreign suppliers perceive external barriers to
internationalisation to almost the same extent as exporting SMEs also suggest the

need for policy measures to address internationalisation in a broad manner.

OECD (2009) reviewed the support provision in a range of economies and found that they
generally include a range of measures for redressing observed financial, informational,
contactual and managerial knowledge-related barriers to SME internationalisation. Some
overlap was observed regarding assistance provision for barriers and motivations, which are
understandable given that support measures targeted at redressing internationalisation barriers
may also serve to stimulate internationalisation among SMEs. OECD (2009) made the
following recommendations specifically in relation to support agencies: Internationalisation
support agencies are urged to audit their web presence and accessibility with a view to
ensuring a level of visibility and awareness comparable to the best practice examples in their
industry. Easy and active links to accessible and relevant support programmes of supra-
national organisations, such as the European Commission, the United Nations, the World
Bank, could be beneficial.

Furthermore, policy makers need to address the following questions, among others:

e Do they have the appropriate support measures to address the specific set of top
barriers identified? If so, are the target SMEs sufficiently aware of them?

e How well does the support provision compare with international best practice?

e How responsive is this support provision to any observed sub-national or sectoral
aspects of the perceived barriers?
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e Are they appropriately visible online?
e What do they know regarding target users’ perceptions of our support provision?
e What about non-users’ perceptions?

e What actions are needed to improve awareness and perceived usefulness of our
support programs for SME internationalisation?

2.2.3 SME Internationalisation and Networks

In relation to networks and SMEs, the 1999 Annual Competitiveness report recommended
that SME policy should emphasise networking/cluster development and international
linkages. Furthermore, the G-8 group of countries has given increasing emphasis to longer-
term aspects of economic policy, such as the development of SMEs. Their view is that SMEs
can be competitive in domestic and international markets if they can realise collectively the
advantages of economies of specialisation that they do not have individually because of their

small size, and recommend operating in cooperative networks and clusters (NCC 1999).

By forming these networks SMEs expedite their internationalisation efforts and improve their
success rates (Coviello & McAuley 1999). In fact, several studies proposed that to enhance
understanding of the internationalisation of SMEs researchers should study how these firms
use their business networks to internationalise (Coviello & Munro 1997; Chetty &

Blankenburg Holm 2000; Chetty & Campbell Hunt 2004).

2.2.4 High Tech SMEs

This study draws on research from SMEs in the telecommunications and internet sectors in
Ireland. Although there is no single agreed definition of High Tech SMEs (HTSMEs), these
are generally characterised by small and medium-sized firms with advanced knowledge and
capabilities in technology, an educated workforce, and the ability to adapt quickly to fast
changing environments (Crick & Spence 2005). These characteristics coupled with the new
definition of an SME developed by the European Commission (2005), which introduces three
different categories with each corresponding to a type of relationship an enterprise may have
with another, allow for a broader understanding of these firms. These characteristics facilitate

the internationalisation of HTSMEs which have been known to act quickly when windows of
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opportunity in foreign markets present themselves (Lindell & Karagozolu 1997; Lindqvist
1997; Baldwin & Gellatly 1998; Karagozoglu & Lindell 1998). In dynamic high-tech
markets, one of the factors influencing high performance appears to be speed of
internationalisation. Consequently, HTSMEs may not necessarily have the time to integrate
prior knowledge and fully develop their international strategies before implementing them as
suggested by Johanson and Vahlne (1977). Instead, these companies need to react rapidly,
develop mechanisms to assess opportunities quickly and allocate resources to take advantage
of them. The results of these actions, some being previously labelled ‘reactive strategies’
have become the basis for survival in dynamic environments (Teece et al. 1997; Eisenhardt &
Martin 2000). For example, the Internet has increased the propensity of unsolicited orders
and contacts from potential customers and partners, pushing firms in certain cases to make
decisions without being in possession of the complete picture of opportunities, risks, etc
(Crick & Spence 2005). The literature on the internationalisation of such firms is dealt with in
the preceding sections.

In summary, SMEs are the focus of this study as:
e They account for over 97% of companies in Ireland;
e They are active in international markets;

e Internationalisation strategies differ from large firms and need to be studied as a

separate unit of analysis;
e They have unique ways to overcome their size issues;
e Decision maker characteristics have a role to play in internationalisation strategies;
e They form networks to overcome resource constraints to expedite internationalisation:

e High tech SMEs operating in dynamic environments tend to internationalise rapidly.

2.3 INTERNATIONALISATION

This section documents the development of the literature on internationalisation from the
1970s to the present. According to Andersson (2002) the ways in which firms become
increasingly involved in international activities, the internationalisation process of the firm is
one of the central topics of international business research. Fletcher (2001) stated that for the

most part, the area of internationalisation research has been devoted to the process of
35



internationalisation or to the factors causing internationalisation. Due to changes in the
environment for international business, more complex forms of international behaviour have
evolved, which some of the traditional approaches to internationalisation processes cannot
capture. Fletcher (2001, p. 29) argued that national borders are becoming increasingly
irrelevant, and this and other issues require firms “to adopt a more dynamic as opposed to
incremental approach and switch between forms of international involvement as changing

market circumstances require”

A number of reviews have been conducted in an effort to synthesize the literature on
internationalisation (Welch & Loustarinen 1988; Aaby & Slater 1989; Johanson & Vahlne
1990; Anderson 1993). However a single universally accepted definition of the term
‘internationalisation’ remains elusive (Young 1987; Welch & Loustarinen 1988; Whitelock &

Munday 1993), with a number of interpretations being found in the literature.
Beamish (1990) defines internationalisation as:

“The processes by which firms both increase their awareness of the direct and
indirect influence of international transactions on their future, and establish and

conduct transactions with other countries”
Beamish (1990, p. 77)

Similar to Coviello and Mc Auley (1999) this definition is the most relevant definition for
this study for four distinct reasons: Firstly, it integrates the internal learning of the
organisations with its patterns of investment and as such recognises the behavioural and
economic components of internationalisation. Secondly, the definition is process based. This
implies that internationalisation is dynamic and evolutionary. Thirdly, the definition is not
restricted to outward patterns of investment and allows the firm to be involved with inward
internationalisation activities such as importing. Fourthly, the definition implies that during
internationalisation, relationships established through international transactions might

influence the firm’s growth and expansion to other countries.

2.3.1 Models of internationalisation

The internationalisation process of exporting firms has been subjected to widespread
empirical research (Cavusgil & Godiwalla 1982; Dichtl et al. 1984), and seems to benefit
from a general acceptance in the literature (Reid 1984; Welch & Loustarinen 1988; Bradley
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1995). In order to understand the development of theory in this area, the internationalisation
process models are reviewed in the preceding sections. In the 1970s a number of models of
internationalisation appeared in the literature. Fletcher (2001) divided the traditional models
of firm’s internationalisation processes into four major categories: the stages approach
(Bilkey & Tesar 1977), the learning approach (Johanson & Vahlne 1977), the contingency
approach (Reid 1984) and the network approach (Hakansson 1982). He argued that the first
of these three approaches was developed on the basis of empirical surveys of past export
practices and that some of the older models do not address the emerging and, complex nature

of internationalisation (Hakansson 1982).

Johanson and Wiedersheim-Paul (1975) proposed a model that emphasised the organisational
forms of international business involvement. Their model consists of three export stages and
one post-export stage, each representing a successively greater commitment of resources to
overseas markets. Initially the firm has no regular export activity. Thereafter it exports via

foreign representatives, and finally it sells abroad through a sales subsidiary.

Bilkey and Tesar (1977) conceptualised the export development process from the perspective
of a firms increasing dependence on psychologically more distant countries. Their model
consists of six distinct stages of export development in relation to managerial attitudes,
ranging from one of a complete lack of interest in initiating exporting, to one marked by
committed interest and involvement in exploiting export opportunities located far from the

manufacturer’s base.

The pre-engagement phase of a firm’s export expansion process provided the focus of
investigation for Wiedersheim-Paul et al (1978). Based on the firms willingness to initiate
exporting and its ability to collect and subsequently transmit information, they identified
three types of non-exporting firms: domestic—oriented firms, which did not deliberately plan
for or anticipate export sales; passive non-exporters, who might have engaged in exporting if
an unsolicited order were received; and, active non-exporters, who made deliberate efforts to

initiate exporting.

In examining export development behaviour in less and newly industrialised countries,
Wortzel and Wortzel (1981) proposed five distinct stages through which an indigenous
manufacturer could progress toward international markets. These were distinguished by the

degree of control exercised by the exporters in overseas operations, with each successive
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stage marked by the internalisation or production, marketing and other functions previously

performed by the firms’ foreign customers.

Cavusgil (1982) proposed a model that conceptualised export behaviour as a process
comprising five separate stages: the pre-involvement phase; reactive involvement; limited
involvement; active involvement; and committed involvement. Cavusgil (1982) further
developed a model aimed at detecting differences among various types of manufacturing
firms with regard to their government export assistance requirements. Based on Bilkey and
Tesar’s (1977) model, Cavusgil identified six stages, which encompassed companies ranging
from those which were completely uninterested in exporting, to firms that were already

experienced large exporters.

Barrett and Wilkinson (1986) drew on previous research and proposed a model focusing on
the level of export involvement by the firm. Companies were classified into four stages or
levels, ranging from those that had never considered exporting, to those that were already
exporters. According to Leonidas and Katsikeas (1996) this model identified significant
differences among firms in the various stages with respect to a number of top management
attributes, such as personal characteristics, orientation to planning foreign activities, and

attitudes toward international business.

Moon and Lee (1990) attempted to explain the dynamics of the export development process
by building a model that employed a set of independent variables, identified previously as
being significant determinants of export behaviour. Three different stages of export

expansion emerged, which were referred to as the lower, middle and higher stages.

Similar to the work of Rogers (1962), Lim et al (1991) examined the firm’s export behaviour
from an innovation adoption perspective. They developed a model that distinguished between
four stages called awareness, interest, intention, and adoption. At the awareness level, the
decision-maker recognised exporting as an opportunity. During the second stage, the manager
was favourably disposed to the possibility of exporting. Increased interest was assumed to
lead to positive intention, which in turn, motivated the decision maker to try, and finally

adopt, exporting as a new business activity.

Rao and Naidu (1992) categorised four groups of firms according to their level of export
activity: non exporters, export intenders, sporadic exporters, and regular exporters. Leonidou

and Katsikeas (1996) validated this model empirically and found that it exhibited three

38



distinct advantages: the stages were easy to interpret and were broadly indicative of the
company’s current export status; firms could easily be classified by using secondary data;
and, extensive primary data was not required regarding managerial attitudes and motivations

that were mentioned in the previous studies outlined above.

Crick (1995) offered a conceptualisation of the internationalisation process of exporting firms
based on criteria set by Bilkey and Tesar (1977) and Czinkota (1982). His model consists of
six stages, which closely resembled the stages proposed by these researchers, but was tested,
in a different environmental context. Although Crick provides no detailed description of the
various stages, there were significant differences between firms in the various stages. The
differences stemmed from foreign customer demands, internal company requirements,

export-related problems and the type of government support.
The table below summarises the main features of the models described in this section.

Table 2.2: Features of Early Stage Models

Author Year Number of Stages Main Feature of Stages
1975
Johanson & Three export stages and | Each stage represents a successively greater
Wiedersheim-Paul one post export stages commitment of resources to overseas markets
177 Six stages of export Export development process in relation to managerial
Bilkey & Tesar development attitudes
1978
Wiedersheim-Paul et Based on a firms willingness to initiate exporting and
al Three export stages its ability to collect and transmit information
1981
Five distinct stages of
progression towards Distinguished by the degree of control exercised by the
Wortzel & Wortzel international markets exporters in overseas operations
1982 Detected differences among various types of
Cavusgil Five stage process manufacturing firms and government export assistance
1982
Six stages of export Stages refer to level of interest and experience in
Czinkota development exporting
1986
Four stages of export Identified differences - among firms with respect to a
Barret & Wilkinson involvement number of top management attributes
1991
Determinants of export behaviour variables used as
Moon & Lee Three stages stages
1992
Four stages of export Model validated by Leonidup and Katsikeas (1996) and
Rao & Naidu activity found three distinct stages
1995
Six stages of export Tested stages of Bilkey and Tesar (1977) and Czinkota
Crick development (1982) in a different environment.
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Despite the merits of the models described above, Leoniduo and Katsikeas (1996) argued that
research on the subject has attracted criticism on structural, methodological and conceptual
grounds. On the structural side, criticism has centred on: the single-activity nature of the
models; the basic premise that export initiation and development occurs in a step wise
fashion; the static perspective used to examine the export expansion process; the insufficient
criteria employed to classify firms into discernible stages of export activity; and the arbitrary
selection and simplistic operationalisation of many explanatory variables. On the
methodological side, criticism has focused principally on: the lack of longitudinal
investigation; limited geographical scope; concentration on few and diverse industries;
emphasis on firms of smaller size; neglect of foreign customers; sample selection problems;
non- response and informant bias; and the use on non-multivariate analytical methods. On the
conceptual side, several issues are raised by the models, such as resource commitment,
psychic distance, and foreign market entry mode, have been criticised as being too general
and blind to the strategic alternatives open to the firm. Fletcher (2001) also argued that
models should adopt a more dynamic as opposed to an incremental approach, to be able to
switch between forms of international involvement, and lastly, also be able to include both

international expansion and international contraction.

2.3.2 Foriegn Market Entry Mode

International entry modes (entry modes) represent the third most researched field in
international management, behind foreign direct investment and internationalization (Werner
2002). Despite extensive interest by scholars, practitioners, and public policy makers, only a
few studies provide a review of entry mode research. These include Andersen’s (1997) article
reviewing theories and conceptual frameworks; Sarkar and Cavusgil’s (1996) review of
common themes and trends in entry mode research; Harzing’s (2003) national culture and
entry mode review; Zhao et al (2004) meta-analysis of transaction cost economics and
ownership based entry mode choice; and Tihanyi et al. (2005) meta-analysis on the effects of
cultural distance on entry mode choice, international diversification, and multinational
enterprise (MNE) performance.

Entry mode research directly relates to the international activity of firms and includes studies
on ‘‘the predictors of entry mode choices, predictors of international equity ownership levels,

and consequences of entry mode decisions’ (Werner 2002, p. 281). Sharma and Erramilli
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(2004 p. 2) define an entry mode as ‘‘a structural agreement that allows a firm to implement
its product market strategy in a host country either by carrying out only the marketing
operations (i.e., via export modes), or both production and marketing operations there by
itself or in partnership with others (contractual modes, joint ventures, wholly owned
operations)’’. Pan and Tse (2000) divide entry modes into two categories: equity and non-
equity. They explain that these two categories of entry modes considerably differ with regard
to investment requirements and control. First, they assert that equity modes (e.g., joint
ventures and wholly owned ventures such as greenfields, brownfields, and acquisitions)
require the exercise of higher levels of control from firm headquarters, due to their involving
a relatively large commitment to investment (Pan & Tse 2000). Second, they suggest that
non-equity modes (e.g., contractual modes such as licensing, R&D contracts, and alliances)
require lower levels of control since these forms of entry are much less investment intensive
(see also Anderson & Gatignon 1986).

Cannabal and White (2008) demonstrated that several different types of theoretical and
methodological approaches have been adopted in entry mode research. However, despite
extensive existing research, there are significant gaps in the entry mode literature. For
example, very few studies have discussed how a firm’s entry mode choice will influence
post-entry decisions and performance (Pan et al.1999, Brouthers & Bamossy 2006)).
Strategic decisions made by firms following entry mode choice are crucial in determining

whether or not they will be successful in the market entered.

The establishment of an entry mode is an important part of the process of internationalisation.
It signifies the formal organisational arrangements of business practices that; cross borders;
transfer aspects of the business into the host country, and indicate the form of return in terms
of revenue and investment. The entry mode therefore has legal, accounting, organisational
and strategic implications. According to Jones and Young (2009) it tends to be neglected or
underplayed in process and network studies where the focus is on the development of
relationships as opposed to the governance of business activities. Recent conceptual advances
in the field of international entrepreneurship research consider how modes contribute to the
understanding of internationalisation as a temporal process (Bell et al. 2003; Jones &
Coviello 2005, Jones & Young 2009). This model will be revisited in the concluding chapter
of this study.
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2.3.3 Innovation Related and Uppsala Internationalisation Models

As Andersen (1993) and Barkema et al (1996) pointed out, there are two further approaches
to examining the process by which firms internationalise: (1) the group of Innovation-Related
Internationalisation Models: and (2) the Uppsala Internationalisation Model, which is a
theory of organisational learning. Common to all these models is that they consist of a
number of identifiable and distinct stages with higher level stages indicating greater

involvement in a foreign market.

The first group of models are based on Roger’s stages of the adaptation process (Rogers
1962, p. 81-86). Common to these models is the view that the internationalisation process is
a series of innovations for the firm. Their focus is exclusively on the export development
process, in particular, of small and medium sized firms (Leonidou & Katsikeas 1996, p. 529),
on the basis of a comprehensive review of these models summarised in table 2.2, they

identify three generic stages: the pre-export stage; the initial export stage; the advanced stage.

The distinctive feature of the Uppsala Internationalisation model is the emphasis on the
different institutional forms that are associated with the growing dependence on foreign
markets. As Reid (1983) noted, this model examines internationalisation in terms of structural
adjustments to foreign market servicing arrangements resulting from the level of export sales
dependence. The Uppsala model seeks to explain and predict two aspects of
internationalisation of the firm: (1) the step by step pattern of institutional development
within individual national markets; and (2) the expansion of firms across national markets as
they move from nations which are proximal to those which are increasingly psychically

distant.

A number of empirical studies have examined the Uppsala Model. Reid (1983) expressed
surprise at the widespread acceptance of the stages to internationalisation since it largely rests
on a limited number of empirical studies; the initial research into overseas expansion of four
Swedish companies (Johanson & Vahlne 1977), and an Australian investigation which treated
interstate expansion as analogous to overseas expansion (Wiedersheim- Paul et al. 1978). In
addition, Loustarinen (1980) and Larimo (1985) reported similar evidence for Finland.
Finally, Yoshihara (1978, p.372) on the basis of an examination of Japanese foreign
investment in Southeast Asia concluded “the pattern of investment seems to substantiate the

evolutionary theory of foreign investment”. In contrast, a number of other studies failed to
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corroborate the notion that firms increase their commitment to individual markets through the
four successive stages of the establishment chain (Buckley et al. 1979; Hedlund & Kveneland
1985; Turnbull 1987; Millington & Bayliss 1990). Clarke et al (1997) further challenged the
Uppsala model and through their study proved that there is too much emphasis on the

accumulation of market specific compared to general knowledge.

In defence of the stages model, Chetty and Eriksson (2002) in a study of the mutual
commitment and experiential knowledge in mature business relationships found support for
the incremental approach to internationalisation as proposed by Johanson and Vahlne (1977).
Incremental mutual resource commitments lend to increasing experiential knowledge, which
has an impact on resource commitment, thus when firms form a relationship they develop
routines on how to co-ordinate this relationship, and are reluctant to change them. From their
results it can be inferred that changes in routines and procedures occur incrementally as
adaptations are made. Agndal and Chetty (2007) looked at changes in mode strategy where
relationships were an important influence. Most of the mode changes in their research were
gradual in terms of commitment of resources rather than leaps in forms of multiple steps at
once, thus supporting Johanson and Vahlne (1977) that internationalisation occurs
incrementally. As the firms gained more knowledge and experience in their international
markets they frequently switched to a higher commitment mode, which was often a change

from a distributor to a sales subsidiary (Agndal & Chetty 2007).

In order to explain the path of the internationalisation process itself, Johanson and Vahlne
(1990) developed a dynamic theoretical model in which they made the distinction between
state and change aspects of internationalisation variables. In the model they argued that the
present state of the firm is an important factor in explaining future changes and subsequent
stages. The change aspects are seen as ‘commitment decisions’ and ‘current business

activities’.

Building on Chetty’s (1999) portrayal of the weaknesses of the stages models, table 2.3

incorporates some of the strengths of the stages model as evident in the literature.
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Table 2.3: Weaknesses and Strengths of the Stages Models of Internationalisation.

‘Weaknesses

Authors

Strengths

Author

Reid( 1983),

Turnbull (1987), Emphasises the organisational
Fina & Rugman forms of international Johanson & Wiedersheim
Too deterministic and sequential (1996) business involvement Paul (1975)
Takes the perspective of a
firms increasing dependence
on psychologically more
Excludes other strategic options Melin (1992) distant countries Bilkey & Tesar (1977)
McKiernan Considered the degree of
(1992), Oviatt & control exercised by
McDougall indigenous companies as they
(1994), Rennie progressed to international
Firms frequently skip certain stages | (1993) markets Wortzel & Wortzel (1981)
Considered the role of
government export assistance
Reduction in product life cycles and the export development
expedites internationalisation Young (1987) process Cavusgil (1982)
Identified a number of top
management attributes such
as personal characteristics,
orientation to planning
Fails to explain internationalisation foreign activities and attitudes | Leonidou & Kastikeas
in experienced firms Melin (1992) towards international business | (1996)
Does not explain the dynamics of
progressing from one stage to | McKiernan Included determinants of
another (1992) export behaviour Moon & Lee (1990)
Examined a firms export
behaviour from and
innovation adoption Rogers (1962), Lim et al
Oversimplifies a complex process Dichtl et al (1983) | perspective (1991)
Forsgren (1990), Foreign customer demands,
Sharma (1992), internal company Crick (1995), Bilkey &
Ignores acquisition as an | Loustarinen requirements and export Tesar (1977) & Czinkota
international path (1991) related problems considered (1982)
Nation specific factors such as
government programmes, industry Incremental mutual resource
competition and market demand | Sullivan & commitments lead to
promote or inhibit | Bauerschmidt increasing experiential
internationalisation (1990) knowledge Chetty & Eriksson (2002)
As the firms gained more
knowledge and experience in
their international markets
Ignores impact of exogenous they often switched to a
variables Welch (1992) higher commitment mode Agndal & Chetty (2007)
A firms internationalisation is
influenced by the operating
environment, industry structure, and
its own marketing strategy Turnbull (1987)
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Ignores formal strategic planning
and systematic appraisal, | Millington &
international experience and formal | Bayliss (1990),
planning replace market experience, | Welch &
allowing firms to jump stages in the | Loustarinen
internationalisation process. (1988)

Ignores  the fact that the | Nordstrom
psychological distance decreases as | (1990), Sullivan
the world becomes more | & Bauerschmidt
homogeneous. (1990)

2.3.4 Born Globals

More recently, even more evidence of the limitations of the manifest stage models has
appeared in the literature. Research has identified an increasing number of firms, which
certainly do not follow the traditional stages pattern in their internationalisation process. In
contrast, they focused on international markets or maybe even the global market right from
their birth. Such companies have been named Born Globals (Rennie 1993; Knight & Cavusgil
1996) Global start-ups (Oviatt & Mc Dougall 1994), High technology start-ups (Jolly et al.
1992), and International New Ventures (Mc Dougall et al. 1994). According to Madsen and
Servais (1997) the Born Global phenomenon can partly be understood and analysed by
existing theories and descriptions of internationalisation processes in firms. Madsen and
Servias (1997) further advocated that the network approach offer some promising additional

insights into the phenomenon.

Mc Dougall et al (1994), as well as Knight and Cavusgil (1996), referred to a number of
empirical studies, which appeared to contradict the stages theory of internationalisation.
Similarly, Welch and Loustarinen (1988) focused on small English, Australian and Swedish
firms that skipped different stages and almost immediately after inception had foreign direct
investments. Ganitsky (1989) investigated a sample of 18 Israeli exporters, who served
foreign markets right from their beginnings. Brush (1992) found in a nation-wide study of
small US manufacturers that 13 %of the sample had started international activities during the
first year of operations. In an Australian study MC Kinsey and Co (1993) identified many
Born Globals whose management viewed the world as its marketplace right from the birth of

the company. Holstein (1992) reported similar findings among US firms.

According to Madsen and Servais (1997) the driving forces behind born globals were (1) new
market conditions, (2) technological developments in the areas of production, transportation

and communication, and finally (3) more elaborate capabilities of people, including the
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founder/entrepreneur who starts the born global firm. All three factors are, however,

interrelated.

Oviatt and Mc Dougall (1994, p.49) focused on newly started firms and they defined an
International New Venture as a business organisation that, from inception, seeks to derive
significant competitive advantage from the use of resources from and the sale of outputs in
multiple countries. In contrast to traditional organisations that develop gradually from
domestic firms to multinational enterprises, the International New Venture starts out with a
new proactive international strategy — even though it starts with only a few

employees/entrepreneurs.

Concerning the governance structure of activities, Mc Dougall et al (1994) claimed that there
are key differences between established firms and start-ups, due to the amount and sources of
resources. The latter type of firms will only have few resources left over for expensive
investments in, for example, distribution channels; therefore, in comparison with established
firms, the entrepreneur must rely more on hybrid structures for controlling the sales and

marketing activities (e.g. close personal relationships, joint ventures).

This is in accordance with the findings of Bell (1995) in his study of small computer software
firms. In the study he argued that the Uppsala Model did not adequately reflect the underlying
factors on the internationalisation processes in these firms. He found that the process was
strongly influenced by domestic and foreign client followership, the targeting of niche
markets and industry specific considerations rather than the psychic distance to export
markets. He also found very little support for the notion that firms progress systematically
from exporting to other market entry modes; even though he found an increasing
commitment to exporting among the responding firms. Finally, not all firms established
themselves with domestic sales before starting foreign sales; this could be due to the prior
experiences of the entrepreneur or to the fact that exports were often limited when searching

suppliers abroad.

2.3.5 Born Again Globals

Crick and Spence (2005) outlined that between the ‘stage’ models of internationalisation and
the ‘born globals’ phenomenon, authors have identified companies with yet another
international trajectory. These companies, which are known as ‘born-again globals’, may

have internationalised a while back, but have pursued a domestic strategy for some time. A
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critical incident may have taken them from their traditional path and sent them into the
international arena (Bell et al. 2003). Such critical incidents could be a change in
management or ownership, a fresh infusion of capital or a change in scope of a domestic
customer. Thereafter, these firms underwent rapid and structured internationalisation
typically by using newly acquired networks. Recognition that internationalisation is affected
by multiple influences has resulted in a number of authors suggesting that a contingency view
goes some way to explaining firms' internationalisation (Reid 1983; Woodcock et al. 1994;
Yeoh & Jeong 1995; Kumar & Subramaniam 1997). In more recent years, researchers have
studied these Born Again Global type companies in an effort to understand their
internationalisation process (Madsen & Servais 1997; Coviello 2003) and found that
networks play an important role in the complex, dynamic, interactive and frequently non-
linear internationalisation processes. Examples of exceptions to the single firm orientation in
internationalisation are those dealing with cooperation through formal relationships such as
strategic alliances, licensing, management contracts and joint ventures, for example

Contractor and Lorange (1988) and Lorange and Roos (1992).

Kutscher et al (1997) emphasise the importance of time management in internationalisation,
as firms have to decide when to accelerate or decelerate internationalisation. This means that
they have to hasten or slowdown their relationship building with customers, joint venture
partners and distributors, and they have to prioritise as resources are scarce (Chetty &

Campbell-Hunt 2004).

When firms deinternationalise they might adopt what Hadjikhani (1997) refers to as a
‘sleeping strategy’ to maintain a presence in the market they have pulled out of thus making it
easier for them to re-enter the market. In this situation the firm will continue to invest in
maintaining relationships in these markets even though they have reduced sales or do not

have sales there.

2.3.6 Networking and Born Globals

The focus here is on deepening our understanding of the role of networking in the rapid
internationalisation process and international market performance of born global firms and
the behavioural characteristics of these firms that actively build and nurture strategic network

relationships for international market entry. The literature reiterates that networks and
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relationships are important in internationalisation for firms of all sizes because they enable
firms to link activities and tie resources together (Coviello & Munro 1995, 1997; Jaklic 1998;
Andersson & Wictor 2003; Chetty 2003). There is evidence to suggest that networks are
particularly important for born global firms, given their resource constraints (Coviello &
Munro 1995). Born globals tend to be vulnerable because they are frequently dependent upon
a single product which they commercialise in lead markets first, regardless of where their
markets are situated geographically. These firms often seek partners who complement their
own competencies in these lead markets developing effective networks (Johanson &
Mattsson, 1988; Oviatt & McDougall 1994; Madsen & Servais 1997; Coviello & Munro
1997).

A number of researchers have argued that networks contribute to the success of born global
firms by helping to identify new market opportunities and contribute to building market
knowledge (Coviello & Munro 1995; Madsen & Servais 1997; Chetty & Holm 2000). Other
ways in which networks contribute to success have been explored. For example, Ritter and
Gemiinden (2003) sought to examine the characteristics of the company and its association
with network competence, and the ability to establish and maintain networks. Jaklic (1998)
and Chetty and Holm (2000) examined and categorised the born global firm’s position in a
network. Studies by Ritter and Gemiinden (2003) and Chetty (2003) also investigated the
development of knowledge-intensive products through networks. Others (Rasmussan et al.
2001; Andersson & Wictor 2003) examined the role of the entrepreneur in the developing
network relationships. Moen et al (2004) identified the role of industry networks in the
market entry forms and market selection of small software firms. Recently, Harris and
Wheeler (2005) focused on the role of personal relationships of young entrepreneurs in
internationalisation, highlighting the origin of relationships, often outside a business context,

and their impact on strategy as well as on market knowledge and access.

The role of the entrepreneurial decision maker and the firm’s characteristics in taking up
opportunities for international penetration, extension, integration and operations remain
unclear (Chetty & Holm 2000). Network roles developed over time were identified by these
researchers as an important question for future research. Andersson and Wictor (2003)
identified that the entrepreneurs they studied all had a vision for their strategy to be enacted
globally, and that all had extensive international experience, either in business or, as students

or through informal ties. Rasmussan et al (2001) emphasised the role of the entrepreneur in

48



finding approaches that reduce the risk of internationalisation. Despite this work Sullivan-
Mort and Weerawardena (2006) contend that there is a need for more investigation to fully

understand the role of the entrepreneur.

2.3.7 Resources and Internationalisation

Resources are frequently cited as a concern for small firms in their international activities.
OECD (2009) found that limited firm resources and international contacts as well as lack of
requisite managerial knowledge about internationalisation have remained critical constraints
to SME internationalisation. These resource limitations, especially of a financial kind, seem

particularly prevalent among smaller, newly internationalising.

The Resource based view (RBV) of internationalisation argued that the major decisions (for
example, on country market choice, market servicing mode, product-market strategies) are
based on total consideration of all available resources and capabilities of the firm as well as
environment (including competitive) realities (Grant 1991; Bell et al. 1998). According to
this view, achieving a sustainable competitive advantage is a result of possession of
resources, which are unique (provide a barrier to duplication), and enable a firm to provide
value. Also important in achieving competitive advantage, is the managerial capability in
successfully deploying these resources into returns for the firm (Penrose 1959; Wernerfelt
1984; Fahy & Smithee 1999). Such resources may be internal for the firm, but can also be
externally leveraged, for example, through network relationships (Phiri 2003). Consequently,
international expansion by a firm represents an attempt to exploit valuable intangible
resources, such as technological capabilities, well established brand names, or management
know how. Such resources defy easy transfer but are deployable in multiple markets at low

cost (Hsu & Pereira 2008).

Furthermore, in the resource perspective it is pointed out that a firm’s own internal resources
and the external resources with the network determine the course of the firms’
internationalisation (Chen 1996; Crick & Spence 2005). SMEs have traditionally been
considered weak contributors to internationalisation due to financial and managerial
constraints (Martinez & Jarillo 1989; Oviatt & Mc Dougall 1994). As resource deficiency is a
main characteristic of SMEs, Lin and Lawton (2006) argued that internal resource constraints
can be one of the main determinants of a firm’s decision to internationalise through its

domestic inter-firm networks. By internationalising via its inter-firm network, the firm can
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acquire the external resources that are controlled within the network, which in turn improves

performance in international markets.

As compared to larger firms small and medium sized enterprises (SMEs) are typically
regarded as resource-constrained (Knight, 2000; Hollenstein, 2005) and the main rationale for
studying SME internationalization separately from the internationalization of large firms is
that SMEs are more likely to face resource scarcities, e.g. in terms of financial and human
resources (Coviello & McAuley, 1999). The general belief is that such resource scarcities
limit SMEs possibilities to act upon identified opportunities abroad (e.g. because
internationalization requires costly information and a need for planning) and also make SMEs
more susceptible to risks or to the potential negative effects of internationalization (Lu &
Beamish 2001; Westhead et al. 2001). Empirical findings indicate that resource scarcities
may indeed in some instances prevent small firms from internationalizing (Westhead et al.
2002). However, research has also demonstrated that even small resource-constrained firms
can succeed in international markets (Knight & Cavusgil 2004) and are able to access

valuable resources through cross-border activities (Kuemmerle 2002).

Hessels (2008), point out that perceived constraints regarding access to finance are an
important determinant for SMEs to pursue foreign markets as a means for accessing capital.
Hessels (2008) also found that perceived lack of new technology increases the probability for
SMEs to internationalize as a means to access know how and technology. Overall, these
results suggest that resource-constrained SMEs are pushed abroad by the desire to overcome
internal resource deficiencies. The results also suggest that resource-constrained SMEs can be
considered as entrepreneurial firms, which exploit internationalization as a strategy for
addressing current resource needs. To understand internationalization behavior in more detail
Hessels (2008) recommend that existing theories that focus on explaining firm
internationalization should seek to incorporate a firm’s resource deficiencies as well as a

firm’s internationalization goals.

Since in smaller sized businesses, the entrepreneur or team's characteristics drive
organisational strategy, their desire for and enthusiasm toward overseas expansion generally
results in higher international involvement (Cavusgil 1984; Katsikeas 1996). Higher
education, which is a characteristic of high-technology entrepreneurs (Baruch 1997), has

been linked to greater international openness together with foreign origins and past
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international experience (Reid 1980; Cavusgil 1984; Bloodgood et al. 1996). As
entrepreneurial learning takes place and experience grows, managers develop an increasing
amount of intellectual capital that can be used to develop strategies and allocate resources.
Consequently, it has been argued that elements of the ‘resource based view’ of the firm can

partly explain firms' internationalisation.

2.4 INTERNATIONALISATION THROUGH NETWORKS

The network-based perspective is a more recent model of internationalisation to be put
forward and like the ‘born again global’ theory: it offers an alternative view to the ‘stages
model’. The network perspective focuses on non-hierarchical systems where firms invest to
strengthen and monitor their position in international networks (Johanson & Mattson 1988;
Sharma 1992). This view draws on the theories of social exchange and resource dependency,
and focuses on firm behaviour in the context of a network of inter-organisational and
interpersonal relationships (Axelsson & Easton 1992). Such relationships can involve
customers, suppliers, competitors, private and public support agencies, family, friends and
other contacts. Organisational boundaries therefore incorporate both business (formal) and

social (informal) relationships.

According to this school of research, internationalisation depends on an organisation’s set of
formal and informal relationships rather than on firm specific advantage. Therefore
externalisation (rather than internalisation) occurs. The network perspective offers a
complimentary view to foreign direct investment and other theories, given that these theories
do not account for the role and influence of social relationships in business transactions
(Granovetter 1985). Similarly, Coviello and Mc Auley, (1999) argued that the
internationalisation decisions and activities in the network perspective emerge as patterns of
behaviour influenced by various network members. As a result, the network perspective
introduces a ‘more multilateral element’ to internationalisation (Johanson & Vahlne 1990, p.

12).

Johanson and Vahlne (1990) in their study of internationalisation in the context of exchange
networks found that although foreign market entry is a gradual process (supporting the
Uppsala model); it results from interaction, and the development and maintenance of
relationships over time. These findings supported Sharma and Johanson (1987), who found

that professional service firms operate in networks of connected relationships between
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organisations, where relationships becomes ‘bridges to foreign markets’ and provide firms
with the opportunity and motivation to internationalise. Related to this, Johanson and
Mattson (1988) suggested that a firm’s success in entering new international markets is more

dependent on its relationship with current markets than on market and cultural characteristics.

Entrepreneurs' previous international experience has contributed to the rapid expansion of the
firms through established international networks (Lindqvist 1997). The use of networks
through the establishment of long-term relationships is instrumental in firms' development of
international business activities, generally based on commitment and trust, because of greater
geographic and psychological distances between buyers and sellers or partners. The
establishment of these relationships often takes place within personal or business networks
which act as communication infrastructures where common interests are shared (Hallén

1992).

Networks are strongly relied upon by SMEs at the beginning of a firm's internationalisation,
in particular, to select and expand into foreign markets as they facilitate the acquisition of
experiential knowledge about these markets (Lindqvist 1997). Face-to-face encounters with
potential business partners and clients, business representatives and ordinary citizens allow
internationalising SMEs to get a feel for the market, to gain insight in to how business is
conducted, to demonstrate interest, and to start the building of trust (Wilson & Mummalaneni
1990). Networks also speed internationalisation by providing synergistic relationships with
other firms, small and large, which complement each other's resources at various stages in the

value chain (Dana et al. 1999; Jones 1999).

A number of private and public initiatives to help SMEs position themselves in appropriate
networks have been developed and therefore the role of advisors and policy makers should
not be overlooked. For example, trade associations organise various activities aimed at
facilitating contacts between domestic and foreign business executives. Subsidised
government programmes for SMEs also encourage the establishment of networks that may
result in knowledge development and joint activities (Welch et al. 1997; Spence 2000).
Consequently, it can be argued that certain elements of the networking approach to business

strategy can explain firms' internationalisation (Crick & Spence 2005).
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Crick and Spence’s (2005) research revealed that subsequent internationalisation of firms
followed planned and unplanned routes far removed from that advocated by the ‘stage’
models since it was contingent on a whole host of events. Work by Crick (2002) and Osterle
(1997) suggested that some firms experience ‘episodic’ internationalisation rather than the
linear path suggested by stage models. It has shown that the initial internationalisation of
HTSMEs may not follow a systematic and linear pattern, but rather a more complex path
created by, among other things, opportunities that present themselves in existing networks
and serendipitous encounters, reiterating the findings of Bell et al. (1998) and Crick and

Jones (2000).

2.5.1 Network Learning and Internationalisation

Forsgren (2002) was of the view that a special aspect of learning from other organisations is
learning through existing business relationships. It has been shown that access to a network
of business relationships creates the opportunity to learn from other firms. Inter-
organisational learning in a business network implies that deep and long lasting business
relationships facilitate the assimilation of tacit knowledge from the different actors in the
network (Uzzi 1996; Eriksson et al. 1998; Kraatz 1998; Lane & Lubatkin 1998; Andersson et
al. 2001). This is significant because it means that one can question the claim that
experiential learning takes place through performing one’s own activities, because of the
difficulties of acquired learning through interaction with other organisations, which, in this
context, also means that the prediction that internationalisation is a slow process may not

always hold true (Forsgren, 2002).

The fact that firms sometimes ‘follow the herd” when they invest abroad, or learn through the
imitation of other organisations — network partners or organisations with high legitimacy -
should also be included in a model of internationalisation behaviour. A firm can also search
for the information about radically new alternatives alongside the current activities, and
sometimes invest abroad in accordance with this search rather than according to its current
experience (Forsgren, 2002). Therefore, the possible internationalisation routes are more
varied and multifaceted than those predicted by the Uppsala Model (Forsgren 2002). Another
consequence is that the internationalisation process can reflect more than one pathway, or
what Van de Van calls a multiple progression rather than a unitary progression (Van de Van

1992).
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The internationalisation literature has explored a considerable range of mechanisms through
which firms accumulate the knowledge and expertise they need (Chetty & Campbell-Hunt
2003). Several studies show that a firm can acquire knowledge from its customers, which can
be used for further market entry and expansion (Hertz 1993; Lee 1991). According to Penrose
(1959) and Madhok (1997), the development and integration of new knowledge happens

incrementally.

Supplier-customer interaction enables the two firms to develop knowledge about each other’s
needs and capabilities and to create new knowledge. These partners also accumulate
knowledge about other actors in their counterpart’s domestic market, thus embedding them in
each other’s business environment. When a supplier uses an existing customer relationship to
develop new ones in the foreign market, the customer is known as a bridgehead (Johansson &
Mattsson 1988). The relationship a supplier has with a customer in a foreign market enables it
to expand within that customer’s country. A bridgehead customer allows the supplier to

acquire knowledge and to create new knowledge incrementally.

As firms internationalise they are learning about their markets and this frequently occurs
through their business networks. A firm’s learning is seen by Cohen and Levinthal (1990) as
the ability of a firm to use its prior related knowledge and diverse background to identify the
value of new information and to develop this into something creative. They use the term
‘absorptive capacity’ when they refer to a firm’s ability to “recognise the value of new,
external information, assimilate it, and apply it to commercial ends” (Cohen & Levinthal
1990, p.128). A firm may decide not to exploit new information even though this information
could be important (Cohen & Levinthal 1989). The reason may be that the capacity to absorb
knowledge is dependent on its existing knowledge and if the firm has no prior experiences

with foreign customers it finds it hard to attain this knowledge base.

The primary concern for an international firm is how the previously developed knowledge
can be applied in a specific new market. A firm, which operates in diverse markets, can
acquire a rich amount of knowledge and strong technological capabilities through exposure to
a variety of ideas and experiences (Barkema & Vermeulen 1998). These new ideas and new
practices encourage innovations and thus enhance the firm’s capabilities (Abrahamson &

Fombrun 1994; Miller & Chen 1994; Miller 1996).

54



When a firm enters a new market it is confronted with new customers’ needs and new testing
grounds for its technology, which means that it has to find new solutions and develop
stronger technological skills (Argyres 1996). In addition, failures may be experienced by
firms operating in unfamiliar markets where customers, suppliers, competitors are different
(Simon 1955). Failures encourage the firm to seek new solutions that enhance its capabilities
thus enabling it to obtain knowledge, which is costly for its competitors to acquire (Madhok
1997). Conversely, the lack of such capabilities is costly for the firm in its internationalisation

(Eriksson et al. 1997).

As an organisation builds a dynamic network of relationships both from within and outside,
individuals will recognise the capabilities and knowledge of others (Cohen & Levinthal
1990). Consequently, individual capabilities are leveraged, thus increasing an organisation’s
capability. When a firm has developed the capabilities to accumulate knowledge in one
relationship then it becomes more effective in accumulating additional knowledge in other
relationships (Cohen & Levinthal 1990). Barkema et al’s (1996) study shows that when a
firm expands within a country it gains more from previous experience with customers in the
same country. They argue that the significance of previous experience in the same country
supports the view that ‘experiential’ knowledge (Penrose 1959; Johanson & Vahlne 1977)
from a country is important, and that it increases the success rate of expansion within the

same country.

2.6 THE INTERNATIONALISATION OF HTSMES

Smallbone and North (1995) suggest firms’ fundamental reason for expanding their
international activities is to increase their profitability and by the same token their propensity
for survival. Arguably, this is all the more true for HTSMEs dealing in dynamic
environments where establishing a product as the standard before their competitors do or
gaining a first mover’s advantage are some of the criteria for survival (Moore 1999). In such
a context, the findings from earlier studies into the internationalisation of SMEs may no
longer be totally applicable (Johanson & Wiedersheim-Paul 1975; Pavord & Bogart 1975;
Bilkey & Tesar 1977; Johanson & Vahlne 1977; Cavusgil 1984). For example, the ‘stage’
models of internationalisation, suggest that SMEs enter overseas markets in a systematic and
sequential way, evolving towards riskier means of market penetration and more demanding

countries once domestic sales had been well established and enough management learning
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(experience) and resources have been acquired. Hence, companies evolve from being non-
exporters to becoming large experienced exporters in several stages, depending on the
respective authors’ classifications (Andersen 1993; Leonidou & Katsikeas 1996; Coviello &
McAuley 1999). These studies, however, have been criticised for not fully capturing the
complexity of the realities of internationalising SMEs, especially in the high-technology
sectors, where environmental variables change constantly (Turnbull 1987; Bell 1995; Knight

& Cavusgil 1996; Bell et al. 1998).

Due to their narrow product scope, the fast obsolescence of their products and a limited
domestic demand, especially in small countries, HTSMEs must have an international if not
global focus from inception (Litvak 1990). These firms, also known as ‘born globals’, or
‘international new ventures’ , which as described earlier in this chapter, are business
organisations that, from inception, seek to derive significant competitive advantage from the
use of resources and the sale of outputs in multiple countries (Oviatt & McDougall 1994).
Boter and Holmquist (1996) found that firms’ strategies varied depending on a number of
circumstances including industry sector. However, findings indicated that innovative firms’
international expansion were based on an entrepreneurial culture, opportunistic strategies and
short-term goals, almost the opposite of what was suggested by the ‘stage’ models of
internationalisation. McDougall (1989) indicated that the strategies of new firms that were
international in scope differed from those with a domestic focus in terms of market
awareness, channel control and market penetration. Within these firms, those in the former
featured more aggressive strategies that could be potentially explained by the higher level of
international competition in their industries. Another factor contributing to the fast
international expansion of these companies may have been the absence of strong industry
structure and lengthy company history. In dynamic environments the ‘learning advantages of
newness’ or how quickly firms learn to adapt is sometimes more important than prior

acquired knowledge (McDougall et al. 1994; Autio et al. 2000).

McDougall et al (1994) argued that some HTSMEs should create international business
competencies from inception to avoid path dependence on domestic competencies that could
stifle international performance. Recognition that internationalisation is affected by multiple
influences has resulted in a number of authors suggesting a contingency view goes some way
to explaining firms’ internationalisation (Reid 1983;Woodcock et al. 1994; Yeoh & Jeong
1995; Kumar & Subramaniam 1997).
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Networks are strongly relied upon by HTSMEs at the beginning of a firm’s
internationalisation; in particular to select and expand into foreign markets as they facilitate
the acquisition of experiential knowledge about these markets (Lindqvist 1997; Crick &
Spence 2005).

Pettigrew et al (1990) described internationalisation as more processual, iterative and
fluctuating, reflecting how entrepreneurs/managers in small firms respond intuitively to
international opportunities and learn experientially from their activities. It is evident from the
extant literature on internationalisation that certain aspects of previous research are relevant
when investigating the activities of SMEs in the high tech sector, namely, the level of
commitment to international markets, possible episodes of international activity, the impact
of a firm’s networks on international activities, resource commitments, and

learning/accumulation of knowledge on international markets through networks.

Bernardino and Jones (2008) investigated how contractual cooperation impacts on
performance in foreign markets through the analysis of the resources of these HTSME:s.
Among all the firms in their research, technological resources, firm international orientation
and entrepremeur/chief executive human capital were associated with international intensity
in the main foreign market. According to Bernardino and Jones (2008), these facts suggest
that the relationship, respectively between technological resources, firm international
orientation and human capital and performance among firms that establish independent entry
modes in the main foreign market was strong enough to more than compensate the
relationship among those that establish contractual entry modes. For example, technological
resources, embedded in tacit knowledge are difficult and characterised by high risk of
appropriation and costly to transfer to external partners. In this context and in line with
previous research (Shrader 2001) it may well be a case that high technology SMEs with
higher endowment of technological resources should avoid transferring technical knowledge

to external partners in foreign operations.

More recent research Ujjal (2009) also analysed the relationship between resources and the
export performance of HTSMEs. The findings of this research provides in depth knowledge
on the relative importance of the different internal and external factors that determine the
export performance of HTSMEs. In the policy context, it highlights the importance of

government links in enhancing export performance. Commercialisation capabilities for near
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market aspects such as product launch, market research and international marketing
capabilities, are a major factor to achieving performance outsomes. Ujjal (2009) contends that
knowledge inputs for technological commercialisation and exporting have to be accessed
from external sources, as in house development of such complimentary knowledge is often

not economically feasible.

2.7 INTERNATIONALISATION AND PERFORMANCE

The relationship between internationalisation activities and firm performance has been
subject to extensive discussion in the strategy and international business literature throughout
the last thirty years. During this time, internationalisation of firm activities has become a
major strategic option for any firm. As firms increasingly broaden their scope of business
abroad, the performance impact of internationalisation has become an important research
interest of scholars in strategy and international business. Krist et al (2006) highlighted that
unfortunately little consensus has emerged among researchers on the nature of the

relationship between internationalisation and firm performance.

The current state of research on the internationalisation-performance relationship is often
described as being ‘inconsistent’ (Harveston et al. 1999, p. 295), ‘mixed’ (Gomez-Mejia &
Palich 1997, p. 310; Doukas & Lang 2003, p. 154; Hsu & Boggs 2003, p.23), ‘decidedly
mixed’ (Hitt et al. 1997, p.772; Qian, 2002, p. 618), ‘contradictory’ (Geringer et al. 2000:
51), ‘inconsistent and contradictory’ (Ruigrok et al. 2004, p. 65), ‘inconclusive and
contradictory’ (Tallman & Li 1996, p. 180), and ‘conflicting’” (Annavarjula & Beldona 2000,
p. 48).

Krist et al (2006) stated that while prior research has searched for a generally applicable form
of the internationalisation-performance relationship contemporary research assumes that such
a uniform relationship does not exist but that this relationship is highly context dependent
(Bausch & Krist 2007). Two lines of inquiry can be distinguished that are based on such an
understanding. One investigates performance consequences from varying degrees of
internationalisation while the other discusses firm specific differences as decisive factors that
might be responsible for differences in the internationalisation-performance relationship (Lu

& Beamish 2004).
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The first research stream examines the benefit-cost trade-off from internationalisation. A
fundamental statement is that this trade-off is not constant but wvaries along the
internationalisation continuum. Consequently there must be an optimal degree of
internationalisation for every firm. Following this rationale scholars have tried to resolve
empirical findings of either a significant positive linear effect or significant negative linear
effect of internationalisation on performance by remodelling the shape of this relationship.
Significant results vary from u-shaped curve types to inverted u-shaped curve types and cubic
curve types. A consensus on the nature and shape of the internationalisation-performance
relationship is only now emerging (Contractor et al. 2003). Ruigrok et al (2004) proposed that
the shape of the relationship itself is context related, depending on the size of the home
market and the possibility to pursue a cultural or institutional related kind of international
expansion. Empirical findings are even more diverse. The assertion of non-linearity is
challenged by empirical studies that did test for but could not confirm a curvilinear

relationship (Tallman & Li 1996; Hsu & Boggs 2003; Wan & Hoskisson 2003).

There is considerable evidence that firm level characteristics significantly moderate the
internationalisation-performance relationship (Ruigrok et al. 2004; Bausch & Krist 2007).
This line of research can be traced back to Hymer (1976) who identified firm specific
advantage as a driver of internationalisation and Dunning (1979) who refined the idea of
Hymer by examining different kinds of production inputs that can lead to the growth of the
MNC. In their seminal work Morck and Yeung (1991) confirm this notion and assert that
internationalisation per se is not a valuable strategy for investors, whereas the impact of R
and D spending and advertising expenditures on market value increases with a firm’s
multinational scale. Other researchers like Christophe (1997) did not find empirical support
for this proposition and doubt the generalisability of the positive impact of intangible

resources on success when expanding business abroad.

In order to more fully understand the nature of the internationalisation-performance
relationship and resolve apparent contradictory empirical evidence Krist et al (2006) viewed
more empirical research as advisable, particularly on samples beyond those from the US and
across different periods of time. Krist et al (2006) addressed the question if and how
internationalisation relates to firm performance for a sample of publicly listed German firms,
and investigated the moderating role of intangible resources with regard to their contribution

to firm performance when expanding business abroad. Their findings provide evidence that
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the internationalisation-performance relationship is highly context dependent. Furthermore,
support was found for the proposition that intangible resources in the form of technology
know-how significantly determined performance consequences from any internationalisation

strategy.

2.8 EXPORT PERFORMANCE

This study focuses specifically on the export or international performance outcomes of a
firm’s internationalisation through networks, thus it is necessary to review the literature on
export performance. Studies on export performance have reached inconsistent and even
contradictory findings. Such conflicting results may be due, among other possible reasons, to
the diversity in conceptualisation, operationalisation and measurement of the export
performance construct. Carneiro et al (2006) conducted a review of how the export
performance construct has been conceptualized and operationalised, both in theory and
practice. Sousa’s (2004) review of the export performance literature reveals that research on
the measurement of export performance still remains underdeveloped, since no consensus
exists about its conceptual and operational definitions. Although compared to earlier studies
(Madsen 1987; Aaby & Slater 1989; Zou and Stan 1998), some progress has been made in
developing theory and knowledge of the measures of export performance. The export
marketing literature has been criticised for providing only fragmented results and for not
being able to develop a widely accepted model of export performance, thus limiting
theoretical advancement in this field (Diamantopoulos 1998; Zou & Stan 1998; Morgan et al.
2004).

2.8.1 Measures of Export Performance

This section provides an overview of the literature on measures of export performance,
beginning with Bilkey (1978), whose scheme addressed behavioural aspects, including
development stages of exporting activity, which, albeit important to understanding the export
phenomenon, do not actually encompass indications of performance. Rather, they portray a
state of affairs (describing the situation of export activities) or a set of obstacles vs. incentives

to exporting.
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Madsen (1987) and Shoham (1998) identified three major underlying dimensions among the
multitude of performance indicators that had been used in empirical research: sales, profits
and change. Although important, they do not constitute a comprehensive set of key
characteristics of export performance. And, for the sake of organisation, it would have been
better to acknowledge that sales and profits are part of a class of measures dimension while
change (in sales, profits or other measures) is part of a temporal orientation dimension. Aaby
and Slater (1989) identified eight performance ‘dimensions’, which can be organised in three
groups: (i) behavioural/situational (propensity to export, export problems, exporters vs. non-
exporters, and barriers to export); (ii) export sales performance (export sales, level of export,
export growth intensity); and (iii)) overall (perceptions towards export).
Behavioural/situational ‘dimensions’ can be criticised (Zou & Stan 1998) on the grounds that
they refer to aspects which conceptually are broader than export performance. Zou and Stan
(1998) argued that many studies in the field of international business focus on a narrow view
of export performance, for example export sales, while others have used non-financial
measures. Literature on determinants of export performance argues that export sales volume
and export sales growth are measures of organisational effectiveness, while export
profitability is a measure of efficiency (Al-Khalifa & Morgan 1995). The current trend in
export performance studies is to use multiple measures along two and three sub-dimensions

of performance (Lages 2000).

As for the three export sales performance measures, they represent just a few angles from
which export performance can be judged. So they do not provide a collectively exhaustive
account of the export performance phenomenon. Cavusgil and Zou (1994) proposed a unified
scale of export (marketing) performance, composed of the sum of the values of four
indicators: strategic goals achievement, perceived success, sales growth, and profitability.
Their proposal is parsimonious and may be appropriate given the practical constraints of most
research works. However, it should not be considered an all-encompassing, framework for
the characterisation of the export performance phenomenon because it does not incorporate
other relevant aspects, such as the norm against which success should be judged. Besides,
whether a uni-dimensional scale could be built out of those four dimensions may be brought

into question (Styles 1998).

Matthyssens and Pauwels (1996) proposed a more encompassing framework, composed of

five dimensions of export performance: (1) level of analysis (strategic level or scope at
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which export performance is measured): corporate, SBU, product-market venture; (2) frame
of reference (norm against which success is judged): objective, subjective (perceptual), goal-,
domestic- or industry-related; (3) time frame (time period considered): static (a point in time
in the past, the present or the future) or dynamic (change in the values of the indicators of
performance); (4) data collection method: includes both the source of data (primary vs.
secondary) and the collection method itself; (5) measures (criteria along which performance

is judged): financial vs. Non financial.

Their frame of reference dimension, in fact, involves two different issues. One issue — related
to the objective vs. subjective dichotomy — refers to whether data will be the same whoever
the respondent or the data source used or whether data will depend on the respondent’s
opinion or personal (perceptual) evaluation. The other issue — related to the reference
standard itself — refers to a comparative base point, below which performance will be
considered ‘bad’ and above which it will be considered ‘good’ (Fiegenbaum et al. 1996).
Such reference points against which export performance would be judged could be domestic
operations, industry (competitors) or pre-defined goals (as put forward by Matthyssens &
Pauwels, 1996), but they could also include a benchmark or other international operations
within the firm. In the measures dimension, Matthyssens and Pauwels considered only the
dichotomy between financial vs.non-financial measures, but it would be advisable to
distinguish between different kinds of non-financial measures, (such as market, strategic or
satisfaction-related measures). So, it is possible to say that Matthyssens and Pauwels’ (1996)
scheme is deficient, to some extent, in terms of internal consistency as well as collective

exhaustiveness (Cairneiro 2006).

Madsen (1997) identified four dimensions: (1) objective vs. subjective (perceptual); (2)
absolute vs. benchmarking (relative measures); (3) time orientation (short-term financial vs.
long-term strategic measures); and (4) market-related vs. purely economic. Madsen (1997)
considered that financial measures are always short-term and past oriented, whereas one
could also measure expectations of future returns (Barney 1991). Besides, short-term
measures can include more than just economic measures; and long-term measures could
include not only strategic but also financial measures. As for the strategic measures, they

would compliment with the third class of measure, market and economic space.
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Zou and Stan (1998) identified the following dimensions and sub-dimensions: financial
measures (sales, profit, growth); non-financial measures (perceived success, satisfaction, goal
achievement); and composite scales. Their framework can be criticised on the grounds that
growth should not be considered another type of financial measure, since one can conceive of
change for other types of measures as well. There are also other types of non-financial
measures, such as market and strategic measures. Zou and Stan’s (1998) sub-dimensions of
non-financial measures would better be grouped under the label of overall measures since
they reflect a broader perspective. Moreover, other dimensions have not been explicitly
included in their framework, for example, absolute vs. relative and objective vs. subjective.
Zou and Stan (1998) also identified studies that used a scale to measure performance that is a
measure composed of the aggregation of other measures. However, they fell short of
investigating whether such aggregation was based on reflective indicators (where the
indicators are considered effects of the phenomenon) or formative indicators (where
indicators are considered causes of the phenomenon). Although, some scholars (Bollen &
Lennox 1991; MacCallum & Browne 1993; Diamantopoulos 1999) have suggested that
distinct terminology should be used to refer to the formative perspective on measurement —
e.g., item vs. indicator, composite variable vs. latent variable (or factor), index vs. scale.
There is one first decision — which individual measures to use — and an additional decision —
to aggregate (and how) or not to aggregate them into a consolidated scale. So, this could be
considered one methodological issue that could be labelled indicators structure. Zou et al
(1998) proposed a unified scale of export performance, composed of three dimensions:
financial, strategic, and satisfaction. However, the individual dimensions in Zou et al’s scale
are actually composed of measures of distinct nature. For example, their financial dimension
includes profitability, sales volume and growth indicators. Their strategic dimension includes
global competitiveness and strategic position (strategic indicators) but also global market
share (although it can be considered strategic under some line of reasoning, it would fit better
under a market label). The satisfaction dimension actually comprises overall measures
elicited from some subjective (perceptual) data source. Katsikeas et al’s (2000) review
identified 42 performance indicators, which they grouped under three headings: economic
(sales-related, profit-related, market share-related); non-economic (market-related, product-
related and miscellaneous); and generic (perceived export success, achievement of export
objectives, satisfaction with specific indicators of export performance, satisfaction with

overall export performance, strategic export performance). Besides, they classified the
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indicators along three organizing categories, eight classifier variables and their respective
sub-dimensions. Their primary classification criterion (economic, non-economic, and
generic) as well as their ‘dimensions of performance’ can all be considered different classes
of measures. Besides, some of their proposed categories (e.g., generic, miscellaneous,
efficiency) comprise distinct types of measures that should actually be classified under

properly named labels.

The temporal sub-dimension under the frame of reference dimension indicates a firm’s
current performance against its own past performance. This kind of comparison is not of the
same nature as those of domestic market, industry or firm’s goals, which are taken at the
same temporal moment. So the temporal sub-dimension reflects growth measures and should
actually be grouped under some temporal orientation label. As for the others, it would seem
more logical to consider the absolute vs. relative dichotomy. In the time horizon dimension,
Katsikeas et al (2000) did not make it explicit that there are two aspects under consideration:
the point of time (past, present, future) and also the static (a single point in time) vs. dynamic
(change between two points in time) nature of the measures. Table 2.4 below summarises the

main features and limitations of the export measures discussed here.

Table 2.4: Features and Limitations of Export Performance Measurement

Author Year Measurement Feature Limitation

Bilkey 1978 Includes behavioural and | Do not encompass indications of
development stages of export activity | performance

Madsen 1987 Identifies 4 dimensions: | Past and future returns need to be
objective/subjective, absolute Vs | specified

benchmarking, time orientation, and
market related Vs purely economic

Aaby & Slater 1989 Identifies 8 performance dimensions
in 3 categories:
behavioural/situational, export sales
performance and overall perceptions

towards export

Behavioural aspects conceptually broader
than export performance

Cavusgil & Zou | 1994 Proposes 4 indicators: strategic goal | Does not include the norm against which
achievement, perceived success, sales | success should be judged
growth and profitability

Matthyssens & | 1996 Proposes 5 dimensions: level of | Objective/subjective  dichotomy  in

Pauwels analysis, corporate SBU and product | answering and lack of a comparative base
—market venture, frame of reference, | point to judge performance against
objective/subjective goals, time frame
and data collection method

Shoham 1998 Uses sales, profits and change as | Change is part of a temporal orientation
indicators of performance dimension

Zou & Stan 1998 Considers financial, non financial and | Growth should not be considered a

composite scales

financial measure. Market and strategic
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measures should also be considered.

Zou et al 1998 Proposes a unified scale composed of | Individual dimensions are composed of
financial, strategic and satisfaction measures of distinct nature
Kasikeas et al 2000 Indentifies 42 indicators grouped | Types of measures needs proper labels,

under 3 headings: economic, non- | lack of consideration of temporal issues.
economic and generic

2.8.2 Objective Vs Subjective Measures

In terms of the mode of performance assessment, studies might use objective or subjective
measures or both. Sousa’s (2004) review found that the majority of the studies use both
modes of assessment. However, some scholars support the use of subjective over objective
indicators (Katsikeas et al. 1996; Robertson & Chetty 2000). The following motives are
usually used to support this view: (a) firms are extremely reluctant to provide the researcher
with objective data (Francis & Collins-Dodd 2000; Leonidou et al. 2002); (b) objective data
are not publicly available, and thus it is impossible to check the accuracy of any reported
financial performance figures (Robertson & Chetty 2000); (c) decision makers are guided by
their subjective perceptions of firm export performance rather than by objective, absolute
performance ratings (Madsen, 1989); (d) difficulty in establishing a fixed reference point
across firms, since financial success for one firm may constitute failure for another (Lages &
Lages 2004); (e) subjective and objective measures are positively associated (Dess &
Robinson 1984; Baldauf et al. 2000); (f) using the export venture as the unit of analysis
favours the use of subjective measures over objective measures, since company reports and
financial statements rarely provide detailed information on the different export ventures; (g)
objective data are often difficult to interpret (Covin & Slevin 1991); and (h) using objective
measures makes comparisons across businesses, especially in cross country studies,
complicated because of differences in accounting and sales-recording procedures (Styles

1998).

Sousa (2004) cautioned that the relevance and importance of performance dimensions also
vary across stakeholder groups (e.g. investors, employees, customers) and depend on whether
the focus is on the short-term or the long-term (Walker & Ruekert 1987). A manager of a
firm that focuses on the long-term to increase the market share in a foreign market may not
perceive the export performance to be low even though export sales or export profits are
weak. Including the viewpoint of the different stakeholders who will be affected by specific
performance results is interesting and has also been suggested by other scholars in the

strategic management literature (Chakravarthy 1986; Barney 1991; Fiegenbaum et al. 1996).
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However, considering the competitors as a type of stakeholder seems to be controversial with
the ‘beat the competitor’ view that drives most managers (Cairneiro et al. 2006). The unit of
analysis relates to the part of the firm’s operations whose performance is to be evaluated. The
scope of analysis refers to the destination markets of exports. The two dimensions could
actually be merged under a single one involving the firm—market combination (Cairneiro et

al. 2006).

2.8.3 Factors to Consider in Selecting Appropriate Measures

Having reviewed the various measures of export performance in the literature, it is now
necessary to review the factors that need to be considered in selecting appropriate measures.
Griffin and Page (1993) argued that nowadays the multidimensionality of performance is not
under discussion, but rather which performance measures to use. Export performance,
however, is a complex phenomenon and the choice of individual export performance
measures depends on contextual factors that are research method-specific, export business-
specific, and target audience-specific (Katsikeaset al. 2000). For instance, the unit of analysis
has a significant influence on the measurement selection. In the case of export intensity,
which is probably the most widely used export performance measure in the literature
(Katsikeas et al. 2000), it is argued that this indicator should not be used when the analysis is
performed at the export venture level (Matthyssens & Pauwels 1996). Similarly, the
application of measures such as export profitability, overall export sales and overall export
performance at the firm level when the export venture level was adopted, ignores the

difference between the venture and the firm level.

The degree of the firm’s involvement in export operations is an aspect that has to be
considered because it may influence the choice of export performance measures. For
example, a firm in early stages of export development may put more emphasis on measures
such as export sales and profits, while a more experienced firm may find market-share related

measures more relevant (Sousa 2004).

The vast majority of the studies reviewed by Sousa (2004) assessed export performance at the
firm level, which can be explained by the greater willingness of respondents to disclose
information at this broad level (Matthyssens & Pauwels 1996). The selection of the unit of
analysis is important for the correct operationalisation of export performance since a study at

the firm level seeks success determinants describing the overall export activity of a firm
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whereas a study at the venture level focuses on performance determinants of a particular
product/market combination (Sousa 2004). For instance, when studying individual export
ventures, firm level export performance analysis is inappropriate because of the heterogeneity
of the firm’s operations (Jacobson 1987). This is particularly relevant in sectoral studies.
Using measures such as export profitability, overall export sales and overall export
performance at the firm level when the export venture level was adopted, ignores the
difference between the venture and the firm level. Furthermore, applying financial measures
such as export intensity at the export venture level in most cases is very difficult (Dess &
Robinson 1984). Therefore, the level of analysis adopted will have major implications on the
operational measures of export performance to be implemented. Additionally, using a
measure like ROI, as suggested by Myers (1999), to assess export performance ignores the

difference between firm’s overall performance and the firm export performance.

The characteristics of the firm have to be considered when selecting which performance
measures to use. The size of the firm, for example, could influence whether the focus is on
the short-term or long-term export performance since managers of small firms may
emphasise short-term over long-term performance due to the lack of financial resources to
operate with low margins in foreign markets. Another aspect that should be taken into
account is the degree of the firm’s involvement in export operations. Firms in early stages of
export development may put more emphasis on measures such as export sales and profits,

while a more experienced firm may find market-share related measures to be more relevant.

Performance specifically in the network based international entrepreneurship model can be
measured through profitability and change in sales achieved by the collaborative arrangement
(Lee & Beamish 1995). In addition, performance of the internationalised firm abroad may be
directly captured through stability measurement of survival of the collaborative mode
(Anderson 1993). An additional performance dimension that can be employed refers to
perceptions of managers concerning outcome specific criteria (Zeira et al. 1997), which is

often used in studies of international joint venture performance.

2.8.4 Measuring Export Performance in High Tech SMEs
HTSMESs typically evolve in particularly fast moving environments, and emergent strategies
may be initiated by taking advantage of windows of opportunity which may not stay open for

long (Crick & Spence 2005). In such an environment, opportunistic strategies bring more
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value than systematic ones (Teece et al. 1997). It has been found that an entrepreneurial spirit
leading to the seizing of opportunities when these present themselves has positively
influenced internationalisation (Karagozoglu & Lindell 1998). However, problems have been
identified in evaluating the performance of internationalising firms. Studies, typically taking
an export perspective have measured performance using subjective cut-off points in survey
data such as profitability, growth, or even the ratio of exports to total business (Crick et al.
1994). Other work has used award winning firms such as the Queens Award for Export in the
UK, those judged as successful by an outside body to avoid subjectivity (Styles & Ambler
1994). More recently, it has been suggested that managers’ own perceptions of performance
against the objectives set is more appropriate as this can then be contextualised against the
conditions facing a particular firm over a given period of time (Katsikeas et al. 1996; Crick
& Bradshaw 1999). Recognising ‘chance’ opportunities and being ready to take advantage of
them is known as serendipity. This arguably encompasses a temporal element (being in the
right place at the right time), a relational element (the unplanned building of social networks),
and an analytical element, such as the ability to establish connections between actual data and
ideas (Fine & Deegan 1996). Merrilees et al. (1998) explained SMEs’ international market
selection through a four stage process. First, networking, referrals and meetings through
which entrepreneurs widen their horizons and have the chance to identify potential
opportunities. Second, identification of emerging opportunities: an opportunity for one person
could be considered a hopeless encounter by others. Third, is a predisposition to respond
quickly to relevant opportunities, and fourth, ‘resource leverage’, is the adaptability of

resources to enable implementation.

Within a dynamic environment, the distinction between market selection and entry strategies
becomes blurred as HTSMEs can adapt quickly to market requirements and take a holistic
approach to their internationalisation (Bell et al. 1998; Jones 1999). A potentially viable
contact in a country that was not considered prior to the encounter could lead to an evolution
or a shift in the strategy. Similarly, negotiation with a person offering a type of collaboration
that was not previously thought about could trigger a change in strategy (Crick & Spence
2005).

There is a growing body of literature supporting the association between export performance
and the nature of relationships with channel members (Beamish et al.1993; Cavusgil & Zou

1994; Styles & Ambler 1994). Ellis (2000) contends that this relationship is complex and
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further research is needed to ascertain whether performance outcomes are maximised when

elements of both the social and formal approaches are combined.

Table 2.5 provides a checklist of the main factors to be considered when selecting export
performance measures. A detailed description of the measures used in this study is outlined in

chapter four, section 4.3.4.

Table 2.5: Checklist for Selecting Measures of Export Performance

Checklist for Selecting Measures of Export

Performance

Unit of Analysis

Degree of the firm’s involvement in export operations

Size of the firm

Sector

Stage of export development

Collaboration/Network /Relational effects

Temporal Effects
Research Methods

Managers Own Perception of Performance

Analytical Element

2.9 CONCLUDING REMARKS

In drawing this chapter to a close, a summary of the shortcomings in the internationalisation
literature is presented with a view to highlighting why network theory warrants further
discussion in this context. It is evident from the literature that the domain of international
business and globalisation impacts on all sizes and types of business. This study looks
specifically at SMEs in the high technology sector. The following is a summary of the key

points from this body of literature:

e FEarly international business theory only partially explains export behaviour of

individual business units;

e The management perspective on international business recognised the role of
environmental change, which is of relevance to firms operating in high tech, dynamic

environments;
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The internationalisation of firms depends on whether firms can successfully develop
and deploy resources and capabilities at the level of the firm, which contribute to their

profit abroad;

The core of the evolving interaction paradigm of international business, is the result of
the learning that occurs as a consequence of two or more businesses or business

processes in dynamic interaction;

Globalisation has led to an increase in global strategic partners among large and small
companies and the building of relationships with officials, distributors and opinion

leaders;

Trade off between market and hierarchy has led to hybrid governance structures such

as joint ventures and networks;

SMEs internationalisation strategies differ from those of larger firms, in terms of the

role of the decision maker and the use of networks to overcome constraints;

While the stage models of internationalisation considered resources, experiential
knowledge and commitment issues, they failed to take relationships/networks into

account;

Born Globals and Born Again Globals take relationships/networks into consideration.
In the case of Born Again Globals, relationships are important even when they are not

active in international markets;

Internationalisation through networks depends on an organisation’s set of formal and

informal relationships rather than on firm specific advantages;

Networks presents the opportunity for inter-organisational learning in relation to
internationalisation and can expedite foreign market entry, particularly in the case of

high tech SMEs;

Recognition that internationalisation is affected by multiple influences has led to a

contingency view;

The performance question confronts all firms, domestic and international;
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e The relationship between internationalisation and performance is context dependent
and the focus should be on the identification of moderators or drivers that produce

differential internationalisation-performance effects;

e While there is an array of export performance measures available in the literature,
selecting the appropriate measures is highly context dependent and relevant factors

need to be considered, such as sector, research methods and relational effects.

It is evident from the foregoing discussion on the literature presented in this chapter that
there are many factors influencing SME internationalisation. As internationalisation is a
complex process, no existing stream of research could explain all its aspects. Elements of
this research has been criticized for ignoring some impotant subjects and applauded for
investigating others. As the logic and assumptions of these approaches differ, it would be
too optimistic to hope that a universal internationalisation theory would emerge. As a
result there is a convergence of themes in the literature on the key factors involved.
These factors can be internal to the firm or external to the firm. However, there has been a
tendency in the export performance literature to view exporting predominantly as an
internally driven activity, and as a result, relatively few have analysed the influence of
external factors on export performance. One key external factor is the role that external

relationships play in the internationalisation process and outcomes of SMEs.

Networks, therefore, have an important role to play in the internationalisation of SMEs. It
is through this lens this research looks to provide further insight into this complex
process. Further discussion of this extant body of literature is presented in the next
chapter with a view to understanding the emergence, dynamics and impact of networks on

international performance.
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CHAPTER THREE - NETWORK THEORY

3.0 INTRODUCTION

This chapter begins with a review of the literature on organisational theory and design in
order to reveal the origins of networks as an organisational form. This is followed by a
discussion of the theoretical perspectives on network governance. Literature on network
fundamentals, definitions, trust, learning, knowledge/information exchange, development,
benefits, and drawbacks/limitations of networks is then outlined. The final sections deal
specifically with networks in the context of SMEs, internationalisation, performance and
capability building. The chapter concludes with an overview of how network theory helps

inform international business theory.

3.1 ORIGINS OF NETWORK AS AN ORGANISATIONAL FORM

The purpose of this section is to trace the origins of the network perspective for the study of
organisations and to outline some of the main issues in adopting such a perspective.
Roethlisberger (1977) believed that organisations and the behaviour in them were such
‘elusive phenomena’ that one could never hope for a definitive theory in the field. All that
one could expect was the benefit of a perspective or a framework that could be used like a
‘walking-stick’ to support and navigate one’s inquiry through the treacherous terrain of
organisations (cited in Nohria & Eccles 1992, p. 5). Sustaining Roethlisberger’s metaphor,
Nohria and Eccles (1992) suggested that a network perspective is a sturdy walking-stick that
is likely to hold up well in the intellectual enquiry of organisations. Since the 1950s, the
concept of networks has occupied a prominent place in such diverse fields as anthropology,
psychology, sociology, mental health and molecular biology (Nohria & Eccles 1992). In the
field of organisational behaviour, the concept dates back even further. As early as the 1930s,
Roethlisberger and Dickson (1939) described and emphasised the importance of informal
networks of relations in organisations. Nohria and Eccles (1992) believed there are three

reasons behind the increased interest in the concept of networks. Firstly, the emergence of
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what Best (1990) labelled ‘the New Competition’. This is the competitive rise during the
1970s and 1980s of small entrepreneurial firms, of regional districts in the USA, Europe and
in Japan. This new competition has been contrasted with the old in one important way. If the
old model of organisation was the large hierarchical firm, the model of organisation that is
considered characteristic of the New Competition is a network of lateral and horizontal inter-
linkages within and among firms. A second reason for the increased interest in networks has
to do with technological developments. New information technologies have made possible an
entirely new set of more disaggregated, distributed, and flexible production arrangements, as
well as new ways for firms to organise their internal operations and their ties to firms with

which they transact.

The maturing of network analysis as an academic discipline over the last 30 years is a third
reason for the increased trend toward viewing organisations as networks. This development
was spearheaded in the 1970s by Harrisson White and his affiliates, who developed a formal
apparatus for thinking about and analysing social structure as networks (Nohria & Eccles

1992).

The concept of the network organisation may be placed in the context of current debates in
organisational theory (Baker 1992). A number of organisational theories can be used to
explain the emergence of the network organisation. Traditional theories of organising
advocated that rational scientific principles could be applied to develop a best way of
organising. The so-called classical management theories emerged around the turn of the
twentieth century and these included scientific management, which focused on matching
people and tasks to maximise efficiency; and administrative management, which focuses on
identifying the principles that will lead to the creation of the most efficient system of
organisation and management. The behavioural management theories were then developed
before and after the Second World War and focused on how managers should lead and
control their work force to increase performance. Management science theory was also
developed during the Second World War and the focus here was on the use of rigorous
quantitative techniques to help managers make maximum use of organisational resources to
produce goods and services. Wally et al (1995) concluded that the verities of traditional
scientific management based approaches are insufficient to explain the structural changes that

were occurring.
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An important milestone in the history of management thought occurred when researchers
went beyond the study of how managers can influence behaviour within organisations to
consider how managers control the organisation’s relationships with its external environment.
The importance of studying the environment became clear after the development of open

systems theory and contingency theory during the 1960s.

Contingency theories proposed that internal structural and administrative elements of the
organisation were part of a larger system, which included elements of the environment and
the technology of the organisation. The theory is based on two related assumptions, namely
that there is no one best way to organise, and that any way of organising is not equally
effective (Galbraith 1973). The cornerstone of contingency theory is that in order to become
efficient organisations must fit their structures and policies with the characteristics of the
environment and technology. The early contingency theory research fell under two broad
headings; research concentrating on technology and technological variables (Woodward
1958, 1965; Perrow 1967), and research focusing on environmental variables (Burns &

Stalker 1961; Emery & Trist, 1965; Thompson 1967; Lawrence & Lorsch 1969).

Debates started in the 1960s over just what direction organisational structure would take.
Some authors such as Burck (1964) and Leavitt and Whistler (1958) argued that computer
technology would allow top management to return to a centralised structure since the
information needed for decisions about the subsidiary operations could be obtained at a
moment’s notice. Others argued that only functional areas such as logistics systems and data
processing activities would become centralised, but the overall organisational structure would

continue to decentralise (Deardon 1967).

According to Kathawala and Lingaraj (1990) it was not until the 1980s that the increase in
foreign competition and losses in productivity prompted the US business to start examining
itself. Many business consultants, such as Peters and Waterman, argued that a fluid
decentralised structure was continuing to replace the rigid centralised bureaucracy in the most
innovative companies in order to cure itself and become competitive. However, in any
element of operation where control is essential, centralisation will continue to be used as the

structural means to carry it out.

A principal tenet of organisational theory is that structure is related to environment (Aldrich

& Zimmer 1986) and organisations that fit their environments will perform better and are
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more likely to survive than those that do not (Emery & Trist 1965). Burns and Stalker (1961)
argued that organisations using a routine technology (low task and work flow uncertainty)
and operate in a homogenous stable environment should use a mechanistic form of structure.
Those operating a non-routine technology (high task and work flow uncertainty) in a
heterogeneous unstable environment should use an organic structure. Network (or organic)
structures are better suited to complex, rapidly changing, and turbulent environments than
hierarchical (or mechanistic) structures, which do better in stable, simple, routine

environments (Burns & Stalker 1961; Mintzberg 1979; Miles & Snow 1986).

Miles and Snow (1986) found that after turbulent times in business environments and rapid
technological changes, a unique combination of strategy, structure and management
processes that they refer to as the ‘Dynamic Network’ had emerged. In the dynamic network
the major components can be assembled and reassembled in order to meet complex and

changing environmental conditions (See figure 3.1)

De5|gner Producer
Distributors

Figure 3.1: Miles and Snow’s (1986) Dynamic Network

Broker
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The characteristics of the dynamic network are summarised for this study in the following

table:

Table 3.1: Characteristics of the Dynamic Network.

Characteristic Description
Vertical Business functions - product design and development, manufacturing, marketing
Disaggregation and distribution, conducted within a single organisation, are performed by

independent organisations within a network. Networks may be more or less
complex and dynamic depending on competitive circumstances.

Brokers Because each function is not necessarily part of a single organisation, business
groups are assembled by or located through brokers. In some cases, a single
broker plays a lead role and subcontracts for needed services. In other cases,
various brokers specialising in a particular service create linkages among equal
partners. In others, one network component uses a broker to locate one or more
other functions.

Market Major functions are held together in the main by market mechanisms rather than

Mechanisms plans and controls. Contracts and payments for results are used more frequently
than progress reports and personal supervision.

Full disclosure Broad access computerised information systems are used as substitutes for

information lengthy trust —building processes. Participants in the network agree on a general

systems structure of payment for value added and then hook themselves together in a

continuously updated information system so that contributions can be mutually
and instantaneously verified.

According to Miles and Snow (1986) the dynamic network must be viewed simultaneously
from the perspective of its individual components and from the network as a whole. For the
individual firm (or component) the primary benefit of participation in the network is the
opportunity to pursue its particular distinctive competence. Therefore, each network
component can be seen as complimenting rather than competing with the other components.
Viewing the network as a whole, each firm’s distinctive competence is not only enhanced by

participation in the network, but it is also held in check by its fellow network members.

The phenomena of industry synergy, where there is symmetry between the characteristics and
operations of the dynamic network and the features and behaviour of the firms within an
industry (or major industry segment), was a concept described by Miles and Snow (1986).
The dynamic network model is a far more flexible structure than any of the previous forms
as, it can accommodate a vast amount of complexity while maximising specialised
competence, and it provides much more effective use of human resources that otherwise have

to be accumulated, allocated and maintained by a single organisation.

The logic of the dynamic network model indicates that this flexibility can be achieved largely

through vertical disaggregation. Thus an organisation may be able to obtain competitive
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advantage by performing only those activities closest to its distinctive competence,
contracting with other components of a network for goods or services on an ad-hoc basis and
perhaps serving as a broker in yet other areas. Dynamic networks in many industries now

operate across national boundaries (Miles & Snow 1986).

Similarly, Hage (1965) described the organic organisational model as being characterised by
the ‘adjustment and continual redefinition of individual tasks’ (low formalization) ‘a network
structure of control, authority and communication’ (low centralisation). Burns and Stalker
(1961) noted that the content of communication in the organic model is information and
advice and requires commitment to the tasks of the organisation and emphasises expertise.
Also the emphasis on adaptivness in organic models is directly related to the rate of change in

technical or market conditions in the environment.

On the subject of organisational environments, Emery and Trist (1965) studied the causal
texture of the environment and isolated ‘four ideal types’ of causal texture, approximations to
which may be thought of as existing in the ‘real world’ of most organisations. There is an
emergence of values that have overriding significance for all members of the field. Thus the
notion of collective strategy and network theory may have relevance to Emery and Trist’s

Type three and Type four organisations.
The four types of causal texture are briefly described as follows:

Table 3.2 Emery and Trist’s Four Types of Causal Texture

Type Description

Step One | Relatively unchanging environment with only minor, random changes along the way — organisations
need only do their best and opt only for a particular class of local environmental variances (Ashby,

1960). Firms use tactics to survive, are small in size and relate to the economists classical market.

Step Two | More complicated but still placid environment — characterised in terms of clustering goals and
noxiants (good and bad) are not randomly distributed but hang together in certain ways. Strategy
emerges as opposed to tactics — develop distinctive competencies - tend to grow in size and tends to
be hierarchical with a tendency toward centralised control and coordination. Relates to economists

imperfect competition.

Step Disturbed reactive environment —make sequential choices, but choose actions that would draw off the
Three other organisations. Flexibility requires certain decentralization and also puts a premium on quality
and speed of decision at various peripheral points (Heyworth, 1955). Relates to economists oligopoly
- necessary to define the organisational objectives in terms not so much of location as of capacity or
power to move more or less at will i.e. to be able to make and meet competitive challenge. It can also

give rise to situations in which stability can be obtained only by a certain coming to terms between
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competitors, whether enterprises, interest groups, or governments.

Step Four | ‘Turbulent Fields’ - Dynamic properties arising from the interaction of identifiable component
systems and from the environment itself. Three trends that contribute to the emergence of these
dynamic fields: (1) Growth in type three organisations; (2) Deepening interdependence between the
economic and other facets of society e.g. legislation and public regulation; and (3) the increased need
for R and D. Individual organisations, however large, cannot expect to adapt successfully simply
through their own direct interactions — there are some indications of a solution that may have the

same general significance for these environments as have strategy and operations for types 2 and 3.

Strategic Choice theorists emphasised the ability of managers to redesign organisations to fit
changing tasks and environments. In contrast, population ecologists stressed organisational
inertia — the inability to change structures and processes once established. In essence,
population ecologists view organisational design as “a wager on fitness that, once placed,
consigns an organisation to its fate” (Baker 1992, p. 398). The network organisation evades
organisational inertia by its very nature. The network form is designed to handle tasks and
environments that demand flexibility and adaptability. Unlike bureaucracy, which is a fixed
set of relationships for processing all problems, the network organisation moulds itself to
each problem. It adopts itself not by top management, but by the interactions of problems,
people, and resources; within the broad confines of corporate strategy, organisational
members autonomously work out relationships. This self-adaptability feature led Eccles and
Crane (1987) to call the network form a ‘self designing’ organisation. At least in metaphor,
the network organisation is a market mechanism that allocates people and resources to
problems and projects in a decentralised manner. Like a market, efficiency is assumed. The
intrinsic ability of the network organisation to repeatedly redesign itself to accommodate new
tasks, unique problems, and changing environments enables such organisations to escape the

plight of forms such as bureaucracy, which ossify and become incapable of change.

The concepts of organisation/environment relations and strategic choice have their
drawbacks. Strategy, in these cases, is only investigated from the standpoint of the focal
organisation and fails to take into account the dynamics that unfold at a population level of
analysis (Astley & Frombrun 1983). It is on these grounds that population ecologists criticise
the notion of strategic choice (Aldrich 1979). They argued that at a macro level, historical,
political, economic, and social factors determine the fate of the whole populations of
organisations, so that the actions of single organisations count for little in the long run.

Furthermore Astley and Frombrun (1983, p. 582) highlighted that in a corporate environment
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characterised by increasing interdependence and intricate networks of linked organisations,
“individual strategies are overwhelmed by proactive choice at a collective level”. Thus there
is the increasing emergence of structures at a collective action, ranging from informal
arrangements and discussions to formal devices such as interlocking directorates, joint
ventures, and mergers. From this perspective, response to the environmental determinism of
population ecology can be made by recasting the concept of strategy in terms of collective
mobilisation of action and resources oriented toward the achievement of ends shared by
members of inter-organisational networks, (Astley & Fombrun 1983): hence, the change of

focus on strategy from a business and corporate level to the collective level (figure 3.2).

Business Strategy

v

Corporate Strategy

v

Collective Strategy

Figure 3.2: Change of Focus on Strategy

A similar point was put forward by social planning theorists Trist (1979), Ackoff (1974)
Michael (1973), Vickers (1965) and Schon (1971). They argued that the environment of
modern society has become more turbulent as its elements have become densely
interconnected and interdependent. Turbulence becomes a problem when organisations act
independently, in many diverse directions, producing unanticipated and dissonant
consequences in the overall environment they share. The solution according to Ackoff (1974)
is ‘interactive planning’ and what Michael (1973) refers to a ‘future-responsive learning’ -

organisations can collectively control their shared destination.

Transaction cost theory based on the work of Commons (1934) and Caose (1937) and further
developed by Williamson (1986, 1991) provides an understanding of the role of new
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technology and coordination costs in fostering structural change in response to changing
environmental factors. Transaction costs are the inefficiencies that arise at the interface of
activities in the productions and distribution processes. For example, they include the cost of
planning, managing and contracting tasks, of monitoring activities and outputs, and of
insuring against losses due to corruption and opportunism (Williamson 1975). The
Transaction Cost Analysis (TCA) approach to networks is not without criticism however.
Thomson (2003) referred to the almost exclusive concentration on opportunistic relationships
to the exclusion of cooperative ones, something that is important for networks. This is a
criticism made by Ghoshal and Moran (1996) in their defence of ‘logic of organisational
advantage’ as a distinct logic to that of TCA. They further argued that the conception of
hierarchy developed by Williams is precisely designed to avoid the opportunism of the
market, but that in fact is the kind of hierarchical control envisaged by TCA, which would

actually encourage it within hierarchical types of organisational structure.

Similarly, Emery and Trist (1973) advocated the adoption of a ‘social ecological’ approach to
managing inter-organisational relationships. Social ecology draws attention to the proactive
communal arrangements that organisations forge as they attempt to supplant the ‘exogenous
natural’ environment (stressed by population ecologists) by a collectively constructed and
controlled ‘social’ environment, which is grounded in human ecology. By joining with others
in systems of mutual support, organisations can produce a collectively managed environment
that is buffered, at least partially, from the vagaries of the outside environment (Astley &
Frombrun 1983). As organisations currently operate in an unstable and complex environment

this may go some way to explain why organisations have adopted networks.

The network paradigm has entered into the strategic field over the last few years, making a
change in direction towards a relational logic supplanting competitive strategies (Durieux et
al. 2000). In the extant literature there is a dichotomy in the field, where researchers either
adopt a competitive or a cooperative view (Lecocq & Yami 2002). In Porter’s model, the
analysis concerns the industry level. The five competitive forces — entry, threat of
substitution, bargaining power of buyers, bargaining power of suppliers, and rivalry among
current competitors - reflect the fact that competition in an industry goes well beyond the
established players. Customers, suppliers, substitutes, and potential entrants are all
‘competitors’ to firms in the industry and may be more or less prominent depending on the

particular circumstances. Competition in this broader sense might be termed extended rivalry.
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In 1985, Porter extended this model by integrating interdependencies up and downstream
generated by value creation. This model remains inadequate to develop a satisfactory
strategic analysis identifying sources of performance in an environment composed of
networks (Lecocq & Yami 2002). In this model the environment is a given, in the sense that
industry structure largely determines a firms strategy, and the strategic choice is often limited

to the limitation of leaders.

The Resource Based View (RBV) was already referred to in Chapter Two in the context of
International Business. The RBV considers that firms, more than industry, constitute the
relevant level of analysis to explain performance (Rumelt 1984; Wernerfelt 1984; Barney
1991). In this perspective, firms are able to accumulate resources and capabilities, which turn
into an advantage when they are rare, value creating, non-substitutable and difficult to imitate
(Dierickx & Cool 1989; Barney 1991). Complementarities in resources and capabilities, and
the availability of new resources justified cooperative strategies. Since the original research
on the RBV, some empirical research has gone further to develop the study of resources in
the inter-organisational network to finally consider the network as the relevant unit of
analysis (Afuah 2000). Lecocq and Yami (2002) argued that calling the inter-organisational
network the relevant level limits the analysis to the description of a situation (the network) in
which the firm is already involved. In this case, they contend, projection is negligible since
the analysis is reduced to identifying the resources contained in the network. However,
research has shown that cooperating with other firms can be an approach to managing
internationalisation risks and uncertainties when it comes to resources. Lin and Lawton
(2006) confirmed that internationalisation through domestic inter firm networks is positively
correlated with a firm’s limited non-financial resources, perceived uncertainties and risks

associated with internationalisation, and dependence on home partners.

A further strategic model considered here is the relational approach. The relational approach
(Dyer & Singh 1998) considers that cooperation and alliance behaviours can increase an
organisations performance and reduce costs and risks. These agreements constitute ‘relational
advantages’ which must be considered, just as physical and financial advantages, in
determining the market value of a firm (Preston & Donaldson 1999). In this perspective, the
competitive advantage dimensions borrow from both the traditional conception of industrial
structure and the RBV. The relational view is criticised for paying attention only to the

cooperative dimensions of interactions. Additionally, as noted by Preston and Donaldson
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(1999), only relationships with other firms are taken into account, and other types of

organisations such as regulatory authorities are not considered.

3.1.10rganisational Complexity

High performance organisations had a good fit between their structures, the environmental
contingency and the information processing requirements (Lawrence & Lorsch 1969).
Organisations in more complex environments had a variety of internal integrating devices. So
the inherent complexity of the external environment resulted in a more complex structure.
According to Baker (1992) the distinguishing factor of the network organisation is the degree
of integration whereby all members are highly integrated through formal positions,
geographic location and market focus. According to Tiernan (1995) the association between
environmental complexity and the need for integration may also offer some degree of

explanation for the development of network structures.

Organisational complexity was seen as having three characteristics: numerosity, diversity and
interdependence (Huber 1984). Systems theory advocated that these tend to be related to each
other. “As a system’s components become more numerous, they become specialised, with
resulting increased interdependence”, (Miller 1972, p. 5). Huber (1984) also predicted that
major increases in complexity in the post-industrial society will arise from diversity and
interdependence. Interdependence, according to Huber (1984) is linked to specialisation.
Specialisation results in interdependence because as living systems specialise, they give up
certain capabilities and must rely on other system components for the resources that they
themselves can no longer provide. In addition, potential increases in physical
interdependence may lead to increases in social interdependence (Mesarovic & Pestel 1974;

Kahn et al. 1976).

In summary, networks therefore, “have not emerged by chance: they are intimately linked to
the arrival of an integrated global market in which firms are no longer constrained by national
and, increasingly, even organisational boundaries” (Yoshino & Rangan 1995, p. 52). The
strategic logic of alliances lies in the fact that advantages traditionally gained through internal
development must now be secured through external networks. Coalitions or alliances are,

according to Porter, a “way of broadening scope without broadening the firm by contracting
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with an independent firm to perform value activities or teaming with an independent firm to

share {value} activities” (cited in Yoshino & Rangan 1995, p. 68)

3.2 THEORETICAL PERSPECTIVES ON NETWORK GOVERNANCE

The purpose of this section is to elaborate further on specific theoretical issues in adopting
the network perspective such as networks in the market versus hierarchy mode of
governance, the interaction or relational approach as a means of coordinating economic

activities, and the integration of competition and cooperation.

This increasing interest in the network construct has been documented by Boltanski and
Chiapello (1999). In their study concerning the evolution of the managerial literature between
the 1960 and the 1990s, they noted that researchers’ works in the 1990 were focused on the
Network Model. As claimed by Castells (1998) the network logic represents a fundamental
change as, it is the first time in history that the relevant economic unit is not constituted by a
subject, individual (such as the entrepreneur) nor collective (such as the capitalistic class, the
firm or the state). Lecocq and Yami (2002) further argued that this consideration, central but
even now largely ignored in the management literature, leads to the considerations of the
network as a ‘multiple unit’. This also leads to a consciousness of the need to consider the
firm in its inter-organisational networks (including multiple affiliations and relational

alternatives) while taking into account its interdependence with a focal network.

Neo-classical economic theory argued that all firms are profit maximisers, competing with
each other for scarce resources. Williamson (1975) developed the notion that there are two
basic ways to compete within such a system — markets and hierarchies. In the ‘market” model
the firm can focus on being efficient within a small part of the economic activity and rely on
other specialised firms to supply other parts of the value of a product or service. Thus trusting
market forces to discipline all firms and ensures overall efficiency (Brown & Butler 1995).
Those firms following the ‘hierarchies’ approach tend to internalise their market functions,
performing more of the stages of production and marketing processes within their own
organisational hierarchy. Such firms would have been IBM, Philips and General Motors;
entirely self sufficient, substantially capable of meeting demand for goods and services

internally (Cooke 1998).
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Markets versus hierarchy as a mode of governance have been overtaken by a hybrid form
(Williamson 1991) or as they are more commonly termed ‘network’ (Powell 1990).
Williamson (1991) has conceded that hybrid forms are becoming more popular. The network
form (including both internal and external networks) is positioned mid way between markets
and hierarchies. In this sense it is neither a pure market transaction nor a traditional
hierarchical arrangement (Powell 1990). Table 3.3 below, which is adapted from Powell
(1990) Tiernan (1995) and Thomson (2003), provides a summary of the key differences

between markets, hierarchies and networks.

Table 3.3: Differences between Markets, Hierarchy and Networks

A SUMMARY OF THE DIFFERENCES BETWEEN MARKETS, HIERARCHIES AND NETWORKS

Features Market Hierarchy Network
Key Feature Mechanism to secure | Requires some form of | Organized variant
economic  order and | overt rule-driven design | involves conscious
coordination of economic | and direction. directive action to
activities  without any establish and sustain the
conscious organising network, while self
centre that directs it. organized invokes
interactions on a non-
directive kind that
continually reconfigure
and evolve.
Normative basis Contract —  Property | Employment relationship | Complementary
Rights strengths
Means of | Prices Routines Relational
Communication
Methods of conflict | Haggling Administrative Norm of reciprocity
resolution
Degree of Flexibility High Low Medium
Amount of Commitment | Low Medium to high Medium
Among Parties
Climate Precision/suspicion Formal/bureaucratic Open ended
Actor Preferences Independent Dependent Interdependent
Mechanism of Price mechanism, | Hierarchically Loyalty, reciprocity and
Operation competition, self-interest, | organised/bureaucratic trust
self regulation administration/monitoring,
scrutiny, interventions

Source: Adopted from Powell (1990) pg 300 and Tiernan (1995) pg 45 and Thomson (2003), pg 22-48.

In opting for a governance structure mid way between markets and hierarchies, organisations
have created internal and/or external networks. The chief reason put forward by Tiernan
(1995) for organisational experimentation with internal networks has been to reduce
transaction costs associated with traditional hierarchy, while maintaining some of the

flexibility and fluidity associated with markets.

A number of studies in both the economics and sociology of organisations have analysed a

range of ‘networks’ lying at an intermediate stage between market and hierarchy. These
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include studies on joint ventures (Ouchi & Bolton 1988; Pfeffer & Nowak 1976; Pfeffer &
Salancik 1978), franchising (Rubin 1978;Williamson 1985), sub-contracting (Eccles 1981;
Mariotti & Cainarca 1986), federations, associations and cartels (Pfeffer & Salancik 1978;
Daems 1983) managed markets (Barney & Ouchi 1983) and networks in general (Thorelli
1986; Powell 1987).

Drucker (1992) in his discussions about managing for the future predicted that business will
integrate themselves into the world economy through alliances: minority participations, joint
ventures, research and marketing consortia, partnerships in subsidiaries or in special projects,
cross-licensing, and so on. The partners will not only be other businesses but also a host of
non-businesses such as universities, health-care institutions and local government. The major
driving forces behind the trend towards alliances are technology and markets. Alliances
require clarity in respect of objectives, strategies, policies, relationships, and people. They
also require advance agreement on when and how the alliance is to be brought to an end

(Drucker 1992: 16).

There is also the trans-national push of small and medium sized businesses. The vehicle often
is not an acquisition or a financial transaction but what the Germans call ‘a community of
interest’: a joint venture, research pooling, joint marketing, or cross licensing agreement

(Drucker 1992, p. 27).

3.2.1 The Interaction Approach

The interaction approach draws attention to the relationship as another way of coordinating
economic activities besides markets and hierarchies (Johanson & Mattsson 1987). The
interaction approach takes the relationship as its unit of analysis rather than the individual
transaction. According to Metcalf et al (1992) the interaction model developed by the
European Industrial Marketing and Purchasing (IMP) group seems to be the best equipped to
deal with the various issues pertaining to buyer-seller relationships. The focus on the IMP
model is on the factors, which lead to close relationships between buyer and seller. Turnbull
et al (1996) posited that the basis for the interdependence of companies in business
relationships is the resources, which they possess. Companies interact with each other and
develop relationships in order to exploit and develop their resources (Turnbull & Wilson

1989). In order to do this they seek those companies, which have matching resources.
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The neo-classical approach to this problem has been to minimise the complexity of this
relationship by under-emphasising the social relations linking the transacting parties. For
example, in the classical liberal view, social atomisation is a necessary condition for the
desirable orderliness of perfectly competitive market structures (Granovetter 1985).
However, this under socialised conception of human behaviour belies the complexity that is

characteristic of real world exchanges. As Easton and Araujo (1994) observed:

“Exchange processes are embedded in the dense fabric of social relations and
economic exchange is rarely able to rid itself of non-economic baggage such as social
exchange, kinship and friendship networks, altruism and gift giving and a host of
other psychological and sociological elements not liable to be reduced to the

standardised metric of money”
Easton and Araujo (1994, p. 75)

An important benefit of the interaction model is the co-ordination and mobilisation of the
company’s portfolio of relationships and the use and enhancement of the resources of both
companies through interaction in those relationships that is the basis of enhancing a

company’s network position and hence its competitive advantage (Ford et al.1996).

Furthermore, several researchers have linked competitiveness with a company’s ability to
develop and manage its array of network relationships (Easton & Araujo 1994). Competition
is viewed as being based on conflict, competitive advantage, co-existence, cooperation or

collusion. The competition/cooperation issue will be addressed in the next section.

The notion of networks as organisational forms between internal organisations and the
market, which are constituted by an intertwining reciprocal relationship, was espoused by
Imai and Itami (1984). Networks are not a homogenous form of organisation, but rather a
mixture of strong and weak relationships between companies, whose special advantages lie in
the fact that their link can always change depending on the needs of the environment. As
early as the 1970s, Professor GB Richardson’s research in the area of industrial economics
suggested that a network of relationships with other firms is a sine qua non for success in the
competitive market (Yoshino & Rangan 1995). They further argued that inter-firm linkages
between firms and their domestic suppliers and distributors are increasingly giving way to

relationships that often cross national boundaries.
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3.2.2 Cooperation Vs. Competition

The concept of ‘coopetition’ is emerging from attempts to integrate competition and
cooperation. As noted by Nalebuff and Brandenburger (1997), it emerges from the need to
cooperate with competitors, and also customers and suppliers, in order to generate more
value. Lecocq and Yami (2002) argued that many of the various contributions which aim to
define competition and cooperation present either a simple conception lacking in realism, or a
complex description (based on the overlapping of both behaviours) with few guidelines for

strategic action.

In the first perspective, competition and cooperation are considered as alternative behaviours.
Thompson and Mc Ewen (1958) identified four relational strategies to deal with the
environment. While three of them concern cooperation, the fourth is competition. In this
approach firms are either partners or rivals at any given point in time. Emery and Trist (1965)
adopted a similar point of view, suggesting that firms pass from competition to the

‘maximising of cooperation” when their environment becomes more turbulent.

An alternative perspective is that competition and cooperation are ‘located’ at different levels
of an economic game. Bourqui (1990) set competition at two levels: an external competition
(the firm or network facing its environment), and an internal competition (inside the firm or
network in order to recover an important part of the value added generated). Sharing a similar
point of view, Nalebuff and Brandenburger (1997, p.33) claimed that ‘“creating value, a
bigger pie, comes fundamentally under cooperation and involves customers and suppliers;
however, dividing the pie is fundamentally competitive”. Thus, the inter-organisational
network is considered as a homogeneous entity maximising cooperation. Gommes — Casseres
(1994) considered that competition takes place between networks. On the other hand, Lecocq
and Yami (2002) argued that this approach denies a firm’s independence towards the
network, and makes the organisational level seem less relevant for the analysis. The
involvement in an inter-organisational network does not mean a simple abandoning of the

firm’s autonomy and strategic initiative.

Other authors suggested considering competition and cooperation as two facets of an
economic game, implying the existence of an optimal trade—off. Thus for Teece (1992, p.1)
“the challenge for policy analysts and managers is to find the right balance between

competition and cooperation”.
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Another alternative view is that rivalry and cooperation are two elements that are
fundamentally opposed, but cannot be treated independently from one another. As stressed by
Perroux (1973) the struggle/cooperation relationship is the core of economic exchange, and
confrontation of actors implies a contradiction of interests. Das and Teng (2000) insisted on
the temporal dimension of both phenomena in economic interaction. For example, the

strength of competitive tension is dependent on the development stage of a partnership.

Finally in the last approach, competition and cooperation are not opposed to one another. As
stressed by Rebiere (1994), cooperative strategies do not aim to supplant competitive

confrontation. Cooperation does not contrast with confrontation, but with autonomous action

In spite of the common assertion of competition/cooperation dialectic between organisations,
strategic models remain unable to analyse this dialectic (Lecocq & Yami 2002). One reason
for this is in the concepts used by strategic models. As noted earlier, competition and
cooperation are interaction forms which have been frequently opposed to each other in the
literature, although several authors stressed that they are fundamentally overlapped. Lado et
al (1997) argued that both notions are very different from a philosophical point of view, and
even their representation is paradoxical, so that in spite of attempts to consider competition
and cooperation as overlapping concepts, authors tended to stress their differences. Future
research in this area needs to take account of the interdependences between organisations,

rather than just their interactions.

3.3 NETWORK FUNDAMENTALS

Using the network perspective as a framework to guide the discussion, several key elements
of this perspective warrants further elaboration in the context of this study. Consequently,
the concept of integration, organisational size, the role of trust, learning and

knowledge/information exchange are dealt with in this section.

3.3.1 Integration

The network organisation is a specific organisational type, but the mere presence of a
network of ties is not its distinguishing feature (Baker 1992). All organisations are networks
— patterns of roles and relationships — whether or not they fit the network organisation image.
Organisational type depends on the particular pattern and characteristics of the network. For

example, a network characterised by a rigid hierarchical subdivision of tasks and roles,
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vertical relationships, and an administrative apparatus separated from production is
commonly called a bureaucracy. In contrast, the network is characterised by flexibility,
decentralised planning and control, and lateral (as opposed to vertical) ties is closer to the
network organisational type. The chief characteristic of a network organisation is the high

degree of integration across formal boundaries.

For a network organisation, integration covers vertical and spatial differentiation as well as
horizontal differentiation. Considerations of organisational integration are often confined to
co-ordination and interaction between horizontal units such as production, marketing and
research and development. Lawrence and Lorsch’s (1969) classic study of differentiation and
integration is a case in point. To define and study a network organisation, the concept of
integration must be extended to include interaction across vertical boundaries (hierarchical

levels) and across spatial boundaries (multiple geographic locations) as well.

Two key principles of organisational design and networks, differentiation and integration
were the focus of a study by Baker (1992). Differentiation refers to the formal division of an
organisation into ranks, functions, departments, work teams, and so on. It includes vertical
differentiation such as hierarchical levels, horizontal differentiation such as functional areas,
and spatial differentiation such as multiple locations. Integration refers to the degree of co-
ordination (or, in a broader sense, interaction) among units, however differentiated. The
critical distinguishing feature of a network organisation is a high degree of integration. In an
ideal-typical network organisation, all members are well integrated: formal categories or
groups such as formal position, geographic location, and market focus are not significant
barriers to interaction. Interpersonal ties of all types - task related communication, advice,

socialising, are as easily established between as well as within formal groups or categories.

3.3.2 Organisational Size

Organisational characteristics both influence and shape social interaction. As system size
increases, the expected number of contacts per person increases at a multiplicative rate, but
time and energy constraints eventually dampens the effect (Mayhew et al. 1972). But as
group size increases, the probability of out-group ties decreases (Blau & Schwartz 1984).
Suggesting that it is increasingly difficult to sustain integration as an organisation grows and

differentiates.

&9



Size also influences integration via its relationship to differentiation. Organisational size is
positively associated with the extent of vertical differentiation (more layers), horizontal
differentiation (greater division of labour and more functional specialisation), and, though the
evidence is mixed, with spatial differentiation (more locations) (Blau & Schoenherr 1971,
Mayhew et al. 1972). The units formed by differentiation can become loci of in-group biases,
impeding the integration of the organisation. Lawrence and Lorsch (1969) documented that
members of different departments develop divergent emotional and cognitive orientations

that can obstruct the formation of interdepartmental ties.

Similarly, geographic separation can permit the emergence of divergent subcultures and
decrease the likelihood of contact (Mayhew et al. 1972; Blau & Schwatrz 1984) so that
geographic dispersion, which raises the costs of (intergroup) interaction, can decrease out-
group ties and increase in-group ties. In short differentiation can create favourable

circumstances for the emergence of in-group biases.

Finally, in a study of the effect of firm size on firm behaviour and firm performance in
strategic networks, networking width (number of networking partners) outside the SME
network was found to be an important interaction term for performance implications from

pursuing corporate entrepreneurship (Wincent 2005).

3.3.3 Network Management

Normally, a simple exchange between organizations is not sufficient for a relationship. The
two organizations involved need to synchronize their activities so that the activities of both
organizations are in tune with each other (Mohr & Nevin 1990). Such coordination includes
the establishment and use of formal roles and procedures and the utilization of constructive

conflict resolution mechanisms (Ruekert & Walker 1987; Helfert & Vith 1999).

Drawing on a subdivision of managerial tasks widely used in general management literature

(Carroll & Gillen1987); four different cross-relational tasks can be identified.

e Planning. The targeting of a desirable state in the future involves internal analysis
(resources, strength, and weaknesses within the company), network analysis (quality

of external contributions, fit to internal resources, strategic and resource fit within the
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network), and environmental analysis (competitors, general technological and market
developments). These generate a better understanding of a company’s internal
resource situation as well as more realistic expectations concerning partners’
contributions.

Organizing. The contributions of each party to achieving the plans must be assigned
to specific partners. Also, resource allocation to specific relationships needs to be
specified as well as the ways of communicating between people dealing with
relationships inside the firm. Furthermore, adaptation issues need to be addressed, i.e.,
the degree to which the focal company is able and willing to meet an individual
partner’s needs. It is necessary to evaluate this from a network perspective because
adaptation to one partner’s requirements may mean not being able to adapt to other
(potential) partners’ requirements.

Staffing. Personnel need to be allocated to specific relationships in tune with planning
and organizational needs. This network management task involves guidance and
coordination of employees involved in relationship management activities. Conflicts
between employees can occur and must be solved when several relationships compete
for the same resources within a company.

Controlling. Controlling is both the final and (through a feedback loop) the first stage
of the management cycle. Control activities can be internally oriented (e.g.,
contribution of personnel, quantity and quality of communication activities) as well as
externally oriented (e.g., contributions of external partners or performance of the

network as a whole).

Coordination is related to boundary definition and reflects the set of tasks each party expects

the other to perform. Narus and Anderson (1987) suggest that successful working

partnerships are marked by coordinated actions directed at mutual objectives that are

consistent across organizations. Pfeffer and Salancik (1978) suggest that stability in an

uncertain environment can be achieved via greater coordination. Without high levels of

coordination, Just-in-Time processes fail, production stops, and any planned mutual

advantage cannot be achieved. Participation refers to the extent to which partners engage

jointly in planning and goal setting. When one partner's actions influence the ability of the

other to effectively compete, the need for participation in specifying roles, responsibilities,

and expectations increases. Anderson et al. (1987) and Dwyer and Oh (1988) suggest that

91



input to decisions and goal formulation are important aspects of participation that help
partnerships succeed. Joint planning allows mutual expectations to be established and

cooperative efforts to be specified.

While network researchers have emphasized the importance of a firm’s links and access to
their networks’ resources in influencing third parties (Burt 1992; Anderson et al. 1994;
Zaheer & Zaheer 1997), little has been written about the nature of these connected business
relationships. The relationship management research suggests that specific relationship
practices differentially impact relationship qualities and performance (Dwyer et al. 1987;
Morgan & Hunt 1994). An interesting question that remains is how a firm’s relationship
management practices shape the qualities of its connections and its ability to access their
resources and, ultimately, influence its attractiveness to others in the market. Based on the

relationship management literature, an important issue in the process is network sensing.

Network sensing is defined as the degree to which a firm actively seeks information on new
alliance partnership opportunities. Because opportunities for competitive advantage can be
found through network relationships (Burt 1992; Anderson et al. 1994; Achrol & Kotler
1999), firms are constantly in search of new network partners, especially those that can
provide unique and complementary resources. In the context of the currency trading banking
network, Zaheer and Zaheer (1997) found a strong positive relationship between a bank’s
alertness, or the number of contacts it makes, and the frequency with which other banks

contact it.

3.3.4 The Role of Trust in Networks

Without a notable dimension of trust, concepts like networks, self-organisation, or loose
coupling seem to promise only little efficiency (Eberl 2004). Consequently, trust is even
being considered as a strategic competitive factor. Trust has emerged as a central theme not
only in network research, but also in international strategy research, particularly since
Madhok's influential article published in the Journal of International Business Studies in 1995
(Zaheer & Zaheer 2006). That paper laid out the structural and social dimensions of trust,
and used trust as an explanatory mechanism for how and why ownership might not translate

into control or into perceptions of equity in the context of international joint ventures (IJVs).
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According to Mollering et al (2004), there is a vast amount of research on trust in inter-
organisational relationships, especially when these are referred to as partnerships or alliances.
Again, competitiveness is at stake as firms are ‘co-operating to compete’ (Faulkner 1995).
There are, however, conceptual difficulties concerning the notions of individuals trusting an
organisation (rather than another individual) and organisations trusting each other. The
unresolved question here is to what extent trust can be generalised and institutionalised
beyond the momentary state of mind of the individual (Currall & Judge 1995). Also, it is
recognized that inter-organisational trust is especially dependent on and mediated by the
institutional framework in which the relationship is embedded (Zucker 1986; Lane &
Bachmann 1996; Bachmann 2001). This concerns legal frameworks, notably contract and
property laws, as well as the socio-cultural background (Child & Mdllering 2003). It has been
noted that trust is crucial but also most problematic in international co-operation: the partners
come together with different goals and personalities, as members of different organisations
and different institutional backgrounds and may have very limited knowledge about each

other initially (Child 1998).

However, in the last decade researchers have still barely begun to explore the related idea that
trust may differ systematically across cultures, and thereby present significant challenges for
both cross-border and comparative research, as well as practice, in a broad range of
international management areas, from market entry and entry modes to foreign acquisitions,
and the management of subsidiaries, customers, and suppliers overseas (Zaheer & Zaheer
2006). Chua et al (2009) drew on Western social science concepts and methods to elucidate
the differences between American and Chinese cultures in the configuration of trust in
managers’ professional networks. They found that the social structure of trust in Chinese
professional networks differs from that in American professional networks in ways consistent
with arguments about familial collectivism and observations of Chinese networking
behaviour. Specifically, affect (from the heart) - and cognition (from the head)-based trust
was more intertwined in Chinese executives' network relationships than in those of their
American counterparts. Whereas Chinese managers had more affect-based trust in those on
whom they economically depend, American managers had less affect-based trust in such
individuals. Also, American managers were more likely than Chinese managers to derive
affect-based trust from friendship ties. Finally, embeddedness appeared to operate differently

for Chinese than for Americans in that it increased cognition-based trust for Chinese
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managers but not for American managers (Chua et al. 2009). In a significant paper on cross-
border alliances, Arino et al (2001) pointed to national differences in value systems, culture,
and institutions that are likely to influence initial trust (or ‘relational quality’) between
partners. They also note that alliance partners from certain nationalities may trust their

counterparts to greater or lesser degrees, depending on the nationality of the counterpart.

Eberl (2004) used game and attribution theory to illustrate that trust as relationship
phenomenon is developed on the basis of emotional bonding between interaction partners.
Whether such bonds are recognised by the interaction partners depends on attributional
processes. This paper demonstrates that empirical research indicates that the amount of
relational messages used in the dynamic process is an indicator that can lead to the attribution
of an emotional relationship quality. From the perspective of organising, Eberl argued that
trust is especially relevant as a moderator variable, which facilitates self-coordination.
Theoretical considerations suggest that self-coordination as a substitute to hierarchy is
especially required in situations with high task ambiguity and low measurability of
performance. Under such circumstances, trust is a crucial factor to keep in mind when
implementing organisational measures. However, the task of organising becomes extremely
challenging because mutual influence between trust and self-coordination must be taken into
account. This paper shows that trust is on the one hand a requisite for successful self-
coordination, and on the other hand the development of trust requires a certain amount of
self-coordinating autonomy from the start. Eberl concluded by saying that that the
development of trust can be encouraged through organisational measures, which a) increase
the interaction frequency, b) call for symmetric dependences, c) enrich the multiplexity of
relationships, d) reward cooperative behaviour, and ¢) lead to cultural changes concerning the

fundamental willingness to trust.

The duration and complexity of the relationships in cooperative forms of internationalisation
carry with them the danger of opportunistic behaviour for all cooperation partners (Williams
2007). In cooperative arrangements, short-term gain is sacrificed for the sake of a joint, long-
term advantage. The resulting mutual economic dependency amidst simultaneous, reciprocal
behavioural uncertainty (double contingency, see Luhmann 1989) means that co-operations
between companies are complex arrangements that are threatened by social dilemmas such as

the prisoner’s dilemma (Le & Boyd 2006).
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Wicks and Berman (2004) emphasised the important idea that trust is a costly governance
mechanism, to be deployed only when necessary. They suggest that the greater the degree of
interdependence between the parties to the exchange, the greater will be the need for trust.
Importantly, the authors point to the notion that, the extent of trust in inter-organisational
relationships is a choice made by firms. They go on to suggest that trust in these relationships
is supported by institutional, socio-cultural, and industry norms, and these 'trust support
mechanisms' moderate the relationship between the choice firms make about how much to

invest in trust and performance outcomes.

Trust in inter-organisational relationships increases relationship investments, communication,
and performance and reduces costs and opportunistic behaviours (Selnes & Sallis 2003;
Smith & Barclay 1997). In the absence of trust, conflict between collaborating firms may
prevent future investments or even lead to the withdrawal of existing investments (Inkpen &
Beamish 1997). Mutual trust functions as a safeguarding and controlling mechanism that
promotes information sharing and reduces collaborating firms’ incentives and propensity to

engage in opportunistic behaviours (Lane et al. 2001)

According to Andersen and Buvik (2002) - the relationship view takes a co-operative
approach towards inter-firm interaction that focus on the quality of the relationship (Dorsch
et al. 1998, Madhock 1995). If the focal firm has to select between two or more potential
exchange partners, the perception of goal compatibility, trust and performance (Harvey &
Lusch 1995) of the different candidates are likely to be important indicators. Such types of
information, and in particular concerning goal compatibility and trust, are most likely to be
based on direct experience (Mooreman et al. 1993; Morgan & Hunt 1994). From a network
perspective, these ideas are important because they suggest that the context of trust, which
can differ systematically across business environments, exerts an important influence on the

relationship between the degree of trust and performance.

3.3.4 Network Learning and Knowledge/Information Exchange

Researchers of business networks (Ford 1980; Gadde & Mattson 1987) have transposed the
social exchange perspective on social networks (Emerson 1972; Cook & Emerson 1978) to
business networks (Anderson et al. 1994). Social exchange theory considers exchange
relations as a dynamic process (Hallen et al. 1991), and it can be used as a framework to

understand buyer-seller relationships (Dwyer et al. 1987; Blankenburg-Holm et al. 1999).
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Using social exchange theory business networks can be defined as follows; “as a set of two or
more connected business relationships, in which each exchange relation is between business
firms that are conceptualised as collective actors” (Emerson 1981, p.71). The knowledge
developed within a relationship with a counterpart is unique, because it is shaped by
information transferred through connected relationships (Chetty & Eriksson 2002). The more
partners interact the more information they bring from their respective connected
relationships into the focal relationship. Networks provide access to various sources of
information thus offering more opportunities to learn than relying on knowledge from within
the firm (Grabher 1993). Larson (1992) found that companies and individuals consider
themselves as members of a network within a broad industry framework. Through this
industry framework members acquire ideas, influences, or information about the surrounding

network that would otherwise be unobtainable (Granovetter 1973; Bonaccorsi 1992).

Eriksson and Chetty (2002) focused on the knowledge a partner in a dyadic relationship had
of the other partner and of their respective business network relationship. The results from
their study show that the lack of foreign market knowledge in the ongoing business is
determined both by the firm’s absorptive capacity generated in dyadic relationships with
foreign customers and the customer’s network. The dyadic and network absorptive capacities,
however, appear to be used differently in the ongoing business. Dyadic absorptive capacity
seems to decrease the lack of foreign market knowledge, whereas customer network

absorptive capacity seems to increase it.

Floren and Tell (2004) found that learning in networks of small firm owner/managers is
based on trust and has emergent prerequisites. These prerequisites are reciprocity between
learning actors, the learning actors’ receptive and confronting capacity, and the transparency
of the dialogue in the networks. Over time these prerequisites develop and create better

opportunity for higher level learning.

Soh (2003) argued that a firm with more efficient access to other firms in the market would
acquire the competitive information about other firms earlier, gaining a greater window of
opportunities to create or to enhance its own products before its competitors. The findings of
this study indicate that the firms that have equal inclination to form new alliances are the ones
that leverage their direct ties by discreet choice of partners who have better access to others

are more likely to enjoy better new product performance (Dubini & Aldrich 1991).
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Furthermore, increasing information access to facilitate reciprocal relationships with direct

partners is likely to enhance performance (Soh 2003).

The development that takes place within the exchange relationship becomes stored in the
firms as part of the ongoing activities that result from routines (Nelson &Winter 1982). The
firm’s past experiences influences such routines and they are adapted as the firm gains new
knowledge. These routines and capabilities are often referred to as tacit knowledge, which is
complex and difficult to measure (Nelson & Winter 1982; Dyer & Nobeoka 2000). When
firms can leverage the capabilities of other firms they can do many tasks that they cannot
achieve on their own (Nelson & Winter 1982). At the firm level the formation of structures
and routines for internationalisation occurs gradually as a firm incorporates experiential
knowledge (Eriksson et al. 1997). Although firms can learn incrementally they will have
large stepwise learning experiences when substantial changes are made to their routines
(Argyris & Schon 1978). While learning these new routines a great amount of trial and error
is involved as the firm overcomes obstacles in its search for effective performance (Nelson &

Winter 1982).

An example of experiential knowledge generation within a business exchange relationship is
the domestic supplier’s use of the foreign customer as a bridgehead for expansion in the
foreign country (Johanson & Mattson 1988). A supplier who has integrated routines for using
the customer as a bridgehead has also learned how to develop international business in the
foreign market (Blankenburg-Holm et al. 1999). The processes leading up to this learning
experience has become embedded in the routines of the firm as ongoing activities (Nelson &
Winter 1982). Such a learning process takes a considerable amount of effort, and requires the
investment of resources. Previous studies (Nelson & Winter 1982; Cohen & Levinthal 1990)
have shown that for an organisation to become effective at learning it has to develop routines
that enable it to develop, store and apply new knowledge. Firms acquire routines and
capabilities when they have learnt certain distinctive skills compared to similar firms (Nelson
& Winter 1982). Madhok (1997) asserted that by acquiring experiential knowledge a firm
obtains superior capabilities, which are costly and difficult for others, such as competitors, to
attain. Conversely, according to Eriksson et al (1997) the lack of experiential knowledge is
costly for the firm. They identified three kinds of experiential knowledge, which are: lack of
business knowledge (referring to local customers and their surrounding business context of

competitors, other suppliers, and other market conditions), lack of institutional knowledge
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(referring to institutions, norms, culture, values, and language in the foreign setting), and lack
of internationalisation knowledge (an antecedent to lack of business and institutional
knowledge). The third of these, experiential knowledge, internationalisation knowledge, is
the accumulated stock of knowledge of how to go international, the firm’s stored routines on
what is important to do and what is important to avoid as the firm continues its incremental

resource commitments in the foreign market.

Anand and Khanna (2000) found that as firms gain more experience in collaborating with
other firms they learn to create more value in the relationship. Having gained
internationalisation knowledge means that the costs for further expansion are reduced, and
this will lead to higher value. Consequently, the more a supplier uses the customer as a
bridgehead, the higher the supplier value creation. Kalwany and Narayandes (1995) and
Blankenburg-Holm et al (1999) show that the relationship building leads to increased
profitability. Blankenburg-Holm et al (1999) show how firms create value by interacting in
business network relationships to organise and share an unbounded structure of
interdependent activities. Normann and Ramirez (1993) coin the term ‘value-creating system’

to show how a constellation of firms combines their efforts to create value.

Blomstermo et al (2004) investigated the effects of firm’s internationalisation experiential
knowledge on the perceived usefulness of network experiential knowledge and performance.
The analysis shows that the usefulness of network experiential knowledge is a complex
matter. The resulting structural model supports that the usefulness of networks experiential
knowledge increases performance and that internationalisation experiential knowledge

increases both the perceived usefulness of network experiential knowledge and performance.

3.4 UNIT OF ANALYSIS IN THE NETWORK APPROACH

After analysing the theoretical fundamentals of the network perspective, the next question to
address is the appropriate unit of analysis within the network approach. The answer to this
depends on the research angle favoured by particular researchers. Easton (1992) described
four different angles in the research of industrial networks. The emphasis can be on the
structures of networks, on networks as processes, on relationships between actors, or on the
position of a focal firm within a network. Common to them all is the use of three interrelated

basic classes of variables: actors, activities and resources.
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The ‘network as structure’ angle is based on the conclusion that a network structure must
exist as a corollary of the interdependence of firms (Mattson 1985; Easton 1992). Firms are
the elements of these structures and develop different traits depending on the structure.
Interdependence, structure and heterogeneity are all positively linked. Links of different
strength between elements can be determined: ‘dense’ parts of the network correspond to

clusters of firms with relatively strong relationships.

‘Network as processes’ is a second angle, used by researchers working within the network
approach (Hakansson 1987; Easton 1992). The main feature in the ‘network as process’ camp
is the important role change plays in networks. These are not static but continuously modify
due to transactions within the network and events external to the network. While a network is
changing, it is at the same time stable because of the relationships established in the past

(Gadde & Mattson 1987).

Resources committed to the relationship and bonds strengthened between the firms over time
result in tough network links that are hard to break. The third angle within the network
approach is ‘networks as relationships’ (Easton 1992), which shares many ideas and concepts
with the interaction approach outlined earlier in this chapter. In contrast with the interaction
approach, research in this context deals with more than two parties of a dyad at a time (Meyer
1998). Relationships as distinct from interaction episodes, are more often long-term and of a

more general nature.

‘Network as position’ focuses upon the individual actor rather than the network itself (Easton
1992; Henders 1992). The position concept provides ‘both means and ends of strategic
actions’ (Johanson & Mattson 1992, p. 206). The ‘network as position’ goes beyond the
interaction approach because an analysis of relationship management always takes other
relationships into account, and because the focal relationship is seen as a “conduit to other

relationships through which resources may be accessed” (Easton 1992, p. 26)

Irrespective of the unit of analysis, Lecoq and Yami (2002) stressed the importance of
defining ‘arena boundaries’. For example in Porters Model, industry constitutes the relevant
scope for a given firm. The concept of the ‘organisational field’ is proposed, and the
organisational field definition is in the tradition of the one proposed by Fligstein (1990). It is
a matter of interdependences (rather than only competition) between firms in a space

delimited by initiatives taken by organisation and by the representation they made of
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themselves and their interdependencies, or in other words, by the perception of their role in
the environment. Lecocq and Yami (2002) stated that the organisational field assumes an
objective character, when one looks at the resources held by the firms and the outputs that are
generated. But it also assumes a subjective character when it is built by actors’ behaviour
trying to reciprocally evaluate each others’ potential actions. By identifying important actors
(which means those with whom an organisation feels strongly interdependent), a firm forces
them to recognise it as well. This enactment phenomenon (Weick 1977) leads to the
institutionalisation and stabilisation of the organisational field. Lane and Maxwell (1996)
considered that fields are structured and organised around ‘artefacts’; products and services
manufactured and exchanged by organisations, but also laws, people and charts books. The
existence of an organisational field is established by the mutual recognition, around artefacts,
of interdependence between various organisations. Actors share a conception of legitimate
action. The organisational field has its main function to promote stability. However,
organisational field boundaries are likely to evolve under pressure from different kinds of

organisation, such as firms and regulatory authorities (Lecocq & Yami 2002).

Thus the firm’s relevant scope (which means its organisational field) is composed of the main
organisations and artefacts (emblematic laws, symbols, values or people) with which it is
interdependent, as well as its constituent parts, which are themselves interdependent. Lecocq
and Yami (2002) defended the idea that value arises from the management of
interdependences between organisations and artefacts in the field. This approach suggests that
the relevancy of strategic analysis depends on the understanding of interdependencies

between field entities.

3.5 NETWORK DEFINITIONS

Network studies appear across a number of disciplines, for example in marketing (IMP
group) and in entrepreneurship (Granovetter 1973; Curran et al. 1993). As a result the
definitions for a ‘business network’ vary. However, as defined by Axelsson and Easton
(1992, p.154), a network involves “sets of two or more connected exchange relationships”.
Following from this, markets are depicted as systems of social and industrial relationships
among, for example, customers, suppliers, competitors, family, and friends. According to the

network perspective, the nature of relationships established between various parties will
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influence strategic decisions, and the network involves resource exchange among its different

members (Sharma 1993).

Mitchell (1969) defined networks as “a specific type of relations linking a defined set of
persons, objects and events” (cited in Paasche et al. 1993, p.175). The key elements in this
definition are (1) specific types of relations, i.e. a network has some targets, it is not a general
loose group of activities or events, (2) defined set of..., i.e. the participants to the networks
are known, and (3) persons, objects and events i.e. a network can consist of different kinds of
activities and actors. They do not have to be enterprises only, but also individuals and

institutions can operate in the same network (Hyvarinen 1996).

In general, definitions of networks broadly relate to groups of enterprises that have combined
their talents and resources. For example, the Australian Manufacturing council (AMC 1990,
p.54) defines a network as the “coming together of a group of enterprises of whatever size, to
use their combined talents and resources to achieve results which would not be possible if the
enterprises operated individually”. Buttery and Buttery (1992) further emphasized the

importance of being involved in a long-term relationship.

Nooteboom (1999) defined a network as a pattern of more or less lasting linkages between
firms or divisions within firms (departments, subsidiaries). According to this definition
networks can exist within a firm, between firms and combinations of them. The linkages can
be uni- or bi-directional, representing flows of products (goods and services), sharing of
resources, relations of ownership or other forms of control, line of communication and co-

operation. Nooteboom (1999) identified three types of linkages:

e Vertical — constituting flows of products (goods or services) from suppliers to users, in

intra-firm value chains or inter-firm value systems (Porter 1985);

e Horizontal - where similar, competing products (substitutes in consumption) are pooled

to share a common resource of production or distribution, in a scale strategy;

e Diagonal — or diversified, where dissimilar products, which may be complimentary in

research, marketing, or distribution, are pooled to share a common resource.
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3.5.1 Types and Forms of Networks

The form and structure which a network takes varies according to the different types of co-
operation envisaged by the participating firm, each with different costs and benefits and
varying levels of interaction and dependence on external entities. A review of the literature
highlights a number of network forms. O’Doherty (1998) identified the main categories of

networks as follows:

Informal and unorganised Networking: This is the most basic form consisting simply of firms
helping other firms. By definition, this does not require any form of conscious facilitating or
brokering; even though there may be room for some type of third party assistance for

awareness rising to nurture habits of mutual help.

Membership-Based Networks: This includes traditional industry associations where members
pay dues and commit themselves to a certain level of joint problem solving, but where their
business success does not depend significantly on the actions of other members. While
getting firms to commit to this level of interaction is not easy by any means, the relative lack
of interdependence makes this type of co-operation easier to organise and facilitate than more

closely-knit networks.

Customer-Supplier Networks: This involves a number of supplier firms co-operating with
each other in meeting the needs of a ‘vertical’ customer, who often sets up and facilitates the

collaboration.

Independent Networks of Firms: These are small, formal groups of sometimes competing
firms who carefully select each other and agree to co-operate significantly with each other
(often at a high level of trust) in ‘horizontal’ networks, in order to achieve some benefit not
available to them independently. Examples include: co-production networks where firms co-
operate in manufacturing components, assemblies or finished goods; co-marketing networks
where firms jointly market their products; learning networks in which firms seek to learn
collectively about some complex changes essential to improving their competitiveness;

research networks in which firms pool resources to develop a new product or process.

Development Networks: Bilateral, organisational or personal, regular and purposeful contacts
between SMEs or entrepreneurs. No business relationship exist; it is enough that

entrepreneurs openly discuss things that have been experienced as important. The difference

102



between this and informal discussions of entrepreneurs is that in a developmental circle the
meetings are regular. This kind of cooperation aims at learning from each other and is

considered mutual mentorship within a group (Vesalainen et al. 1999).

Strategic Alliances: This is a coalition of a number of organisations intended to achieve
mutually beneficial goals (Clarke-Hill et al. 1998). A distinction can be made between
vertical and horizontal alliances. Vertical alliances focus on supplier-manufacturer
relationships (co-production networks) or on manufacturer-distributor relationships. These
alliances can include Customer-Supplier networks involving a supply chain of firms co-
operating with each other in meeting the needs of a mutual customer who often sets up and
facilitates the collaboration. Horizontal alliances consist of relationships between similar
firms in the same industry, retailers for example (Reijnders & Verhallen 1996). According to
O’Doherty (1998) a strategic alliance is a ‘hybrid’, somewhere between a network and a

partnership. They also provide an alternative to vertical integration.

Joint Ventures: This network is a jointly owned company, which is set up by the participants
to manage certain product development activities. Cooperation of this type is strategic by
nature as the partners are usually investing considerable sums of money in the joint venture in
order to ensure its proper function. The main outcome of this kind of cooperation is the

ability to find and seize new business opportunities.

Rosenfeld (1999) divided networks into hard networks — small, closed, often formally allied
group of firms working together toward common bottom line objectives; and soft networks —
usually a looser, membership based group formed to address generic issues, lower costs, learn
or access information. Similarly, McNaughton and Bell (2001) refer to hard networks as a
formally brokered network, usually consisting of five or more firms in the same region. Such

networks are distinct from ‘soft” networks such as industry associations.

Imai and Baba (1991) identified three additional types of network forms in the realm of

international trade: (1) traditional multi-domestic; (2) global; and (3) cross border networks.

Traditional multi-domestic: these represent an incremental approach to be found in traditional
manufacturing sectors (such as, clothing, food, petrochemicals and steel industries), as well
as in agriculture, housing, and personal services. Imai and Baba (1991) postulated that firms

in this category internationalise mainly in response to changes in relative factor prices. The
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influence of the latter remains important in traditional sectors, as exemplified in the case of
foreign direct investment, because of low relative labour costs, the differential price of energy
and physical space constraints in home countries. Most technology comes from suppliers of
equipment and materials. Firms in this type of network rely on localised information for
decision making, and the decision may be biased by an information context related to a

specific time and place.

Global networks: this comprises planned internationalisation on a large scale as in the Porter—
type models (Porter 1986). The global strategy is to think of the world as one market, instead
of a collection of national markets, and co-ordinate world wide R and D, marketing,
production and distribution in order to attain efficiency in the overall ‘global factory’ system.
Imai and Baba (1991) explained that firms construct sophisticated information structures
through hierarchies. Armed with information technology, the localised information of the
satellites is transferred to the central database file. Both the centre and the satellite have
access to the file. For the purpose of global configuration and co-ordination (Porter 1986),
this type tends to be accompanied by a centrally managed strategic calculation, globalisation
decreases business risks and uncertainties. In spite of these obvious business merits,
globalisation, according to Imai and Baba, seems to entail some problems: (1) formalised
information (such as, numeric data and documentation) accessible at the centre file may fail
to provide in-depth local business contexts, and (2) the hierarchical control may fail to scan

contingent business opportunities.

Cross-Border Networks: These constitute a type of nascent international network, which is
expected to transcend traditional modes of ‘markets’ and ‘hierarchies’, and as a result, fit
with the overall network theory. Imai and Baba (1991) argued that these types of structures
often permit the development of quasi-autonomous divisions. This type of network takes the
form not only of joint ventures but also that of long-term collaboration or co-operation (such
as, cross-licensing, subcontracting and joint R and D). The cross border networks differ in an
essential way from the simple global strategy, which tries to achieve complete centralised
management in the world market. At the same time they also differ from the traditional multi-
domestic strategies in that the cross border networks stresses the importance of information
exchange between the constituent regional organisations, and then of the establishment of
regional complexes with cross-regional linkages and boundary adjustments (Imai & Baba

1991).
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Social Networks: The individuals in a firm will have a substantial impact on the
internationalisation as close social relationships with other individuals impact the interest of
going abroad (Holmlund & Kock 1998). Social networks have been pointed out as extremely
important for entrepreneurs (Aldrich & Zimmer 1986; Greve 1995; Johanisson 1996). The
social network is a sub-network within the business network thus effecting and being affected
by the gained resources and the chosen operation mode. In the same way the chosen
operational mode can affect and be affected by the present business network as well as the

social network (Holmlund & Kock 1998) (see figure 3.3).

Business Network
Social

Network

Operational Resources

Model

Source: Holmlund & Kock, (1998, p. 48)

Figure 3.3: Factors Affecting a Focal Actor’s Internationalisation

3.6 THE DEVELOPMENT OF NETWORKS

There are several different schools of thought about inter-firm network development
processes. These major schools of thought about development change processes can be
broadly classified into three categories: stages theory, states theory and joinings theory. The
stages theory focuses on a progression of change processes in inter-firm network
development through stages. It regards network development as an evolution and sequential
progression through increases of resource commitments and interdependence (Ford 1980;
Dwyer et al. 1987). In contrast, the states theory focuses on strategic moves of exchange
actors which occur in an unstructured and unpredictable manner at any point in time (Ford &
Rosson 1982; Ford et al. 1996). Finally, the joinings theory focuses on entry processes of

positioning, repositioning and exit within networks (Thorelli 1986).
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3.6.1Stages theory

There are two popular models of the stages theory: life cycle models (Utterback & Abernathy
1975; Porter 1980; Quinn & Cameron 1983; Easton et al. 1993), and the growth-stages
models of inter-firm relationships (Dwyer et al. 1987; Ford 1980; Larson 1992; Kanter 1994).
Both sets of models exert considerable influence in the field of change processes in marketing

(Van de Ven 1992).

In these two sets of models, the developmental character of change processes is
conceptualised as a distinct step or period of development, growth or process because the
models emphasise deterministic action from the actors to commit resources to perform
business activities. That is, the change process is described as a gradual development, taking

place in a sequential manner and over long periods of time (Ford 1980; Van de Ven 1992).

3.6.2 Life cycle models

The first group or set of the stages theory models is that of life cycle models. These models
are based on a biological analogy of the life cycle of organisms and indicate that the change
process consists of “a number of inevitable stages of birth, growth, maturity and decline”
(Porter 1980, p.157-8). Examples of life cycle models include product lifecycle (Vernon
1966), organisational life cycle (Greiner 1972), industry change model (Porter 1980; Easton
et al. 1993) and technology change model (Utterback & Abernathy 1975; Abernathy &
Utterback 1978). The essence of the life cycle theory is that it is pre-programmed:

“Life cycle theory assumes that the change is inevitable, that is, the developing entity
contains within it an underlying logic, program, or code that regulates the process of
change and moves it from a given point of departure toward a subsequent end which

is configured in the present state”
(Van de Ven 1992, p. 177-8)

3.6.3 Growth-stages models

The second group or set of stages theory models concerns growth-stage models of inter-firm
relationship development. The principal focus has been that relationship development in
inter-firm networks occur in sequential/ incremental and irreversible stages. Evidence in the

literature about buyer-seller relationships that have specifically proposed growth stages in
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inter-firm network development — Ford (1980), Dwyer et al (1987), Larson (1992), Kanter
(1994), Heide (1994) and Wilson (1995).

An example of some of the stages of the network development process are, connection,
communication and commitment, and the depth of co-operation between actors increases in
this order. Connection and commitment are stable phases in the network, whereas

communication involved dynamic changes and mutual influence of actors.

These stages models have the potential to provide insights into understanding inter-firm
network development (Wilson 1995), although only a few have been empirically tested
(Dwyer et al. 1987; Larson 1992). An important source of strength of these models is that
they are based on literature from many disciplines and therefore reflect the multi-dimensional
aspects of networks, such as social exchange theory (Scanzoni 1979), organisational theory
(Pfeffer & Salancik 1978), institutional economics theory (Williamson 1985, 1991) and
relational contracting theory/law (MacNeil 1980).

Limitations of these models lie in the fact that most stem from their narrow focus, and do not
investigate the dynamics of business relationships larger than a dyad, despite the “prevalence
of triads and nets in international marketing and purchasing” (Hakansson & Johanson 1992,
p.1; Limerick & Cunnington 1993), and the move from dyadic business relationships to
business networks (Hakansson 1987). Furthemore, most of the inter-firm relationship studies
(Dwyer et al. 1987; Larson 1992; Heide 1994) have been cross-sectional and did not capture
the impact of culture in network development processes, which is especially important in
international business (Batonda & Perry 2003). That is, although each model provides some
knowledge and insights about how network relationships develop, only one (Kanter 1994)
considers international networks. International marketing needs a broader framework of “how
relationships in inter-organisational networks start develop or evolve and dissolve over time”

(Ring & Van de Ven 1994, p. 91).

Criticisms can be made about stages theory models. First, the assumption in stage models that
inter-firm network development processes occur in sequential/incremental and irreversible
stages is highly questionable (Quinn & Cameron 1983; Lindert 1986; Bell 1995) because the
processes affecting the outcomes may be too complex and uncertain to predict. Indeed, some
research has found that inter-firm relationships seldom go through a definite step-by-step

development process (Ford et al. 1996) which makes a stages model somewhat inadequate.
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Firms ease into relationships incrementally and cautiously, giving signals as they do so
(Larson 1992), and the outcome of stages models seem to be influenced by the interaction
between economic actors and individuals in the network as well as external persons such as a

network broker (Batonda & Perry 2003).

That is, networks seem to be more complex than stage theorists assume. For example,
Granovetter (1985, 1992) noted that a network can consist of strong and weak ties, with weak
ties allowing individuals to contact others who are located in social relationships that are not
normally accessed by them, and thus benefit from new ideas from other networks. Moreover,
networking activity is not just an individual initiative, but also depends on a social context
because, for example, communication linkages affect a members’ effectiveness with a
network (Blau & Alba 1982). It is unsurprising that Johannisson (1986, p. 19) defines

networks very broadly as

(13

. . loosely coupled systems with fuzzy boundaries . . .” Given this complexity, a

straightforward stages theory of network development could be questioned.

The lack of precision in the real world networks also means that the stages models have
problems explaining development in the boundaries between stages — they provide “little
explanation for the transition from one stage to another and some changes may be causes of
change rather than the process of change” (Porter 1980, p. 164; Palmer & Bejou 1994). That
is, they do not explain why or how the process takes place or how to predict the movement
from one stage to the next (Andersen 1993). Importantly, stages models do not discuss factors
which may influence intensities of activities reflected when relationships move from one

stage to another:

Also, the stage models are generally silent on failure activities because all systems are
assumed to progress successfully through all stages. Inter-firm relationships, especially based
on a product or technology, are not always successful and either meet early demise or become
stagnant (Bell 1995). By incorporating change processes of failed situations (for example
dissolution stage), we can obtain a more realistic view of how the change processes in inter-
firm networks have developed. Other limitations relate to empirical validation of stages

models in the absence of longitudinal studies (Turnbull 1987; Andersen 1993).
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3.6.4 States Theory

An alternative school of thought to the stages theory about network development processes is
the states theory. The states theory proposes that the change process is an evolution of
unpredictable states in which “actors move from one state to another in random fashion
particularly between the starting point and the end point” of the network development (Ford
& Rosson 1982, cited in Ford 1996, p. 70). In contrast to the term ‘stage’, the word ‘state’
conveys the idea that the condition at a point in time and the phase in the development
process is merely one of several possible conditions. That is, this states theory assumes that
the relationship development process is neither necessarily orderly nor progressive over time
(Ford & Rosson 1982, cited in Ford 1996: 78). Some states researchers have postulated that
inter-firm network development is much more complex and may not be evolving in the
structured manner which stages theory models have implied (Anderson et al. 1994; Bell
1995; Hakansson & Snehota 1995). But there is no consensus about the issue of whether
stages or states best describe how networks grow. More research needs to be done about their

applicability in international networks (Bell 1995, p. 62).

3.6.5 Joinings Theory

The joinings theory is the third school of thought about inter-firm network development
processes. Summarising this theory, Thorelli (1986, p. 42) argues that the dynamics of
business networks are driven by what happens at their start, that is, the entry is a major
influence on what happens afterwards like “positioning, repositioning and exit of actors in
existing networks”. That is, when entering a network, entrants face strategic challenges of
positioning themselves within the network. Thus, the position which a new member takes in
the network is shaped by time and commitments (Seyed-Mohamed & Bolte 1992) which
determine the ability of the actor to take further action within the network in terms of
initiating new relationships or improving old ones. Repositioning within the network follows
the entry positioning process and is aimed at placing the member in a strategic node. The exit
process involves a cost-benefit analysis of leaving or joining another network. In brief, the
joinings theory may offer some insights into the inter-firm network development processes

since the building of networks involves dynamic interaction between actors.
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Each of the three theories appears to be able to provide some insights into understanding of
the complex phenomenon of inter-firm network development. However, it is not clear
whether the process occurs in stages which focus on gradual, sequential and predictable
stages, or is an evolution of unpredictable states, or is a joining process focused on entry,

positioning, re-positioning and exit.

Batonda and Perry (2003) highlighted that the network relationship development process is
not an orderly progression of phases over time, but is essentially an evolution of
unpredictable states. Their research in the area further suggest the process is complex,
iterative and frequently non-linear due to the dynamic nature of human relationships and the
nature of businesses and markets. Table 3.4 provides a summary of the main features and

limitations of the models outlined in this section.

Table 3.4: Theories of Network Development Processes

Theory

Features

Advantages

Limitations

Stages Theory - Life

Change process consists of a

Cycle Models number of stages similar to
Product life cycle,
organisational cycle etc.
Change is inevitable.

Stages Theory - Relationship development

Growth Stages Model occurs in

sequential/incremental and
irreversible stages. Stages are
connection, communication
and commitment

Potential to provide
insights into inter-
firm network
development. Based
on literature from
many disciplines and
reflect multi-
dimensional aspect
of networks

Few have been empirically
tested. Does not
investigate dynamics of
business relationships
larger than a dyad.
Previous studies failed to
capture culture. Networks
may not follow discrete
stages and are more
complex. Little
information about
transition from one stage
to another.

States Theory

Change is an evolution of
unpredictable states and
assumes that the development
process is neither orderly nor
progressive over time.

Inter-firm network
development viewed
as complex and
unstructured

No consensus on whether
stages or states best
describes how networks
grow. More research
needed on application to
IB.

Joinings Theory

Dynamics driven by what
happens at their start, thereafter
positioning, repositioning and
exit of actors in the network.

May offer some
insights into the
inter-firm network
development
processes since the
building of networks
involves dynamic
interaction between
actors.

With the exception of
Batonda & Perry (2003)
this alternative theory has
not been empirically
tested.

Cooke et al (1995) described the ‘networking’ or ‘the network paradigms’ as an emergent set

of developmental practices whose key elements can be summarised as:
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Reciprocity - a willingness to exchange information, know-how, proprietary knowledge
and goods (Powell 1990);

Trust - a willingness to risk placing faith in the reliability of others (Sabel 19