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Abstract

Internationalization processes in the context of the Internet
econony are exam ned. Case study research was conducted with six
Nova Scotia SMEs. Findings fromthis exploratory study include
(1) stage-based theories do not reflect conpany experience, (2)
mul ti-donestic marketing strategi es appear dom nant, and (3)

| ocation and country-of-origin effects persist, in the online
environment. Thus, while the Internet may offer gl obal reach,
commerce is still conducted locally. The paper al so notes a
nunber of challenges faced by | nternet-based conpani es as they
expand their business interests, as well as ideas for future
research.
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1. Introduction

Theories of international business generally see conpanies

devel oping their foreign business operations in a |inear pattern,
frompurely donmestic to gradual export devel opnent, and
ultinmately to full global operations. A parallel viewpoint is

t hat conpani es devel op expertise locally, and then seek to
exploit this further on an international scale, beginning with
exports to close nmarkets or ones with which the entrepreneur has
some experience, before expanding nore broadly. But these ideas—
of orderly and gradual devel opnent of foreign business—derive
frompre-Internet tines. In today’'s world, sone would question

t hese ideas, arguing for exanple that a conmpany with a web site
in effect is immediately a nultinational, since custoners around
the world are just a click away from being able to do business.
In this way, smaller conpani es’ resource shortcom ngs are mnmuch
less critical than in the past. Research, prospecting,

conmuni cation and transactions can all be carried out via the
Internet. In this respect, the Internet is said to have |evel ed
the playing field between najor corporations. Al though many woul d
agree that the Internet has such potential, what is the reality
for SMES?

Al t hough consi derabl e professional and popular witing exists
on this topic, for the nost part, academ c researchers have shied
away fromenpirically exam ning the Internet and internationa
mar keting. Gven the potentially “liberating” nature of the
Internet for smaller conpanies, it is surprising that few studies
have exam ned its inpact on international business expansion
anong SMEs. More scientific research is warranted in this
i nportant area. Key questions that mght be tackled include the
foll owi ng. How has this new environnent affected conpanies
i nternational strategy and deci sion-naki ng? As the Internet
appears to change the role of geography, has the process of
i nternationalization changed? Do entrepreneurs see a gl oba
mar ket pl ace from the begi nni ng?

Thi s paper reports on a nodest first exam nation of sone of
t hese questions. It presents findings froman exploratory
investigation into the experience of six SVMES as they adjust to
t ake advantage of the opportunities presented by Internet
technol ogy. Specific questions addressed include: Are SMES using
the Internet in new ways, and specifically for international
activities? How do the international activities of Internet-based
conpani es conpare with extant theories of international business?
Are there any patterns that energe at this early stage of
busi ness devel opnent ?

The paper begins with a brief review of the
i nternationalization concept and several process theories.
Profiles of the six case conpanies are then presented and a
di scussion of their common experiences foll ows.
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2. Literature Review

2.1 Internationalization Theories

Internationalization theories attenpt to explain why conpanies
choose to operate beyond their donestic market and the strategies
and structures they develop to do this (Coviello & MacAul ey,
1999). Many theories have been advanced to explain the process of
i nternationalization, fromVernon s (1966) international product
life cycle to Dunning’s (1977) eclectic theory. The Uppsal a
School ' s stages theory has been particularly influential since
its initial publication in the 1970s.

Derived fromcase studies of the of internationalization paths
taken by a nunber of Swedi sh conpanies, this conceptualization
has been influential (Johanson & W edershei m Paul, 1975;
Johanson & Val ne 1977). The stages theory posits conpani es as
being either (1) a non-exporter, (2) an indirect exporter, or
having (3) overseas sal es operations, or (4) overseas production
units. Conpani es progress fromone stage to another as they gain
experience and confort in dealing with foreign custoners and
operating in international markets. As conpany know edge
i ncreases, so too does international commtnent. This conception
of internationalization has influenced many scholars as well as
t he design of many government export policies and prograns.

In recent years, stages theory has come under increasing
scrutiny. Research has reveal ed conpani es that have expanded
their market interests nore quickly than the theory would
suggest, as well as taking differing internationalization paths.
Trade barrier reductions, the grow ng inportance of high
technol ogy sectors, and gl obal market growth all help explain the
qgui ckeni ng pace of devel opnent and changi ng approaches (OECD
1998). As a result of contrary findings, other approaches to
i nternationalization have been w dely di scussed and exam ned.
Three streans of research focus on busi ness networks, “born
gl obal " conpani es, and international new ventures.

Eur opean schol ars have drawn attention to the fact that
conpani es do not exist in a vacuum rather they exist within
busi ness networks which often profoundly influence the donestic
and foreign narket strategies and operations of single entities
(Johanson & Mattson, 1988; Ford, 1997). Research has al so focused
on those conpanies that are seeningly “born global”; in other
wor ds, conpanies that operate internationally fromthe very first
day (Knight & Cavusgil, 1996). Related to this is Oviatt and
MacDougal | s (1994, 1996) research on international new ventures
(INV). The nature of the product, industry norns and the
orientation of the entrepreneur are primary conponents of the INV
nmodel . Hi gh R&D costs and shorter product life cycles force
compani es to recoup investnments quickly and, as a result, market
expansion is often rapid. Converging international standards for
some products have |ikew se created a gl obal market where nany
conpetent suppliers exist (e.g. conputer conponents). In order to
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conmpete in this market, manufacturers are forced to establish a
gl obal marketing and supply capability in short order.

2.2 The Internet and International Marketing

The effect of the Internet on conpany internationalization has
yet to be scientifically explored. Quelch and Klein (1996)
predicted that conpanies woul d becone gl obal marketers faster
owing to the Internet’s | ow cost communi cations and ease of
access to foreign consunmers. Ham |l (1997) is of simlar mnd
seeing i nproved conmuni cati on and access as permtting SVES to
overconme many of the traditional barriers they faced in
i nternational marketing. Consequently, he expects Internet-
enabl ed conpanies to pursue international sales at earlier stages
in their devel opnent. However, access to markets and customers is
a doubl e- edged sword. Sawnhey and Mandal (2000) argue that the
I nternet exposes conpanies to global conpetition fromthe
begi nning. This puts pressure on conpani es to consider/pursue
international sales very early in their devel opnment.

As the Internet becomes nore international, the opportunities
for foreign sales will increasingly becone apparent. As in other
spheres of business, the conventional wisdomis that first-novers
can derive substantial advantages through scaling their
operations globally and erecting barriers that will be difficult
for lateconmers to overcone. However, the dot.cominplosion of the
| ast year has denpnstrated that being first is no guarantee of
success. Many conpani es have been di sappointed with their
aggressi ve expansi on strategi es—whether at honme or in foreign
markets. In light of the great potential seen for Internet-
enabl ed busi nesses, as well as the dearth of witing focusing on
i nternational business and marketing anong SMEs, an exploratory
study seened nerited.

3. Methodology

G ven the newness of the topic area, case studies were deened the
nost appropriate study vehicle. Yin (1994) points out that case
studi es are best used to evaluate “how and “why” questions,
particularly with current phenonena. Eisenhardt (1989) el aborates
on the process of building new theory fromcase study
exploration, and its usefulness in pronoting understandi ng.

The University of Texas at Austin's Center for Research in
El ectroni ¢ Conmerce (2000) has devised a four-level schema for
cl assi fying and neasuring the Internet econony. This schema was
used to devel op a study sanple. The four |evels cover
infrastructure, applications, internediaries and commerce. As the
focus of this study is on SMEs, conpanies fromthe infrastructure
| ayer were not included. Because of the | arge-scal e i nvestnent
required for this sector, it is alnost exclusively the preserve
of very large conpanies. SMEsS were categorized as those having
fewer than 100 enpl oyees and C$20 million in annual sales.

An initial list of Internet-related conpani es was conpil ed
froma nunber of sources, including |Industry Canada, the
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Informati on Technol ogy Associ ation of Nova Scotia, and various
web directories. After conpilation, conpanies were allocated to
one of the four |ayers and a nunber selected fromeach | ayer for
further study and contact. A final list of six conpanies was
conpi l ed and contacts made. All interviews were conducted in
Novenber 2000 followi ng a seni-structured fornmat by the first
author to ensure consistency and conparability. A short profile
of each conpany foll ows.

4. The Companies

4.1 Application Level

I nfolnerActive Inc. (ww.infointeractive.con) is a producer of
Internet call managenent software applications that inform

I nternet users using tel ephone dial-up connections of incomning
calls and allow users to accept or transfer calls to another
device. The product is resold primarily through

t el ecommuni cati ons conpanies or large Internet service providers
as part of a bundl ed package of services. Despite the early

i nvestnent froma |ocal tel ecomunications conpany, initial sales
were in the US, which continues to be its primary market
representing over 80% of sales. Expansion to the United Ki ngdom
and Eur ope has begun, and there are plans for Asia and South
Anerica within the next year.'?

Clear Picture Inc. (ww. clearpicture.con) began offering
conmput er di skette-based surveys for corporations and | arge
organi zations and has recently nigrated to the Internet. It
offers its surveying services through application service
provi der (ASP) agreenents where clients purchase use and access
to the software which resides on servers in Nova Scotia. The firm
operates a renote support office in California and the US
represents over 90% of sales. Plans call for expansion to the
Uni ted Ki ngdom and Europe within the next year.

4.2 Internediary Level

Salter New Media Inc. (ww. salternewredi a.con) was started as a
joint venture between a tel econmuni cations conpany and a nedi a
producti on conmpany to devel op branded proprietary web sites. The
first to offer a comuni ty-based auction site, the conpany
initially targeted select US cities for inclusion yet had to

wi t hdraw given the large investnment in pronotion required to gain
users. The conpany al so produced several specialized content
portal web sites. Al of the sites are currently targeted solely
to a donestic audi ence, however the conpany is devel opi ng pl ans
to launch foreign sites in the United Kingdom and Australia and
is actively seeking partners. Al revenues are currently from
Canada. ?

! The conpany was recently acquired by AQL.
2 The parent company of Salter New Media has been acquired by Canadian
filmconmpany Atlantis Alliance.
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Geni eKnows. com Ltd. (www. geni eknows. com) devel oped an
application that conmbines the results fromthe top 26 search
engines with its own index and artificial intelligence filtering
systemto of fer users enhanced search capabilities. The conpany
licenses its search technology to small portal sites and
corporate web sites, as well as operating its own search portal
The site regularly receives hits from88 countries, yet 90% of
revenues are fromthe US. The conpany plans to offer country
specific search portals for 12 countries offering | ocal search
results.

4.3 Commerce Leve
Lobster Direct Ltd. (www. |l obsterdirect.con) was the first conpany

to sell live seafood on the Internet and continues to |ead the
consuner market. The conpany uses | ocal third-party seaf ood
suppliers to fill and deliver orders. This arrangenent elim nates

border probl ens where del ays can prove costly. The conpany uses
country specific web sites offering unique pricing and shi ppi ng
informati on for Canadi an and American consuners. Canada is
currently responsible for approximately 20% of sales, with the
rest all comng fromthe US. There are no plans to service
additional countries at this tine.

Vintopia.comLtd. (www vintopia.com) is an online retailer of
wi nemaki ng equi prent and supplies devel oped to solely service the
US market. The conpany operates a bricks-and-nortar retail store
and col |l aborated with an Internet consulting conpany in
devel oping its virtual presence. The latter conpany paid for its
devel opnent and recei ves revenue based on transactions,
significantly lowering the risk of the initiative for the
merchant. As a producer and distributor of wine products, the
company has recently added a busi ness-to-business site that is
produced and managed i n-house. There are no plans to expand the
servi ce beyond the US

5. Findings and Analysis

The experience of the six conpanies reveals general patterns that
help to illum nate how the Internet sector is developing. It is
apparent that small conpanies are adapting to the new technol ogy
and entrepreneurs have enbraced the potential of the Internet in
reachi ng and servicing new custoners. Al of the conpanies

exam ned are entrepreneurial ventures where the founder has
sought to experinent and deliver to a new market. The technica
infrastructure and skills have not been obstacles to
participating as nost have been able to partner with specialized
providers or have brought the skills in-house. Entrepreneurs have
effectively managed the change and risks invol ved.

The conpanies did not share simlar histories, though all were
relatively young conpani es. The average age was five years, and
all have changed significantly since their founding. Two are
public conpanies, with the remainder all being privately held and
only one with plans to go public. Only one conpany was founded
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solely on the Internet, the others were extensions of existing
busi nesses.

Most of the web-sites were produced by professional designers.
Al'l have seen extensive revisions and upgrades. Some conpani es
are now devel oping or hiring the web skills in-house as they | ook
to the next versions of their sites. Al sites are sinple,
wi t hout sophisticated conponents, yet their ease-of-use neets the
needs of custoners. Difficult functions such as credit card
processing and site hosting has all been outsourced to third
party providers. This is nost effective and permts conpanies to
maxi m ze the use of their scarce capital

5.1 Entrepreneurs
The backgrounds of the founders varied considerably, yet none had
a pure technology training or orientation. Sone even |acked
direct experience in the particular niche they wanted to serve. A
strong sense of curiosity and risk taking, along with a desire to
experiment led themto the Internet to see what could be done.
Partners in both technol ogy and industry were readily avail able
and the conbination with managerial expertise and capital has
proved successful. Mst bring a passion for business and
experimentation, along with the desire to try sonething new The
entrepreneurs confirned that the Internet has | owered sone of the
export resource requirenments for SMEs, nmaking it easier to enbark
in this new direction

Al of the entrepreneurs in this study had sone business
experience prior to their present position, often in other
technol ogy fields or simlar businesses. They saw the Internet as
provi di ng a new environnent and infrastructure to service
custoners and sought out a setting in which to exploit this
opportunity. In sone cases, this venture was an extension of an
exi sting business whereas in others it was a new creation.
Ext ended busi nesses offered a new service or explored a new
mar ket , taking advantage of the Internet’s special properties.

5.2 International Marketing

As five of the six conpanies are actively engaged in

i nternational sales, exporting andinternational marketing are

i nportant aspects of their business plans. The Internet was seen
as both an entry channel and service platform for conpanies,
greatly enhancing their ability to enter and build foreign

mar ket s.

Compani es have adopted an international marketing approach
rather than a gl obal one. This nulti-donmestic strategy sees
markets as sufficiently different to warrant a uni que marketing
approach for each. As one informant noted, “The Internet may be

gl obal , but conmerce is local.” At the retail level, this is
particularly inportant, as consuners need to be enticed to trust
the conpany to fulfill orders.

Beyond facilitating trade, the Internet has al so increased
awar eness of distant opportunities and provides access to
informati on that was previously unavail able or not affordable.
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Entrepreneurs can access information on new markets, industry
trends, and supplier details as never before. This may partially
| evel the playing field with larger conpetitors and all of the
conpani es studied cited this as one of the main benefits of the
Internet. Infornation hel ps nanagers to make decisions that are
better inforned and pernits business expansion to be nore
carefully wei ghed, and all of the entrepreneurs have readily
enbraced this aspect.

5.3 Internationalization Paths

The conpani es exam ned have all sought international sales from
t he begi nni ng and nost view the donestic narket as secondary. In
some cases, the web site has been created to solely serve foreign
custoners. In others, an average of 90% of sales is from outside
of Canada.® Such a | evel of export intensity goes beyond what is
usually found in traditional SMEs. The reduced tine-span to

achi eve foreign sales and heavy dependence on internationa
markets is interesting and results froma conbi nati on of the
possibilities provided by the new international environnment, as
wel | as custoner access afforded by Internet technol ogy.

St age- based theories may be nore applicable to traditional
compani es seeking to expand rather than Internet-based new
entrepreneurial ventures. The Internet has reduced the investnent
and resources required to operate, thus opening nany new avenues
for conpani es, which all have tried to exploit. The Internet
provides a direct channel to service custoners and circuments
costly distributor arrangenents. Direct interaction also permits
greater potential |earning, since internediaries are not present
to inpede information flows. Wile the conpani es presented here
are attracting and servicing foreign custoners, it is difficult
to characterize themas truly global ventures. Internationa
sales may be crucial to their operations, however this is largely
confined to the US and few have sought to expand further. In
t heir dependence on the US market, these Internet-enabled
conpani es resenbl e Canadian SMEs in nore traditional fields. The
conpani es have not sought to build gl obal econom es or scale as
I NV theory woul d suggest. They are responding to perceived
foreign opportunities and using the technology to reach these
mar kets, not seeking to build world-class enterprises.

Wth the technol ogy and application providers, they have
structured their businesses such that the technology is
compati bl e worl dwi de, although at present there are no plans for
expansi on beyond North Anmerica. Wth international standards and
i ncreasi ng convergence, this is rational and opens the way to
additional future opportunities. These conpanies may be closer to
the I NV nodel as they can gain additional econom es from new
mar kets. As nore people adopt their systens, demand grows.

G ven the openness and acceptance of the Internet by Anerican
consuners and conpani es, as well as the advanced technical state

3 Simlar levels of export intensity were found in another Canadi an
study of exporting and the Internet (Rosson 2000).
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of the US econony, it is not surprising that the US market

dom nates all conpanies’ sales. Canada is culturally cl ose enough
to the US to nean that few marketing m x changes are required.
Bot h technol ogy and cultural factors conbine to make the US a
particularly strong pull for conpanies and it is difficult to
separate themin analyzing the true effects. Conpani es have seen
a ready narket that is open and easy to service from Canada and
have acted accordingly. In fact, many do not consider the US a
foreign market as North Anmerican trade patterns nove in a North-
South direction

The B2B compani es in the sanpl e have been encouraged to open
physi cal offices and enpl oy people in key nmarkets to be closer to
their custoners. This adds credibility to their organization and
enhances mar ket know edge through | ocal network participation.
The I nternet provides trenmendous opportunities for efficiencies
by allowi ng virtual interaction and collaboration. However, there
still remains a need for human contact and rel ations.

For B2C conpanies, order fulfillnent is a major challenge and
being | ocated close to the narket can of fer advantages. Custons
del ays and shi pping costs can make it difficult for conpanies to
conpete. One of the conpanies has joined with a US partner to
servi ce custoners as perishabl e goods can quickly deteriorate
wi th even short delays. Other conpanies are currently exploring
the possibility of foreign distribution as regional sales
increase. This is consistent with even the |argest Internet
compani es |i ke Amazon.com which offer nulti-donestic
di stribution.

Country-of-origin effects normally are associated with
country-specific factors, which provide either absolute or
relative trade advantages for conpanies. The effects of |ocation
and nation are difficult to assess in an Internet context as nost
commentators and reports dismiss it and discuss only the
Internet’s abrogation of territory. However, consuners still live
in a physical world that shapes many of their opinions and
tastes. Al of the sites have recently reevaluated their
corporate information sections and added nore explicit
informati on on | ocation. Wile not enphasizing the fact that they
are “Canadian,” this is no | onger hidden. One participant noted
that a delicate balancing act is necessary since too nmuch
trunpeting will alert Americans to the foreign nature of the site
and many will click away. Yet, focus groups run by one conpany
showed that, for reasons of trust, a remarkabl e 80% of
partici pants would be nore likely to purchase froma Canadi an
site. This suggests that US consuners hold a positive view of
Canada that is extended towards Canadi an conpani es operating on
the Internet—an inportant finding given current security and
privacy concerns.

5.4 Chal |l enges
Wil e every conpany faces individual obstacles, several common
chal | enges energed in the research. A nunber of areas of concern
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are now highlighted. As the sector continues to evolve these
deserve attention by policy makers.

Several of the |larger conpanies with significant technol ogy
i nvestnents believed there was insufficient support at the
provi nci al governnent level. In other areas of Canada,
governnments have been aggressive in creating the policy
infrastructure and tax regi ne for new econony conpani es. These
are seen as necessary but absent in Nova Scotia at present. In
this respect, conpanies were not seeking nore governnent noney
but rather nore progressive policies.

B2C conpani es face the challenge of order fulfillnent and
shi pping goods. In a sparsely popul ated province |ike Nova
Scotia this is a serious problem Mjor US centers have |arge
fulfillment houses offering efficient consolidation for often
| ess than US$1 per order. Conpanies operating in Nova Scotia
i ncur in-house costs of C$10 per order or nore. This seriously
reduces profitability as this nmust be partially offset by the
seller to remain conpetitive. The |l ack of such services locally
acts as a barrier to further participation yet until the denmand
grows, it is unlikely to develop. This is one area requiring
regi on-w de industry cooperation. Consolidating efforts would
help all but no one SME seens prepared to take the initiative at
present.

As nost of the conpani es exanm ned are private, financing has
been a chal |l enge; nobst have decided to stay small and manageabl e.
Bei ng | ocated at sone di stance fromfinancial centres presents
uni que chal |l enges for these companies. Participants nmentioned
the standard rule that venture capitalists will only travel one
hour to visit potential investnments. Halifax is nore than an
hour’s flight from Toronto and Gttawa, which puts the conpanies
inadifficult situation. Simlarly, US-based analysts will not
general ly cover Canadi an public conpani es unless they are |arge
or offer something unique. Getting attention requires trenendous
effort, yet it is inportant to have this exposure.

Despite wi despread coverage of consuner privacy concerns, none
of the conpanies had inplenmented any privacy policies nor were
any planned. Simlarly, there was no nention on any of the web

sites of appropriate terns of use and legal liability. As nobst
are clearly directed to foreign consuners, this presents a
potential liability should a problemarise. Being small, nobst

conpani es did not have the tine or the resources to adequately
study the many policy changes currently unfol ding
internationally. Questions as to jurisdiction, tax policies and
warranties were |eft unanswered. Wiile the federal governnent has
been active in pronmoting a new policy regine and in bringing in
new I nternet policies, this does not seemto be reaching this
audi ence.

6. Conclusions

6.1 Study Findings
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“Access” does not equate to “reach” and the experience of Nova
Scotia conpani es confirms that gl obal |Internet commerce is not
realistic for SMEs at this tine. Qpening a web site does not
automatically open the door to the world. Bringing people to the
site and then encouraging themto buy requires great effort and
this has not been sufficiently attractive for the sanple
conpani es to pursue. The application |ayer providers, where
common st andards have created a gl obal market, are the exception
Yet even with these conpani es, personal sales efforts are stil
required to offset the geography. The potential of gl obal
Internet commerce is there, yet the practical realities wll take
some tine to realize.

The Nova Scotia SMEs have all adopted a nulti-donmestic
mar keti ng approach, adjusting and adapting their marketing
strategies on a market-by-market basis. National and regional
di fferences renmain and nust be properly addressed with a web site
and overarching strategy. Country effects are still seen to exert
an influence in decision-naking. Wile there have been obstacl es
and chal | enges remai n, the conpanies profiled showthat it is
possi bl e to conduct international business profitably on the
Internet. As Internet technology continues to evolve, it will be
instructive to watch how SMEs seize the opportunity to grow their
busi ness.

6.2 Future research
The present study involved a small sanple of conpanies from one
geogr aphi c area and therefore any concl usi ons drawn nust be very
tentative. However, the findings do provide clues about
conpani es’ use of the Internet for international marketing
pur poses. These results, along with those that are expected from
smal | -scal e studi es el sewhere, offer sone prom sing avenues for
exploration in larger and nore quantitative studies.

A few research ideas are suggested by this study.
I nternational business theories continue to be chall enged and
nmodi fied as entrepreneurs and conpani es adjust to changi ng
environnments. A larger scale and nore diverse investigation of
the internationalization process in |Internet-based busi nesses
woul d be beneficial. Another possibility is for research that
exam nes export situations where the market opportunities are
| ess clear-cut than the US narket presents to nany Canadi an
conpani es. For exanpl e, how have European conpani es used the
Internet to expand their businesses within the EU? Anot her
possibility would be to conpare the experience of conpanies in
simlar settings that have pursued different internationalization
pat hs and strategies. In other words, why have sone SMES actively
enbraced the Internet for export devel opment whereas others have
not ? What are the various strategi es? Wiat results have been
achi eved? This is bound to provide fertile ground for researchers
for sone tinme.

In a changing and rapidly evol ving environnent, theories of
i nternational business are being challenged. Just as INV theories
have been advanced to expl ain high technol ogy markets, newnodel s
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focusing on Internet commerce are overdue. The reduced barriers
and time to market questi on extant nodels, including stages

t heory. Companies are selling internationally fromtheir

i nception, often with no direct experience or assistance. Further
study and theorizing is called for, so as to informprivate
sector actions and public sector policy.
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