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Internationalization Speed and Entry Mode Choice of

Chinese New Ventures

Xin—Quan Zhao

Department of International Commerce and Logistics
The Graduate School

Pukyong National University

Abstract

A universal phenomenon exists. Due to recent technological advances,
the business environment has seen a rapid progression towards
internationalization with  industries among developed countries
understanding the benefits of international trade. Though, this approach
is not just confined to large companies, with many small to medium
sized companies (SMEs) also involved. Therefore, it comes of no
surprise that Chinese companies are beginning to venture into the global
market and looking for a spice of the pie. The methods used for new
ventures by Chinese SMEs are causing analysts to revise their theories
on internationalization.

The most popular traditional theory for internationalization of SMEs is
the Uppsala Internationalization Process (UIP). This perspective
contends that firms become international in a slow and incremental

manner which may be due to lack of knowledge about foreign markets,
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high risk aversion, high perceived uncertainty, or similar factors. The
most popular new theoretical perspective is the International New
Ventures (INV), it points out that more and more new ventures start their
companies internationally without incremental stages, and the INV
perspective claims that the UIP perspective lacks the ability to explain
these types of new ventures.

The purpose of this paper is to find out which theory can be applied to
the internationalization phenomena of Chinese New Ventures (CNV). Is
it the traditional theatrical perspective — UIP - or the new theatrical
perspective - INV? The thesis examines both theories and offers a
conclusion based on research which was separated into two parts

In the first part, I identified and confirmed the difference explanation
power on the internationalization speed of CNV. by the factors of
international experience and entrepreneurship that comes from the UIP
and INV perspectives. In the second half, [ investigated when a CNV
chooses the foreign market entry mode, whether they will follow the
forecast of the UIP or INV perspective. The methodology study is as
follows: First, I established a theoretical research framework of
internationalization speed and entry mode choice of a CNV through
archival analysis, and then I identified and confirmed this framework
with empirical analysis. Then I created a survey and case observation.
Finally, I compared explanation power of internationalization of CNVs
between the two perspectives.

The main findings of this study are: 1) The traditional (UIP)
perspective is still applicable in a CNV case. The international

experience of members of a Top Management Team (TMT) had a key
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role in the process of internationalization of CNV, this is an essential
tenet of the UIP perspective. When CNVs select foreign market entry
modes, they followed the UIP viewpoint in a certain sense. 2) The new
(INV) perspective is necessary; the start-up time for an international
business by a CNV is short. Entrepreneurship is an important factor in
the internationalization of a CNV. However, based on the study, the two
perspectives should undergo modification. Action-oriented members of
TMTs should be considered by the UIP perspective, and INV perspective
should explain how to overcome international barriers during the initial
period.

This research is an initial study. There are some limitations, for
example, the sample is not enough, there maybe some bias about the
procedure and instrument. In future study, it is necessary to extend the
study by conducting a further empirical test, more research should be
done to examine any additional factors that might have an influence on
the internationalization of SMEs. Furthermore, the investigation might
be extended to domestic and international SMEs in order to compare the

behavior of domestic and international firms.

Key word: SMEs’ internationalization, Uppsala Internationalization
Process perspective, International New Ventures
perspective, Internationalization speed, Foreign market

entry mode
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Chapter 1 Introduction

1.1 Background

Due to the current advancement in information and communication
technologies and the tendency towards globalization of markets, a
growing number of small and medium- sized enterprises (SMEs) have
begun to operate abroad. For example, the comparative ratio of SMEs
involved in foreign direct investment (FDI) is increasing rapidly (Acs,
Morek, Shaver, and Yeung, 1997). Furthermore, international mergers
and acquisitions (M&A) by SMEs has seen a growth in activity.

Chinese SMEs have begun to play a critical role in Chinese economy.
In the future, if China does not rely on the collective growth of the SME
sector, her economy will not improve. To encourage wealth and to secure
greater international competitiveness, the Chinese government is
concentrating their attention on |encouraging the development of
international business by SMEs. To cope with the changing environment,
the orientation towards international involvement is a necessary choice
for Chinese SME:s.

Internationalization is a critical factor in the era of global management
and participation is recommended to SMEs and multinational enterprises
(MNEs). However, an internationalization process entails risks and the
investment of resources. International expansion involves risks

(Zacharakis,1997), including political instability in the target market,



expropriation, social wunrest, fluctuating exchange rates, poor
infrastructures, host government regulations, differing languages, norms,
religions, and legal systems. MNEs are able to successfully handle most
of these risks because they have strong information networks. But
because of limited recourses, and lack of international knowledge and
experience, is the early stages are very difficult for the new ventures
when starting international operations.

Previous comparative analyses studies were conducted on traditional
MNEs which focused on the internationalization process of SMEs in
terms of traditional theories. The most popular traditional theory for
internationalization of SMEs is the Uppsala Internationalization Process
(UIP) theory presented by Johanson and Weidersheim-Paul (1975) and
formalized by Johanson and Vahlne (1990). This is one of the most
widely referenced models for explaining the development of a firm’s
international activities. The assumption of the UIP perspective is that the
internationalization process of firms is an incremental process. The
model assumes that lack of knowledge is an important obstacle to the
development of international operations, and that the necessary
knowledge can be acquired mainly through operations abroad; the
process is reciprocal.

Knowledge is divided into objective knowledge and experiential
knowledge. Objective knowledge is acquired through standardized
methods of collecting and transmitting information, i.e., market research,
and can easily be transferred to other countries and replicated by other
firms. A critical assumption of the UIP theory is that objective

knowledge is of minor importance in a firm's internationalization



process. Experiential knowledge is viewed as a driving force in the
internationalization process (Johanson and Vahlne 1977). Experiential
knowledge is country-specific and cannot be transferred between firms
or business units. Accumulating experiential knowledge is costly
(Erikkson, Johanson, Majkgard & Sharna, 1997).

From the UIP angle, international expansion of firms is related to the
psychic distance. Psychic distance, the dominant concept in this study, is
defined as factors, such as differences in the language, culture, political
systems, and level of education, which prevent or disturb the flow of
information between firms and markets. The change in market distance
occurs fairly slowly. The psychic distance between the home and foreign
markets affects market selection as well as the choice of entry mode.
Firms with little experience of foreign markets prefer those that are
similar to their own domestic market and that are located at a short
psychic distance. As firms accumulate knowledge, the influence of
distance on choice of entry mode proportionally decreases.

The UIP theory introduced three decades ago still influences
international business studies. In 1994, Oviatt & McDougall published
the paper “Toward a Theory of International New Ventures” in the
Journal of International Business. They put forward the International
New Ventures (INV) theory and emphasized that recent technological
innovation, efficiency of international communication and transportation,
and the presence of increasing numbers of people with international
business experience can enable firms to skip stages of international
development. They mentioned that since the late 1980s, the popular

business press has been reporting, as a new and growing phenomenon,



the establishment of new ventures that are international from inception.
Furthermore, expansion of this type of firm is mostly characterized by
fast internationalizing character and high export involvement.

Since the late 1980s, some international new ventures have an
international vision from the outset, and are able to pool resources from
multiple countries to meet the demands of markets that are inherently
international. The founders of LASA Industry Inc., for instance, are
American, Swiss, and French; the company was funded by a European;
the operational headquarters and research and development (R&D) are
located in the United States; while marketing is managed from France
and finance from Switzerland. IXI Limited is a British venture. The
founder and chairman had previously worked for a British computer
company that failed. Through his work in that company’s Boston and
Canadian operations he became aware of the needs of the North
American market. When he started 1XI, his initial strategy was to target
the United States, then Japan, before moving back into the United
Kingdom. Foreign subsidiaries were set up in the United States and
Japan; only after establishing itself in both those countries did IXI turn
its attention to its home country, and then to mainland Europe. These
firms’ internationalization speed and entry mode decisions were not in
line with UIP theory (Oviatt & McDougall, 1994) .

Just as the rapid internationalization phenomenon is a universal
phenomenon that exists in many countries and industries, in China, there
have been a lot of SMEs that started international business from birth.
They have huge differences with traditional firms in the

internationalization pattern.



Despite the fact that Qingdao Kingking Applied Chemistry Company
Limited is just a private enterprise producing candles, it creates the
legend that “three exported candles reap the profit of a big screen color
television”. When President Chen Suobin first started the business he
was producing art craft glassware. When he discovered that clients
bought candles from other sources to match his products, he struck the
idea of producing candle products. Kingking’s R&D department keeps
working on new products and invented a new kind of wax, a jelly wax
that is highly clear, odourless, hazard-free and long lasting when
burning. In fact such a candle can burn up to 20 times longer than
ordinary candles but still costs the same as ordinary candles. They also
produce candles that are crystal clear, and “magic candles” that can
change color and smell when burning. Taking advantage of the low cost
of domestic manpower and materials, they are able to sell their products
globally and have become the first enterprise in China to market through
the Walmart chain stores with their own brand name “Kingking”. They
took the international market first and have sold their products in over
100 countries. Their first domestic| store was opened in 2001; hence,
demonstrating a distinctly unique development trajectory.

During my study on relevant topics, I have noticed some phenomena
of faster internationalization of new ventures in China. The following are
some cases.

(D Ningbo Smal Import and Export Company Limited is a producer of
small household appliances such as hair dryers, electric water heaters,
etc. The President, Mr Pan, was handed a bankrupt leather factory in

1995. Immediately, he changed the products, gearing towards



international markets. His first choice was to produce hair dryers and to
target the European market because Europe was the first area to sanction
Chinese electric products. Owing to the low production cost, innovative
styles and good quality, their products took a large share in the European
market and 40% of the Australian market,. In 1998, Smal was authorized
to export directly and reached an export figure of US $5.07 million. This
number increased steadily from US $10 million in 1999 to US $15
million in 2000, US $22 million in 2001, and US $30 million in 2002.
Currently, almost all their products are sold in the global market. Smal’s
advantages are as follows: flexible administration (logistically, cost wise,
and human power wise), labour intensive expertise, style and quality
control. Recently, they established a Hong Kong office to take advantage
of Hong Kong’s tax benefits and international geological location. We
can see that decision maker’s personality influences globalization and
that judgement plays an important role in the internationalization of an
enterprise.

2 Home Accent (Suzhou) Company Limited, headquartered in
Washington DC, United States, was established in 1995 as an
independently operated daughter company of Pacific Trade International
Inc.. According to General Manager Ms Xu, the company started
exporting from the very beginning, and has been producing candles and
candle holders ever since. Their annual export is currently over US$ 10
million comprising of 70% candles and 30% candle holders. They started
domestic sales in 2002 and were 100% in the international market prior
to that. Their brand name is Chesapeake Bay, named after a beautiful bay

in the DC area, and their products are sold in quality stores. Their



fragrances are imported from the US and they produce candles with 50%
fragrance and 50% wax. They have established themselves as leaders in
the trade and produce of high end products. Compared with
international competitors, their products have lower prices. They also
provide tailored services and have lower production cycles. According to
Ms Xu, they will develop the European market, and will produce their
own brand name “Botanical” for domestic sales.

Therefore, should we establish a new theoretical perspective to
explain this internationalization phenomenon of Chinese new ventures

(CNV) or should we still use traditional perspectives to explain it?

1.2 Research Purpose & Question

After more than 20 years of economic reforms, China has attracted a
large amount of foreign capital and accordingly there is quite a lot of
research on the FDI of foreign multinational companies (MNC) in China.
So far, some SMEs in China have aspired to international business and
already possess related qualifications for “going abroad”. Moreover, with
Chinese accession to WTO, the country has already reached a new era
when it should shift its policy focus from “attracting FDI” to “both
attracting FDI and going abroad”. Accordingly, domestic enterprises in
this country also need internationalization in order to cope with the new
competitive environment. Consequently, is it possible for enterprises in
China, especially SMEs which constitute the majority of Chinese
enterprises, to operate successfully in foreign countries? How could we

promote the process of their internationalization? Currently, research in



such areas is relatively weak both inside and outside China.

Based on previous studies, we can see that the rapid
internationalization of new ventures is a universal phenomenon that
exists in many countries and industries. The studies on the phenomenon
are also very rich. But, it is hard to see related research on the
internationalization of CNV. A close look at internationalization of CNV
will reveal the following features:

1)  The interval between the inception of firms and the time they
start their first international operation is very short.

2)  The pattern of internationalization of CNV is different from that
of the traditional firms.

3)  These firms are not only high-technology industries but also
traditional industries.

Can the change in international business environment be explained by
INV perspective that was put forward by Oviatt & McDougall (1994)?
Actually, international new ventures have existed for centuries. The
famous East India Company was chartered in London in 1600. In the
early 19" century Sweden, some |firms’ manufacturing was located
abroad. For example, SKF, established in 1907, began with sales in their
home country and later sold to foreign countries in 1910. Swedish Match
also seems to have been an international new venture at its founding in
1917. But this phenomenon does not follow the UIP perspective. Now,
faced with the increases in the speed, quality, and efficiency of
international communication and transportation leading to reduced
transaction costs; the increasing homogenization of many markets; the

increasing numbers of people with international business experience; and



the increasing international financing opportunities, the UIP theory needs
more than a minor adjustment.

Hence, the purpose of this study is: to test whether the
internationalization of CNV operates in accordance with the forecast of
the UIP or INV perspective.

Based on the research background and purpose mentioned above, the
questions we want to ask are:

1)  Which theory can be applicable to analyze internationalization
phenomena of CNV? Is it UIP perspective or INV theoretical
perspective?

2)  What factors affect the internationalization speed and entry
mode choice of CNV? Can the speed and entry mode choice be analyzed

accord to the forecast of UIP or INV perspective?



Chapter 2 Internationalization
Theories of SME

Based on a thoughtful and critical review of related literature, this
chapter aims at building a theoretical framework for the next chapter.
While seeking, through the review of literature, to learn how others have
delineated similar problems, it is our intention to ensure that this

research does not duplicate what others have already done.

2.1 Traditional Perspectives on Internationalization of
SMEs

2.1.1 General Traditional Theories

Theoretical perspectives on a firm’s internationalization can be
divided into three groups (Bang, 1992). The first group is the Economic
Perspective. In this perspective, |international behavior in a foreign
market is decided by cost, which depends on the level of international
business interaction. The second perspective is the Business Strategy
Perspective. The last one is the Procedure Perspective, which focuses on
incremental learning and commitment by business experience in the

local market.

(1) Economic Approach
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The review of international economic development literature identifies
two strands of research; the first attempts to explain international trade
patterns as they were, while the second strand centers on explaining the
growth and composition of foreign investment. The main reason for
disintegration is the fact that international trade (exporting) and foreign
investment were considered as alternative options of international
activity for the same firm. In reaction to the limitation of international
trade theories and their focus on transactions between nations, three
economic schools of thought, internalization, transaction cost and
eclectic theory, were developed to explain the internationalization of

firms.

(D Transaction Cost Theory

The transaction cost theory (Williamson, 1985), positing that firms
internalize those activities that they can perform more efficiently and
outsource others that external providers can perform at a lower cost, has
been used extensively to study the efficiency of international market
entry strategies (Anderson and Gatignon, 1986; Erramili and Rao, 1990).
According to this theory, the overriding goal of the firm is to minimize
transaction costs. Assuming that the markets are competitive, the
transaction cost theory does not address the issues of competencies and
market uncertainty directly, but presumes their impact on entry decisions.
Furthermore, as this theory is specifically applicable to multinational
corporations involved in direct investment, it has been regarded as of

limited relevance for firms considering various kinds of cooperative
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agreements. Notwithstanding these limitations, the logic underlying
transaction costs has served as a foundation for developing new theories.
Transaction cost theory has been widely used in studying international
business (Zacharakis, 1997). The majority of these studies focuses on the
question of whether these firms should directly enter the target market
with a wholly owned subsidiary or pursue some other entry strategy,

such as joint venturing, licensing, or some other hybrid relationship.

@ Internalization Theory

In the international business literature, the market imperfection
approach to FDI is typically referred to as internalization theory (Hill,
Hwang and Kim, 1990). Internalization theory is recognition of market
imperfections that prevent efficient international trade and investment. It
shows that the multinational companies have lace developed in response
to government regulations that mnegate the theoretical rational
explanations for free trade and private foreign investments explanations
of international trade and investment. The process of internalization
permits the firms to overcome the externalities resulting from such
regulations. Market imperfections force transaction costs onto the firms
conducting multinational business, and to avoid inefficient transactions
of the open market, MNCs opt for vertical integration, thereby
internalize their operations within the organization. Williamson (1975)
argued that these market imperfections are due to two environmental
conditions: uncertainty and a small number of market agents. When the

costs associated with transacting with market intermediaries are higher
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than the costs associated with executing the transactions within the firm,
the firm will choose to execute these transactions internally. In summary,
the theoretical literature on firms suggests that by exploiting product and
factor market imperfections and by internalizing transactions, firms
improve their performance by multinational diversification (Mathur,

Singh, and Gleason, 2001).

® Eclectic Theory

For past two decades, the main attention of FDI theory has been
focused eclectic theory, which picks up ideas from various fields and
combines them into a broader theory of FDI. The motivation for firms to
invest abroad is sometimes complex, thus it is pretty difficult to present a
universal "General Theory" for explaining all factors. However, there are
still some economists who attempt to summarize a comprehensive theory
for FDI. The Eclectic Theory of FDI developed by John H. Dunning
(1980, 2000), professor emeritus at the University of Reading (UK) and
Rutgers University (U. S.A), is one of the most well-known FDI theory.
He considered firms engaged in FDI to possess the three advantages:

The Ownership Advantages (Firm Specific Advantages) addresses the
“why” question, why a multinational enterprise want to invest abroad?
The companies shall possess one or more firm specific advantages,
somehow they are intangible and transferable within a multinational
cooperate, such as brand image, technology, core value and economies of

scales.
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The Location Advantages (Country Specific Advantages) addresses
the "where" question, “Where is a multinational enterprise's favorable
location to move in?” The selection of investing in a foreign country
rather depends on a complex combination that includes -cultural,
economic, social and political factors.

The Internalization Advantages addresses the "How" question, “How a
multinational enterprise enters a foreign market?” The entry mode could
range from simply exporting goods or licensing a foreign distributor to

the hierarchy or wholly owned subsidiary.

(2) Business Strategy Approach

The business strategy approach is based on the idea of pragmatism,
with the firm making trade-offs between a number of variables in its
decision to internationalize and the methods it adopts to do so. Reid
(1983) argues that foreign expansion is contingency based and results
from a choice among competing expansion strategies that are guided by
the nature of the market opportunity, firm resources and managerial
philosophy. Root (1988) and Turnbull and Ellwood (1986) discuss the
factors which should be evaluated using this approach, which, for market
selection include market attractiveness, psychic distance and
accessibility and informal barriers, while the choice of organizational
structure to serve the market will be dependent on these market
characteristics as well as company specific factors such as international
trading history, size, export orientation and commitment (Turnbull and

Ellwood, 1986). Porter (1986: 9-39) adds the number of competitors in
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the market as a key factor affecting market entry.

(3) Procedural Approach

The Stage Model dominated all other approaches toward explaining
internationalization. It is also called the Uppsala model because of the
origin of its developers, namely Johanson and Wiedersheiui-Paul (1975)
and Johanson and Vahlne (1977). Their approach is based on
organizational learning processes. The attitudes of the organization
towards risks, costs and benefits of foreign market commitment have
considerable effect on its involvement in internationalization. With
growing market knowledge the firm is going to widen its international
involvement and proceed through certain stages. Each stage represents a
higher degree of internationalization. At the same time, as the market
knowledge increases, the internationalizing firm successively ventures
from those countries that have close geography and psyche to remote
ones. Therefore, similar to Vernon's (1966) approach, the stages model

postulates an incremental and sequential internationalization process.

2.1.2 Uppsala Internationalization Process Theory (UIP)

The most popular traditional theory for internationalization of SMEs is
the Uppsala internationalization process theory. The original model was
developed in the 70s by Johanson & Wiedersheim-Paul (1975) and
Johanson & Vahlne (1977). Thus, in this study, the UIP is where the most

important issues are discussed.
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Based upon the findings of several studies on the international
operations of four Swedish firms, Johanson & Wiedersheim-Paul (1975)
conceptualized the internationalization process as an incremental process
involving four stages: no regular export activities, export via
independent  representatives  (agents), sales subsidiary, and
production/manufacturing. This study was developed on the basis of the
following assumptions: 1) The firm is developed in the domestic market,
2) The internationalization is the consequence of a series of incremental
decisions, 3) The term international refers to either an attitude of the firm
towards foreign activities or to the actual carrying out of activities
abroad (behavior).

According to Genpa (2000), the hierarchy of effects model states that
the behavior itself (here, export behavior) is normally preceded by the
two cognitive stages of awareness (knowledge/beliefs) and attitude
(evaluation) . In fact, the attitudes are the basis for decisions to undertake
international activities that will be [influenced by the experience from
international activities. The time order of such establishment is related to
the “psychic distance”, which is the psychological distance imposed by
differences in language, education, business practice, culture and
industrial development that prevent the flow of information between the
home and the host countries. The incremental character of
internationalization is related to lack of knowledge about foreign
countries and propensity to avoid uncertainty.

Furthermore, based on the behavioral theory of the firm (Penrose’s
1959) theory of the growth of the firm, Johanson and Vahlne (1977)

developed a theoretical model to explain the internationalization process
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of the firm. This model focuses on the development of the individual
firm, and particularly, on its gradual acquisition, integration, and use of
knowledge about foreign markets and operations, and on its successively
increasing commitment to foreign markets (Johanson and Vahlne, 1977).
They have formulated a dynamic model in which the outcomes of one
cycle of events constitute the input to the next. The main structure is
explained by the distinction between state and change aspects of
internationalization variables. The state aspects are market commitment
(resource commitment to the foreign markets) and market knowledge
about foreign markets and operations. The change aspects are decisions
to commit resources and performance of current business activities

(Figure 2-1).

< Figure 2-1 > The Basic Mechanism of Internationalization

State Aspects Change Aspects
Market Commitment
Commitment > Decisions
Market P Current
Knowledge Activities

Source: Johanson & Vahlne (1977, pp.26.)
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Since the model does not try to explain why firms start
internationalization, it is assumed that the firm attempts not only to
increase its long-term profit, which is assumed to be equivalent to
growth, but to keep risk-taking at a low level. The basic assumptions of
the model are that a lack of knowledge is an important obstacle to the
development of international operations and that the necessary
knowledge can be acquired mainly through operations abroad (Johanson
& Vahlne,1977). It is assumed that market commitment affects both
commitment decisions and the way current decisions are made, and that
this changes market knowledge and commitment.

A critical assumption is that market knowledge, including perceptions
of market opportunities and problems, is acquired primarily through
experience from current business activities in the market. Though
experiential market knowledge generates business opportunities that
consequently are a driving force in the internationalization process, it is
also assumed to be the primary way of reducing market uncertainty
(Johanson & Vahlne, 1990). While the experiential knowledge is
considered unique to the company, the objective or general knowledge is
considered as a public good that could be transferred at little or no cost.
Lack of knowledge and resources is also considered as the most
important constraint to internationalization.

A distinction is made between state and change aspects of
internationalization. The state aspects of internationalization are market
commitment and market knowledge; the change aspects are current
business actives and commitment decisions. Market knowledge and

market commitment are assumed to affect decisions regarding
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commitment of resources to foreign markets and the way current
activities are performed. Market knowledge and market commitment are,
in turn, affected by current activities and commitment decisions. Thus,
the process is seen as causal cycles.

The model implies three exceptions regarding the small steps in
additional market commitment: 1) when firms have large resources, then
the consequences of commitments are small; therefore, large firms with
surplus resources can take larger internationalization steps; 2) market
conditions are stable and homogenous, so market knowledge can be
gained in ways other than through experience, and 3) firms have
considerable experience from markets with similar conditions, which
enables them to generalize the experience.

Another characteristic of the model is that the firm is viewed as a
“loosely coupled system” in which different actors have different
interests and ideas for development and problem solving. Thus, the
model expects that the internationalization process, once started, will
tend to proceed regardless of whether strategic decisions in that direction
are made or not.

This theoretical model explains two patterns at the operational level.
The first pattern is that the firm’s engagement in the specific country
market develops according to the establishment chain (Johanson &
Wiedersheim, 1975) that indicates an increasing commitment of
resources to the market. The second pattern implies that firms enter new
markets with successively greater psychic distance

Taken together, the UIP theory identifies certain explicit and implicit

assumptions and factors that carry the process forward (Table 2-1).
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<Table 2-1> Influential Factors and their roles in the use of UIP

theory

Features Influential Factors

. . Large, Complex organization,
Representative Firms .
Developed in local market

. . Long-term profit increase,
Firm striven . .
Keep risk-taking at a low level

The time order of entry Psychic distance

Commitment decisions Perceived problem or opportunities

Lack of experiential knowledge,
Constraints Lack of resources,
Market Uncertainty

2.2 New Perspective on Internationalization Theory of
SMEs

For several decades, these perspectives provided the suitable
framework for analyzing and understanding the internationalization
process of firms. However, because business environments and
technology developments change, these traditional theories have to
provide theoretical background for explaining new internationalization
phenomena.

To describe the phenomenon of firms, that venture internationalization
shortly after their inception, many terms have been coined. These

companies were first called: innate exporters (Ganitsky 1989), then born
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internationals (Ray 1989), subsequently, infant multinationals (Lindqvist
1991) and high-technology start-ups (Jolly et al. 1992). Further proposals
were the terms: global start-ups (Oviatt and McDougall 1995), instant
internationals (Litvak 1990; McAuley 1999; Preece et al. 1999) and
international entrepreneurs. Enjoying the most frequent usage, however,
are the names: born global (Rennie 1993; Knight & Cavusgil 1996;
Moen 2002) and international new ventures (Oviatt & McDougall 1994;
Bloodgood et al. 1996; Zahra et al. 2000). While the terms born global
and international new ventures may be the most popular, they also are

the most provocative.

2.2.1 Born-Global Perspective

“Global” implies that a company is present in and operates from
various locations. Born Global was coined in a survey for The
Australian Manufacturing Council by the consultants McKinsey, and
Rennie (1993). The history of the concept will be discussed later, but the
consequences of the discovery of this new type of exporter are clearly
stated by Tamer Cavusgil (1994) in the first scholarly article about Born
Global firms:

There is emerging in Australia a new breed of exporting companies,
which contribute substantially to the nation's export capital. The
emergence of these exporters though not unique to the Australian
economy, reflects 2 fundamental phenomena of the 1990s: 1) Small is
beautiful. 2) Pattern of internationalization is rapid.

Amongst the Born Global firms in Australia are several high-tech
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firms, but the typical firm uses well-known technology. A characteristic
of the firms is that they have experienced higher growth rates than other
industries in Australia and a large growth in their export compared to
their home-market sales. A major factor in the explanation of the
phenomenon, Born Global, in McKinsey report is the management’s
commitment to internationalization — an explanation also found in later
research, e.g., Rasmussen et al. (2001). Another major factor is the firm’s
ability to standardize production, marketing, etc. in a global niche
instead of, as expected, developing customized products. Cavusgil (1994)
interprets the McKinsey report as “gradual internationalization is dead”,
even the smallest firm, has access to information about the export
markets and can begin to export right from the birth of a new firm. With
a few years delay the scientific world discovered the Australian results
and began to draft similar research on Born Globals in different countries,

e.g., Madsen & Servais (1997) and Knight & Cavusgil (1996).

2.2.2 International New Ventures Theory

In reaction to the focus of internationalization studies on large
multinational companies and growth of international new ventures Oviatt
& McDougal (1994) developed a theoretical framework to define and
describe the internationalization of the new ventures. They explained
how international new ventures fit within the theory of MNE. Within this
perspective an international new venture is defined as “a business
organization that, from inception, seeks to derive significant competitive

advantage from the use of resources and the sale of outputs in multiple
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countries”. According Oviatt & McDougal (1994), in keeping with
Buckley & Casson’s (1989: 55-79) definition of the multinational
enterprise, the definition of the international new venture is concerned
with “value added, not assets owned”.

This model is based on transaction cost analysis, market imperfections
and internalization theories that explain the MNE. The model also
incorporates recently developed ideas from entrepreneurship scholars
and strategic management scholars about how competitive advantage is
developed and sustained. The distinctive feature of this model is its focus
on the age of firms when they become international, not on their size.

With respect to the “large size” advantage in MNE theory, they
explained that despite the fact that size is the main firm-specific variable
for multinationals, sustainable competitive advantage is increasingly
recognized to depend on the possession of “unique assets”, not size.
Therefore, the unique assets along with dramatic reduction of transaction
costs of multinational interchange shorten the internationalization
process of new ventures. The theoretical framework suggested by Oviatt
& McDougall (1994) includes boxes that show sets of economic
transactions that are of particular interest and arrows that represent
elements that distinguish a subset from a larger set of transactions

(Figure 2-2).
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<Figure 2-2> Necessary and Sufficient Elements for Sustainable

International New Ventures

Element 1:
Intemazlization
of zome
Transactions

New Ventures
Orzanizations rzanizations
1
= |

Econonre Transactions

Element 4:
Unigue
Resources

Element 3:
. . . Foreign
Location

Advantage NV

* Sustainable

Source: Oviatt & McDougall (1994, pp.54.)

The framework begins with Economic Transactions, Element 1:
Internalization of some Transactions distinguishes transactions that take
place in an Organization from those that are governed by markets. The
first arrow explains how a lack of resources results in internalization or
possession of a smaller percentage of the resources. Element 2:
Alternative Governance Structure separates transactions associated with
New Ventures from those associated with established firms. It shows that
instead of internalization, new ventures can use hybrid structures such as
licensing, franchising and networking as a more powerful
resource-sharing alternative to both internal control and market control

over the exchange of resources. Element 3: Foreign Location Advantage
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distinguishes transactions associated with International New Ventures
(INV) from those that constitute new ventures. The great mobility of
knowledge provides the location advantage that result in differentiation
or cost advantages for MNEs and INVs. These advantages enable them
to overtake the advantageous firms in many countries simultaneously.
Finally, Element 4: Unique Resources distinguish the subset of
Sustainable International New Ventures from short-lived firms. The last
arrow refers to Unique Resources such as knowledge that create
sustainable competitive advantages. Therefore, the model suggests that
INV must limit the use of knowledge by outsiders in many countries to
sustain its competitive advantage. It is more focused on control of

sustainable competitive advantage, especially unique knowledge.

<Table 2-2 > Influential Factors and their roles in the use of INV

theory
Features \ ’ntial Factors
International Perfect information,
Decisions Rational optimization
. Competitive advantage,

Commitment .

. Unique resources
Decisions X :

Foreign location advantage

International Protects firms against uncertainty,
Control Reduces transaction costs
International Entrepreneurship
Obstacles
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As discussed above, the theoretical roots of INV were transaction cost
theory, internalization theory, the entrepreneurship theory and the
strategic management theory. Therefore, its assumptions are a
combination of assumptions of these theories. In addition to factors
explicitly indicated in the model, Oviatt & McDougall (1994) explained
that the sustained competitive advantage depends on factors stated in

Table 2 -2.

2.3 Comparison between UIP and INV perspectives

Among theories about internationalization of firms, Uppsala
Internationalization Process (UIP) perspective is the most applicable
theory for internationalization of new ventures, because the UIP
perspective shows more specific features on the early stages of
internationalization by firms than other theories (Choi & Kim, 2002).
Autio and Sapienza (2002) looked at the similarities and difference
between the UIP perspective and the INVs internationalization.

Table 2-3 shows some |comparative characteristics of
internationalization process of new ventures. Most of all, in the initiation
stage of internationalization it is supposed that INVs are active to find
out business opportunities in foreign markets, because they have quite
enough information about foreign markets. On the other hand, in the UIP
perspective firms are supposed to react to unexpected and unsolicited
export orders. This implies quite serious different situations of firms
between 1970s and 1990s. In the 1970s, firms, especially new venture

firms, suffered from a lack of information and knowledge in the foreign
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market. So they had to react passively to business opportunities in the

foreign market. However, in the 1990s, INVs obtained various kinds of

information and knowledge of the foreign market, because of the

development of transportation and information technology such as

transport by airplane and the Internet.

< Table 2-3 > Similarities and differences between UIP and INV

Perspectives
Features UIP perspective INV perspective
Swedish manufacturing; | Knowledge-intensive firms;
Origin ) .
SME:s in 1970s in mid-1990s
Behavioral theory; Entrepreneurship;
Theoretical roots Theory of firm growth Knowledge-based view of

firm

Initiation of

Firm reacts to

Firm proactively embraces

unsolicited export International
Internationalization .

orders growth opportunities

Gradual resource | Entrepreneurial vision;

Regulators of The

commitment; Regulated | Endowment of mobile
Internationalization iy . . g

by experiential learning | knowledge-intensive
process

resources

Slow; incremental; Rapid, Born global
Pattern of i 1

Toward increasingly;
Internationalization

Complex modes

Source: Autio and Sapienza (2002, pp.420.)
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Furthermore, entrepreneurs in the 1990s secured more experience and
information of the foreign market than entrepreneurs in the 1970s.
Madsen and Servaris (1997) suggested that tremendous human resources
from MNE are a pool of INV establishments. They are trained in the
global business environment and accumulate knowledge and know-how
of doing business in the foreign market. Thus, entrepreneurs in the 1990s
can react aggressively to business opportunities and changes in business
environments.

The differences in the two perspectives are clearly seen in the patterns
of internationalization process. Entrepreneurs in the 1970s, who suffered
from a lack of information and know-how for implementing business in
a difference culture and business environments had to overcome their
weakness through practical business experience in the local market.
Thus, their pattern of internationalization had to be slow and
incremental. However, entrepreneurs in recent years can actively drive
forward their foreign business because they have quite accurate
information and knowledge for decision making in the foreign market.
So, they can show their very rapid and daring internationalization is a
new phenomenon, similar to the “Born Global” theory. (Knight and
Cavusgil, 1996; Madsen and Servais, 1997).

Firms face three interlocking questions with regard to international
expansion: when to enter (period of first entry), how to enter (mode of
entry), and what market to enter (entry location)(Gaba & Pan, 2002). By
comparison of UIP and INV Perspectives, we can find some differences

between UIP and INV perspectives as shown in Table 2-4.
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<Table 2-4> Critical Differences between UIP and INV perspectives

UIP perspective INV perspective
Speed Long period Short period
Evolution; From .
Entry ) Revolution;
low-commitment to .
Mode ) i Hybrid structures
high-commitment
Market .. . .
. Psychic distance Foreign location advantage
Selection
Key Experiential knowledge; | Entrepreneurship;
factors Psychic distance Foreign location advantage

Recent research into the international expansion of SMEs suggests the
growing importance of a different and more rapid process of
internationalization. Earlier studies focused on the prevalence, sequence,
trade-offs, and effectiveness of different modes of entry; research on the
speed of first entry has received relatively little attention. But we can
easily see that the important characteristic of new ventures is
acceleration; in other words, rapid internationalization speed is the issue
we must pay attention to. Issue on selection of foreign market entry
mode has been the most popular and critical one in the international
business field. In the global-integrative background, due to the
development of transportation and information technology such as
transport by airplane and Internet, the psychic distance is of little
importance in the selection of foreign markets.

From table 2-4, we can see that the UIP perspective uses international

experience knowledge to explain internationalization speed of
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enterprises. From the UIP perspective, a lack of international experience
knowledge is an important obstacle to the development of international
operations, and the necessary knowledge can be acquired mainly through
operations abroad; the process is reciprocal. The INV perspective put up
some new view for firms’ internationalization. The INV perspective
made up for the shortcomings of Uppsala, since a firm can start
international operations from its inception. The UIP perspective
emphasizes that firms need to develop over a long period and choose a
country whose psychic distance is close to start its internationalization
process. But INV was still imperfect, as firms need to bear the risks
involved in the internationalization process. The UIP perspective
assumes that the obstacles of a firm in the internationalization process
are a lack of experiential knowledge and resource constraints. Although,
the INV perspective showed us the importance of entrepreneurship
during the initial period of internationalization, it overlooked the issue of
ways to overcome international barriers during this period. This is
exactly the essence of the UIP perspective.

The UIP perspective, which gives emphasis to the gradual entry
mode of firms in a foreign market, has been accepted as a powerful
framework for explaining market entry mode choices. The UIP
perspective insists that a firm has to select a low commitment level of
entry mode, such as export in the early stage of business operation.
However, theorists in the INV perspective insist that INV does not
follow an incremental stage model any more. Because INV has limits on
the amount and source of resources in comparison with established firms,

the new ventures can use hybrid structures such as licensing, franchising
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or networking as an alternative to internal control and market control

over the exchange of resources.
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Chapter 3 Characteristics of
Internationalization of CNV

Though various papers exist and different perspectives are employed,
a unified framework for internationalization speed and entry mode
choice is needed. There is the need to determine the factors that affect
the internationalization speed of CNV, and the theory that can be
employed to analyze internationalization phenomena entry mode choice
of a CNV — from the UIP perspective or the INV theatrical perspective.

The related hypotheses are developed as follows:
3.1 Critical Issues on Internationalization of CNV
3.1.1 Internationalization Speed

The ability and thinking of founders, environmental influences, and
industry conditions are believed to be prime factors determining the
speed of international involvement. Some scholars see all these
influences as mediated by the perceptions and decision making of the
entrepreneurial actors (Oviatt, Shrader, & McDougall, 2004). It is
important to resolve the form of these relationships among the
environment, industry conditions, and entrepreneurial actors to achieve a
better understanding of how international opportunities are discovered,
enacted, evaluated, and exploited in an accelerated manner. There may

be a performance advantage in rapid internationalization (Autio,
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Sapienza, & Almeida, 2002). That is, the earlier in its history that a firm
internationalizes, the faster it seems to grow. Thus, it is fundamental to
explain why some new ventures’ behavior crosses national borders with
greater speed than others.

The first study of factors which influence the speed of
internationalization of firms was conducted by Lindqvist (1991). On the
basis of 15 case studies and 95 questionnaires the speed of
internationalization of the young technology-based Swedish firms are
analyzed. The study comes to the conclusion that the speed of
internationalization of a firm is particularly dependent on the
international experience of its managers, the availability of loan capital
and the technology intensity of its products. The study of Reuber &
Fischer (1997) analyzes the influence of international experience of the
top-management team on - internationalization speed by using
questionnaire data of 49 Canadian software firms. They find that firms
with a higher international experience rather use strategic partnerships
and sooner begin to export into foreign markets than firms whose
top-management team-members only possess a little international
experience. Also relevant are the findings of Bloodgood, Sapienza and
Almeida (1996) that the international experience of a top management
team (TMT) was related to the degree of internationalization of New
Ventures. Thus, in explaining the rapid internationalization of CNV, we
must consider the role of the TMT’s experience.

Global vision and competitor orientation are characteristics of the
management in most literatures relating to psychological factors with

international behavior. The study of McAuley (1999) on the
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internationalization process of 102 Scottish firms from the arts and crafts
sector shows that personal and psychological factors of the manager are
key factors responsible for rapid internationalization. And he examine
the influence of firms’ global orientation and competitor orientation on
both internationalization decision and dimensions (speed, scope) in
established companies. Specifically, they highlighted the existence of a
positive relationship between the two factors and internationalization
speed. Based on a sample of 155 Spanish firms, their findings suggest
that global orientation and competitor orientation influence positively the
firms’ propensity to internationalize their activities. Their results also
show that the firms’ global orientation and competitor orientation
enhance a rapid internationalization decision. Probably the most
important characteristic associated with success is that the founders of a
global start-up loosen the ties that bind their business thinking to a single
country or culture (Oviatt & McDougall,1995). As this study focuses on
the internationalization speed, it 'is more appropriate that global
orientation and competitor orientation are considered as moderators that
will have significant effects on the relationship between the firm’s
characteristics and the internationalization speed of CNV.
Entrepreneurship researchers have long acknowledged the importance
of the external environment on the various strategic choices of a firm
(Boyd, Dess & Rasheed 1993; Zahra & Bogner 2000). From the UIP
perspective, uncertainty about the environment affects a firm’s
commitment decisions in the foreign market. These firms must develop
from the local market, and is an adoption rational system that learns from

its experience. The INV perspective argues that competition in the
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domestic environment leads to the internationalization of a new venture.
The UIP perspective of internationalization virtually ignores the kinds of
industry forces described. However, Oviatt and Mcdougall (1999)
believe they are powerful determinants of rapid internationalization.
Furthermore, modern industry forces for internationalization are clearly
built on our foundation of knowledge-based, advanced technology. Prior
studies have also focused primarily on high technology industries,
probably because these industries have experienced the highest rates of
growth in the formation of new ventures. Low technology, both in
manufacturing and service industries, have not received as much interest
in international new ventures research, raising the possibility that past
findings do not generalize equally well to all economic sectors. This
study will consider the relationship between environmental factors,
especially domestic market and  industry characteristics, and

internationalization speed of CNV.

3.1.2 Foreign market entry mode of SMEs

From the UIP perspective, the establishment chain has been accepted
as a powerful framework for explanation of market entry mode choice.
This incremental perspective insists that a firm has to select a low
commitment level of entry mode, such as export in the early stage of
business operation. Lindqvist (1991) reported that the preferred entry
modes of the Swedish firms in her sample were direct exporting and
foreign sales through intermediaries such as agents and distributors. In

Bell’s (1995) study of the international operations of Irish, Finnish, and
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Norwegian software firms, 70% of all sales transactions were carried out
through either direct exports or agents and distributors. Few firms
engaged in foreign direct investment, and when this did occur, they were
preoccupied with setting up marketing and sales subsidiaries.

Although new ventures are exploring overseas more frequently, the
research related to this topic has been somewhat ignored (Oviatt and
McDougall,1994). Shrader, Oviatt and McDougall (1999) argue that
different entry modes represent different degrees of resource
commitment and therefore, risks for the firm. They argue that firms
actively manage their risks in international operations by balancing entry
mode risk, country risk, and risk from overdependence on foreign
markets. Their empirical findings on the U.S. firms, that high-risk
countries were entered using low-risk market entry modes and vice versa,
support their theoretical argument. Zacharakis’s (1997) contribution
explicitly deals with the choice of export agents and distributors, as well
as the use of intermediaries, because he claims that direct exporting is
not an appropriate choice for start-ups.

However, theorists in the INV perspective insist that INV does not
follow incremental stage model any more. In their study of 24 INVs,
McDougall, Shane, and Oviatt (1994) found that none of them followed
the establishment chain. They argue that INVs prefer hybrid structures
for controlling the sales and marketing activities. Lindqvist (1991) finds
this type of firms’ internationalization to be like “jumping a threshold”;
that is, when the firms have decided to operate internationally, their
choice of entry modes is not in incremental manner. Thus, this study

aims to find out how CNVs choose their foreign market entry modes,
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whether they follow the establishment chain, from low commitment
level of entry mode (e.g. export) to high commitment level of entry

mode (e.g. FDI) or not.

3.2 Factors on internationalization speed of CNV

Drawing upon comparison between UIP and INV perspectives on the
internationalization speed of firms, the concept of the research is mainly
derived from previous framework and adjusted according to

characteristics of CNV.

3.2.1 International experience

International business experience of the firm has been considered as a
critical factor in internationalization process of the firm. Usually firms
acquire knowledge and know-how through business experience in local
markets, and this experience enhances firms’ ability to do business
activities in foreign markets (Johanson and Vahlne,1977,1990). More
business experience with international partners gives them a better
understanding of each other and it leads to the development of stronger
relationships. This business relationship has an important role in firms’
internationalization process and expansion of the international business
activities of the firms.

However, a new venture starting its first market entries cannot be
expected to have direct organizational ability and capability of

international operations embodied in its processes and routines. A new
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venture has the capability of its management team and the skills its
members bring with them to the new organization. In the case of New
Ventures, the top management team’s (TMT) international capability can
be seen as the organizational capability of the new ventures. The
influence of the TMT on the internationalization of new ventures is
shown in a recent work by McDougall and her colleagues (McDougall et
al. 1994; Oviatt and McDougall 1994), which shows that firms that are
international from birth are typically founded by a team of individuals
with international capability.

The influence of human resources on the process of firm’s
internationalization is considered by the UIP perspective. It predicts that
a firm will move into foreign markets when its decision making system
acquires tacit knowledge of those markets (Johanson & Vahlne, 1977).
The relevant decision making system consists of managers, the culture in
which they are embedded, and the decision making routines of their
organizations. TMT is a key source of competitive advantage for a
venture, since the quality of decisions made by a venture is very much a
reflection of its top management team (Hambrick & Mason, 1984). The
TMT can itself be a critical “intangible” resource stock for a new
venture. Executives working in new U.S ventures who have been
exposed to the international competitive arena may be more likely to
comprehend the dynamics of those markets and be more aware of any
profit opportunities than those who have not. Thus, we expect that the
executive’s previous ability affects his awareness of these opportunities
(Casson, 1998).

In the case of international new venture the TMT’s (or founders)
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international experience can be seen as organizational experience. The
experience of TMT significantly affects firms' internationalization
decision (Carpenter & Frederickson, 2001; Calof & Beamish, 1994).
Because a TMT’s strategic decision is consistent with its cognition,
which is in part a function of values and experience, the team’s foreign
experience is likely to be associated with international strategic moves.
The TMT with more foreign experience may feel more confident to lead
firms into foreign markets. This is important because senior managers’
international experience is positively related to some indicators of firm
performance (Daily, Certo & Dalton, 2000). So, the TMT’s international
experience offers a shortcut to the fast pace of internationalization.

The international experience of the TMT has a positive effect on the
speed of INVs (Lindqvist,1991; Westhead, Wright & Ucbasaran, 2001;
Gaba Pan & Ungson, 2002, Oviatt & McDougall ,2005). In this study,
we note the importance of TMT’s experience such as foreign work
experience, foreign education, and background as they relate to
internationalization, using the perspective of Zahra & George (2005).
Exposure to international markets or market practices significantly
influences the firm's drive to internationalize. These findings are
corroborated by case analyses (Oviatt & McDougall 1995; McDougall et
al. 1996) and empirical studies (Bloodgood et al. 1996; Burgel & Murray
1998).

(1) TMT’s foreign work experience

Prior work experience in international business is arguably the most
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beneficial type of experience for new venture managers seeking to
manage international risks. Such an experience provides managers with
knowledge of foreign markets as well as knowledge of international
business (Knight & Cavusgil, 1996; McDougall et al., 1994). As a result,
this experience can reduce the ambiguity and complexity of pursuing
foreign markets. Thus, internationally experienced managers may be
better equipped to deal with and to more comfortably accept
international risks. Furthermore, managers with foreign experience may
have international social networks that can compensate for an
organization’s lack of established networks and thereby help a new
venture overcome international risks. A TMT that has more foreign
market work experience is more aware of potential market opportunities
and can use its existing skills and competencies to seek resource in new
markets. This can lead to a rapid internationalization of a firm.

Several studies have found empirical support for the importance of
prior international work experience to the internationalization of new
ventures. Of the ten entrepreneurs profiled in Kuemmerle’s (2002) six
case studies of international new ventures, nine had prior international
work experience, leading Kuemmerle to posit that prior international
exposure of entrepreneurs can act as a trigger for the founding of an
international venture. In part, supporting this viewpoint, Harveston’s
comparison of born global and gradually globalizing firms revealed that
entrepreneurs in born global firms had more international work
experience than the entrepreneurs in firms that chose to internationalize

more gradually. This leads to the following hypothesis:
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H1: The longer TMT’s foreign work experience, the faster the

internationalization speed of CNV.

H1-a: The longer average period of foreign work of TMT, the
faster the internationalization speed of CNV.

H1-b: The longer period of members among TMT with the longest
foreign work experience, the faster the internationalization speed of

CNV.

(2) TMT education abroad

Better educated decision makers are expected to be more open-minded
and interested in foreign affairs, and thus should be more willing to
objectively evaluate the benefits and disadvantages of exporting (Garnier,
1982: 113-31). They are also expected to posses more managerial
knowledge and capabilities (Schlegelmilch, 1986), which could enhance
export performance. The educational level of managers has been
associated in past research with their cognitive orientation and
knowledge base. Researchers (Datta and Rajagopalan, 1998;
Wiersemaand Bantel, 1992) have linked high educational attainment
with greater innovation, knowledge, skills and openness to change. TMT
with above average educational level can be expected to possess greater
tolerance for ambiguity, be more receptive to changes and have the
knowledge base and competencies required for systematically seeking
new opportunities and for evaluating multiple options. While TMT

characterized by high levels of education can at times engage in
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excessive  analysis to the detriment of decision-making,
information-processing capabilities associated with higher educational
levels can be expected to be advantageous for firms seeking international
diversification.

Bloodgood et al., (1996) found that a positive relationship exists
between managers receiving education outside the USA and a new
venture’s international expansion. Because the TMT members have
foreign education experience, they may be more aware of international
issues and may be more inclined to view international opportunities
favorably. This can lead to rapid internationalization. Burgel & Murray
(1998) argued that a higher percentage of managers of companies that
internationalized received education abroad than those of start ups that

did not internationalize. This leads to the following hypothesis:

H2: The longer TMT’s education abroad experience, the faster the

internationalization speed of CNV.
H2-a: The higher percentage of members among TMT who have
education abroad, the faster the internationalization speed of CNV.
H2-b: The longer average period of education abroad of TMT, the
faster the internationalization speed of CNV.

(3) TMT background

The background of the TMT is widely viewed as an important

indicator of the cognitive biases and the types of experience they bring to
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their jobs. Background has been shown to directly influence the way
problems are defined, information is processed, and strategic choices are
made (Walsh, 1988). As a result, TMT members bring to their jobs
critical knowledge and skills that are largely shaped by their functional
experience. Because internationalization of firms is characterized by
greater uncertainties (Kochhar and Hitt, 1995) and often entails departure
from past practices, it can be reasonably argued that internationalization
of firms is more likely to value “output” background experience among
TMT members.

In perspective of Zahra & George (2005), background means that
TMT members who have managerial or technical experience prior to
start-up may be more aware of the possibilities and practicalities of
international operations. One may argue that new ventures led by TMT
members with high levels of technical and business experience would
feel fewer risks related to undertaking international expansion, and thus,
be more likely to be involved in international expansion. Furthermore,
the higher levels of technical and business experience of start-up team
members would help overcome the liability of foreignness (Shrader,
Oviatt, and Mcdougall 2000). In Westhead & Wright’s (1998: 464-477)
study, firms with principal founders drawn from managerial or technical
parental backgrounds were significantly more likely to export than firms

with other types of founders. This leads to the follow hypothesis:

H3: The more background experience of members among TMT,

the faster the internationalization speed of CNV.
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3.2.2 Entrepreneurship

With the globalization of the world economy, interest in international
entrepreneurship has increased rapidly over the past decade (Brush 1993;
Hitt & Bartkus 1997; Hisrich, Honig-Haftel, McDougall & Oviatt 1996).
One of the most important features of today's global economy is the
growing role of new ventures (Bell 1995; Clark & Mallory 1997:
193-206; Fujita 1995).

McDougall et al. (1994) suggest that traditional theories may not be
applicable to 'born global' ventures. So, originating in the
entrepreneurship literature, a stream of research suggests that some new
ventures are ‘born global’ and therefore differ significantly from
businesses that become international in scope over time as they
accumulate resources or competencies to go global (Oviatt & McDougall
1994, 1999).

International entrepreneurship is defined by Oviatt and McDougall
(1994), as "a business organization that, from inception, seeks to derive
significant competitive advantage from the use of resources and sale of
outputs in multiple countries." The development of international
entrepreneurship has relied to a certain extent on a sample based in the
US (McDougall and Oviatt, 1996). It is "new and innovative activities
that have the goal of value creation and growth in business organization
across national borders." Oviatt and McDougall (1994) provided a
theoretical base for the study of international new ventures. Thus,
international entrepreneurship began with an interest in INV perspective,

and explaining its accelerated internationalization is an important focus
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of research.

From the above discussion, we can see that scholars emphasize that
international entrepreneurship has two parts: entrepreneurial global and
competitor orientation, which McDougall and Oviatt relied upon for

their definition of international entrepreneurship.

(1) Global vision

In understanding why some of the firms become international actors in
such a short time period while others maintain their operations mainly in
local markets, the global vision of the management could be of particular
importance (Knight, 1997; Mone, 2002). The global vision is likely to
affect the strategic objectives as well as execution of export strategies,
and to be an important factor behind the firm’s success. Probably the
most important characteristic associated with success is that the founders
of a global start-up loosen the ties that bind business thinking to a single
country or culture. The founder must be able to communicate
compellingly a global vision to everyone else associated with the venture
(Oviatt and McDougall, 1995).

From the literature review, it is evident that the global vision of TMT
is vital for the firm’s internationalization process. Since the results of
previous studies (Moen, 2002; Larimo & Pulkkinen, 2002) show clearly
greater existence of Born-Globals among firms established after 1990
than before 1990, the findings related to global vision of Born-Global
could be expected to also be applicable to majority of newly established

globally oriented small firms. Among such emerging firms, a global
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vision on the part of entrepreneurs may be an important predictor of
early internationalization (Knight & Cavusgil, 1996). Higher levels of
global vision, stronger international motivation and greater awareness of
opportunities overseas lead to rapid internationalization. Indeed, in case
studies of international new ventures, the founder often has a strong
global vision from inception (McDougall, et al., 1994). This leads to the
following hypothesis:

H4: The higher the global vision of the TMT, the faster the

internationalization speed of CNV.

(2) Competitor orientation

Recent studies in the field of entrepreneurship highlight the
importance of opportunity recognition, discovery and exploitation as a
distinguishing characteristic of entrepreneurship (Shane & Venkataraman
2000). The definition recognizes the fact that opportunities are
sometimes discovered by some firms but are exploited by others. This is
why we borrow the term competitive advantage from the strategic
management literature (Barney 1991). Having a competitive advantage
can enable new ventures to create wealth to their owners by expanding
internationally.

A competitor orientation can be defined as the ability and the will to
identify, analyze, and respond to competitors' actions (Narver and Slater,
1990). This includes the identification and construction of competitive

advantages in terms of quality or specific functionalities. Concerning
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competitive advantages one could expect that intensively international
market oriented firms have more competitive advantages than mainly
domestic market oriented firms. The main argument is that the most
competitive firms are expected to be more likely to try to use their
competitive advantages to build a position in the export markets, and that
their competitiveness makes them able to successfully export their
products. Thus their total competitiveness is expected to be greater than
that of mainly domestic market oriented firms. The highest
competitiveness is expected in significantly export market oriented new
ventures because these companies have been able to rapidly start
significant international operations ( Larimo & Pulkkinem 2002). This

leads to the follow hypothesis:

HS: The higher the competitor orientation of firms, the faster the

internationalization speed of CNV.

3.2.3 Environmental factors

Both UIP and INV perspectives have acknowledged the importance of
the external environment in a firm's internationalization. Consequently,
the INV perspective has explored the effect of a firm's external
environment on different aspects of international entrepreneurship. Past
empirical studies suggest that new ventures that internationalize their
operations early in their life cycles compete in industries that are
perceived as being different in their attributes from those where new

ventures do not internationalize as quickly or as broadly. The research
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also shows that home country characteristics and industry-specific
factors may determine the gains to be made from internationalization
(Roberts & Senturia 1996). To test the pure effect of experience and
entrepreneurship on internationalization speed, we consider the other

factors effects on internationalization speed of CNV as control variables.

(1) Domestic competition

Intense competition for local resources may encourage some
entrepreneurs to identify resources in foreign markets. Some saturated
urban areas may be associated with high levels of firm exit (Westhead
and Birley 1995), which may encourage some entrepreneurs to export
sales abroad, to secure critical resources, and to ensure business survival
and development. High competitive intensity increases the competition
for resources within an industry, and can lead to price cutting and falling
profit margins for competitors in that industry, especially in industries
characterized by high fixed costs, such as high R&D expenditure
(Eisenhardt and Schoonhoven, 1990). In such a competitive arena, new
ventures may be forced to seek broad international markets in order to
increase their sales volumes and thereby remain viable. Oviatt and
McDougall (1994, 1995) described INVs’ markets as among the most
volatile, characterized by intense competition and quick competitor
response. Coviello and Munro (1995) concluded that because INVs
competed in industries characterized by intense domestic and
international competition and rapid structural change, their only means

of growth was internationalization. Empirical studies point out that INVs
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come rather from intensity of domestic competition than limited
competition of domestic markets. Born-global firms appear
predominantly in such industries where the home market is in intense
competition to generate enough sales (Lindqvist, 1991; McNaughton,
2000). Case studies showed that intense competition in domestic
markets was a major reason for the rapid internationalization of high

technology new ventures (Coviello & Munro, 1995).

(2) Industry characteristics

The theoretical building block of industry conditions focuses on
technological and competitive characteristics of the arena in which
emerging businesses operate. The traditional theory of comparative
advantage indicates that the goods produced for foreign markets will be
those that derive unique advantage from the location in which they are
produced. However, accelerated internationalization is most obvious in
modern technologically advanced, knowledge-based industries. Previous
studies show that INVs are mainly prevailing in knowledge and
technology-intensive industries such as information and communication
technology and the pharmaceutical industry (Stray, Bridgewater &
Murray, 2001). One explanation for this finding could be that
knowledge- and technology-intensive industries are characterized by
short product life cycles that force companies to sooner amortize their
R&D expenses (Rennie, 1993). One way of doing so is the rapid

internationalization into foreign markets.
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3.3 Study on foreign market entry mode choice of
CNV

The UIP perspective on foreign-entry mode decision-making studies
emphasized behavioral factors as driving forces over time, such that any
given step is seen as an integral part of the overall process. The most
consistent process pattern is “evolution rather than revolution” from
low-commitment to high-commitment modes gradually over time
(Benito & Welch, 1994). UIP perspectives conceptualize the
internationalization entry mode as an incremental process involving
establishment chain: no regular export activities, export via independent
representatives  (agents), sales subsidiary, and production or
manufacturing, because firms have to reduce risks caused by lack of
information and business practice in foreign local market.

The behavioral approach is founded on experience, knowledge,
control and risk factors that have placed particular stress on the
contribution of experiential knowledge. The greater the depth of
knowledge and experience of the foreign market, the more confident a
firm tends to be about making commitments, and about its judgment of
the degree of risk exposure. Firms’ engagement in the specific country
market develops according to an establishment chain that indicates an
increasing commitment of resources to the market, which differs with
regard to the market experience gained (Johanson & Vahlne, 1990).

Lack of appropriate experience and knowledge increases the risk and
uncertainty that is likely to constrain the market servicing decision. In

this situation the firm can alter the perceived risk exposure by the choice
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of market entry mode; e.g., high risk might be counterbalanced by the
use of a low-commitment mode such as licensing. Behavioral approach
also indicates how “control” issues affect the choice of entry mode and
are connected with risk, knowledge, and experience factors. Without
“knowledge of” and “experience in” a foreign market it is clearly
difficult to achieve effective control of operations. Therefore, firms are
not interested in starting their entry in ways that require stronger
involvement and control such as foreign investment (Benito & Welch,
1994).

According to Oviatt & McDougal (1994), the new ventures can use
hybrid structures such as licensing, franchising or networking as an
alternative to internal control and market control over the exchange of
resources, because INV has limits on the amount and source of resources
in comparison with established firms. They can also use the network
structure as a more powerful resource-sharing alternative to
internalization that depends upon social (informal) control through trust
and moral obligation rather than formal contracts. Welch (1996) showed
that small English, Australian and Swedish firms skipped stages in their

internationalization process. This leads to the following hypothesis:

H8-a: When CNYV choose the foreign market entry mode, they will
follow an establishment chain, from a low commitment level of entry
mode (e.g. export) to a high commitment level of entry mode (e.g.
FDI).

H8-b: When CNV choose the foreign market entry mode, they will

not follow an establishment chain.
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Chapter 4 Research Methods

4.1 Research design

Research design is the logic linking data to be collected (and the
conclusion to be drawn) to the initial questions of a study. Research
designs always address certain key issues, such as who will be studied,
how these people will be selected, and what information will be gathered
from or about them. Research design is a plan by which the strategy is to
be carried out. It specifies the methods and procedures for the collection,
measurement and analysis of data.

The purpose of the study is to investigate which theory is applicable to
analyze internationalization phenomena of CNV. Is it the UIP
perspective or the INV perspective? The research was separated into two
parts.

In the first part, a theoretical framework (see Figure 4-1) for
internationalization speed by comparison of UIP and INV perspectives
was developed. From the UIP perspective, a lack of international
experience is an obstacle to the development of a firm’s international
business. However, the INV perspective explains that entrepreneurship is
causing faster internationalization of new ventures. A theoretical model
identified and confirmed the difference on the internationalization speed
of CNV as factors of international experience and entrepreneurship that
comes form the UIP and INV perspectives. To test the effect of

experience and entrepreneurship on internationalization speed, we

52



<Hicuvoa A 1> Tho ctructura aftho fhncia

Research Purpose
Compare two theories’ explanation power

y

Literature Review
1 Internationalization theories on SMES
2 Comparison of UIP and INV perspectives

Questionnaire Survey Case Observation
Internationalization speed of CNV Foreign market entry mode choice of CN
\V4
y A
Research _Conceptual Framework Establishment Chain
International
Experience Indirect exporting
v
FO]’elgIT work Direct exporting
Education abroad Internationalization <
Background
Speed Licensing
Entrepreneurship v
Joint venture
Global vision *
tit
Competitor Wholly owned subsidiary
-orientation

Results of Analysis
Hypotheses test and data analysis

53




consider the other factors effects on internationalization speed of a CNV
as control variables. During the survey stage, acquiring information
specific to internationalization speed proved difficult because from start
of an international business to the present, as the data, such as firm size,
significantly changed. Therefore, domestic competition and industry
characteristics were used as control variables to avoid any confusion.

In the second half, when a CNV chooses the foreign market entry
mode, whether they will follow the forecast of UIP or INV perspective,
was investigated. To determine this, case observation was used. The
foreign market entry mode of firms refers to the method used by a firm
to establish a business in foreign markets. Consideration is given to the
development of operations in individual countries and according to the
level of risk, control, and resources commitment; five stages were used
to devaluate the data: 1) Indirect exporting, 2) Direct exporting, 3)
Licensing, 4) Joint venture, 5) Wholly owned subsidiary. These sequence
of stages, are known as the establishment chain. The choice of foreign
market entry mode of CNV including the establishment chain that
represents the respondents’ firm entry mode and the time for the related
entry mode were measured.

Indirect exporting refers to sales of a firm’s products to a domestic
customer, which in turn exports the product in either its original form or
a modified form. Direct exporting refers to product sales to a customer,
either distributors or end users, located outside the firm’s home country.
Licensing refers to transactions in which a firm (called the licensor) sells
the rights to use its intellectual property to other firms (called a licensee)

in return for a fee. Joint venture refers to a special strategic alliance
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created when two or more firms agree to work together and jointly own a
separate firm to promote their mutual interests. Wholly owned subsidiary
refers to building a wholly owned subsidiary in a foreign market.

The methodology of this study is as follows: First, establish a
theoretical research framework of internationalization speed and entry
mode choice of a CNV through archival analysis, and then identify and
confirm this framework with empirical analysis. Then created a survey
and case observation. Finally, compare explanation power of
internationalization of a CNV between the two perspectives.

According to Guba and Lincoln (1994: 105-117), there are two
approaches or methods available to researchers: quantitative and
qualitative. A qualitative method has an understanding purpose and goes
more in depth with the research than a quantitative method does. The
researcher who wuses the qualitative method wants to study the
phenomena from the inside, which often leads to case studies with
in-depth interviews without specific questions or alternative answers.
Quantitative research is most often/used in studies with clearly stated
hypotheses that can be tested. It focuses on well-defined, narrow studies.
The quantitative research discusses problems from a broader perspective,
often by providing a survey with special answer alternatives.

A focus of this study is to test how factors affect the realization of the
international speed of CNV; whether it can forecast UIP or INV
perspectives, and determine which answers can be quantified. Therefore,
stoical approaches are applied so quantitative approaches can be
considered in this research. A Quantitative approach allows for

application of statistical methods to measure specific items regarding our
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research proposes. The final aspect of this study is to test the foreign
market entry mode choice of CNV, for which case observation is utilized.
Through these observations, the foreign market entry mode of CNV
should be identified and explained. For this purpose, an establishment
chain to measure foreign market entry mode choice of CNV by case

observation was created.

4.2 Definition and Measurement of Variables

4.2.1 Dependent Variable

Internationalization speed is the length of time that elapsed between
the year the venture was created and the year of its first foreign entry.
The internationalization speed is measured as the number of years since
firm foundation to initial entry into foreign countries markets, it was
summarized by prior study (Reuber & Fischer (1997), Zahra et al.
(2000b), Roberts & Senturia (1996),Fontes & Coombs (1997), Lindquist
(1997) and Burgel & Murray (2000) etc.

4.2.2 Independent Variables

Foreign work experience refers to members of a TMT who have had
work experience in countries other than China. Studies have developed
measures of foreign work experience, the average period of foreign work
experience, and the longest period of members who have foreign work

experience prior to start-up (Oviatt& McDougall,1995; McDougall et
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al.1996;Bloodgood et al.,1996;Burgel&Murray 1998).

Education abroad refers to members of a TMT who have had
education experience in countries other than China. Education abroad is
measured by the average period of foreign education experience and
percentage of members who have education abroad prior to start-up
(Bloodgood et al.,1996; Burgel&Murray 1998).

Background refers to the members among a TMT with managerial or
technical (work or education) experience, summarized by a prior study
(Shrader, Oviatt & McDougall 2000; Herrmann & Datta, 2005).
Background was categorized by four questions of TMT member’s
functional experience; it was also summarized by a prior study (Shrader,
Oviatt & McDougall 2000; Herrmann & Datta, 2005).

Global vision refers to a mindset of business and behavioral changes
(Rhinesmith, 1992). Oviatt & McDougall (1995) loosening the ties that
bind members of TMT businesses to a single country or culture. Global
vision was categorized by five items, asking respondents to indicate how
to loosen ties that bind members among TMT businesses to a single
country or culture, it was translated and adapted from the questionnaire
by Knight (1997), Moen (2002) and Kjellman & Ramstr (2004).

Competitor orientation can be defined as the ability and the will to
identify, analyze, and respond to competitors' actions (Narver and Slater,
1990; Slater and Narver, 1994). Competitor orientation was categorized
by four items, asking respondents to indicate the ability of managers and
the will to identify, analyze, and respond to competitors' actions. It has

been developed by measures from Narver & Slater (1990).
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4.2.3 Control Variables

Domestic competition refers to the number of competing players and
the intensity of competition in the home market from which the firm
operates. Domestic competition was categorized by three items, asking
respondents to indicate the number of competing players and the
intensity of competition in the home market, this was translated and
adapted from the questionnaire by Kjellman & Ramstr (2004).

Industry characteristics refer to the R&D intensity and the
innovation rate of the industry in which the firm operates. Industry
characteristics were categorized by four items, asking respondents to
indicate the R&D intensity and the innovation rate of the industry in
which the respondent’s firm operates. Butchard(1994) provides a
definition of high-technology industries based on the two ratios of 1)
R&D expenses to sales and 2) employees working in R&D to total
employees. In this study knowledge and technology-intensive industries
were translated and adapted from the questionnaire by Burgel & Murray

(1998).

4.3 Data collection

As previously noted, the “new venture” definition in the original data
paralleled prior research (Biggadike 1979) and classified a firm as a
“new venture” if it was 8 years old or less. Thus, ventures in this sample
are 8 years old or less in the original sample. Miller and Camp (1985)

classified firms of this age as adolescent firms. To test the hypotheses,
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this study collected data for firms that met the following two conditions:
1) they were new ventures — specifically, they were eight years old or

younger, 2) they reported international sales after founding,

<Table 4-1> Information about data collection

City Beijing Shanghai Shenzhen Total
Total of
questionnaires 880 630 590 2100
sent
Total of
questionnaires 87 51 92 230
received
Total of valid

69 5P 62 183

questionnaires
Response rate 10% 8% 15% 11%

Gathering data using survey methodology is planned. The unit of
analysis is internationalization of CNV. Though only three regions
(Beijing, Shanghai, Shenzhen) are the economic centre of China.
Surveyed firms were selected from the list of members of a Chinese
association of small and medium-sized businesses. Two thousand and
one hundred questionnaires were sent out by post. In all, 230 respondents
were collected, of which 183 respondents were valid.

The questionnaire was mailed either to members of the TMT or to the
director of the international business division. It is assumed managers or

persons who in this position are the most knowledgeable in the
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international operation decision process. Managers or persons in this
position were asked to reflect on the recent international business

decision they were involved with.

<Table 4-2> Information about respondents

Position Chairman CEO CFO CMO (e{0]0] Director Founder Vice Total

of of -president

respondents | the board

Number 6 40 11 15 15 54 25 17 183

Ratio (%) 33 219 6 8.2 8.2 295 13.7 9.3 100

4.4 Questionnaire Design

The questionnaire variables were drawn from the relevant literature,
and the reliability and validity of variables are considered to be adequate.
Due to company characteristics, they were assessed by a single item. The
content of questionnaires was divided into three sections. Section 1
evaluated the factors affecting internationalization speed of CNV;
Section 2 was designed for the purpose of understanding the entry mode
choice of CNV; Section 3 was designed to acquire the background
information of the firm. Each variable and corresponding items of the

questionnaire are found in Table 4-3.
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<Table 4-3> Variables and their corresponding items on the

questionnaire

Variable

No. on the questionnaire

Company characteristics

Section C

International Foreign work

experience experience

Section A-I: 4,5

Foreign education

Section A-I: 6,7

Background

Section A-I: 8,9,10,11

Entrepreneurship | Global vision

Section A -IT: 12,13,14,15,16

Competitor orientation

Section A -1I: 17,18,19,20

Environmental Domestic competition | Section A -III: 21,22,23
Factors
Industry Section A -III: 24,25,26
Characteristics
Entry mode Section B

61




Chapter 5 Results of Analysis

This chapter will analyze the results of the valid questionnaires. It will
perform a confirmatory factor analysis to validate the critical factors of
respondents TMT foreign experience, TMT education abroad, TMT
background, TMT global vision, and competitor orientation. The test will
be completed to ascertain the relationships among these variables and
internationalization speed using hierarchical multiple regression. Then,
text the entry mode choice of CNV and finally, the results of hypotheses

test will be presented.

5.1 General Characteristics of Internationalization of
CNV

The characteristics of the survey respondents are displayed below:

<Table 5-1> Number of employees of sample firms

Number of Number of | Ratio (%) Cumulative

employees ﬁrms : 7 Ratio (%)
1-20 31 16.9 16.9
21-50 23 12.6 29.5
51-100 23 12.6 42.1
101-200 56 30.6 72.7
201-300 43 23.5 96.2
More than 300 7 3.8 100.0
Total 183 100.0
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The numbers of domestic employees varies from less than 20 to more
than 300. As mentioned earlier, we targeted small and middle-sized
firms. Most of the firms (96.2%) have 1 to 300 employees, classifying
sampling firms as small and medium sized firms as was initially
intended. From the sample firms, 50 firms were found, of which the
number of employees increased to more than 200 within a very short

time span.

Distribution of Responding Firm’s Industry

<Table 5-2> Distribution of responding firm’s industry of sample

firms

Unite: Number of firms (Ratio %)

Beﬁ Shangh Shenzhen Total

Consumer Discretionary 7 16 9 32 (17.5)
Consumer Staples 4 5 4 12 (6.6)
Energy 3 0 0 3 (1.6)
Financials 0 3 0 3 (1.6)
Health Care i/ 3 0 10 (5.5)
Industry 28 12 5 46 (25.1)
Information Technology 12 11 37 60 (32.8)
Materials 5 0 0 5 29
Telecommunication 3 2 7 12 (6.6)
Services

Total 69 52 62 183 (100)
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From the data, the sample firms distribute many industries. Among
them, high technology industry, such as IT, bio, semi-conductor etc,
mainly come from Shenzhen, there are 44 this type firm, accounted for
61%. Traditional industry, such as textile, machinery etc, mainly come
from Beijing, there are 54 this type firm, accounted for 49%. From the
INV perspective, early internationalization phenomenon was found
primarily in technology-intensive new firms, but from my sample, this

phenomenon can be found in traditional industry.

Establishment year

<Table 5-3> Establishment year of sample firms

Year of Number of Ratio Cumulative Ratio
establishment i{

1999 27 14.8 14.8
2000 25 3.7 28.4
2001 21 115 39.9
2002 27 14.8 54.6
2003 29 15.8 70.5
2004 18 9.8 80.3
2005 25 13.7 94.0
2006 10 5.5 99.5
2007 1 5 100.0
Total 183 100.0
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From the data, firms were established in a minimal time frame, all of
them were established after 1999. The average years in business were
under five years. As intended in the survey process, firms from the data

can be classified as new venture firms.

Annual Sales and international sales

The average annual sales of the sample firms were 129,500,000 RMB.
Domestic firms, those with no sales to foreign countries, whereas some
researcher think firms started international means that there international
sales comprise 5% or more of total sales (McDougall & M.Oviatt, 1996).
In this study, technique excluded ventures whose international sales were

between 0% and 5% of total venture sales.

<Table 5-4 > Annual Sales of sample firms

RMB:10000
Annual 1 201 501 IO(F- 5001 Above Total
Sales -200 -500. -1000 | -5000 -10000  { 10000
Number of
5 11 16 54 43 54 183
firms
Ratio (%) 2.7 6.0 8.7 29.5 23.5 29.5 100
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<Table 5-5 > International sales comprised total sales of sample

firms
International sales | Under 0.2 0.4 0.6 0.8-1 Total
Comprised Total 0.19 -0.39 -0.59 -0.79
sales
Number of firms 32 42 32 21 56 183
Ratio (%) 17.5 23 17.5 115 30.5 100

Internationalization speed
For the empirical test of internationalization speed of CNV, we used
the firm’s elapsed number of years from start to initial entry into foreign

countries markets. The result is shown in the Table 5-6.

<Table5-6> Period of starting their foreign business from

establishment
Period Under 1 2 3 | 4 5 6 7 8 Total
(year) 1 I
Number

52 38 21 13 17 17 12 7 6 183
of firms
Ratio

28.4 20.8 | 11.5 | 7.1 |93 9.3 6.6 3.8 |33 | 100
(%)

The average duration from start to establishment of firms was under

2.4 years. There were 124 firms, this accounted for 68% of firms, which
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started international business from inception within 3 years. This
phenomenon corresponds to the forecast of the INV perspective, but only
51 firms (28%) were knowledge and technology-intensive, which strays

from the INV perspective forecast.

Choice of target countries by Chinese New Ventures

<Table 5-7>: Choice of target countries by Chinese new ventures

North- South-
Middle Latin North
USA East West Oceania | Africa Europe Total
East America America
Asia Asia
Number
59 30 38 6 6 W 3 B2 2 183
of firms
Ratio
322 16.4 20.8 3 33 3.8 1.6 1%.5 1.1 100
(%)

The respondent firms were asked about their chosen target countries.
According to the definition, population choices given to the respondents
were USA, North-east Asia, South-west Asia, Middle East, Oceania,
Africa, Latin America, Europe, and North America. From the table, we
found the first selected market by firms of CNV were scattered. They
chose USA(59) and Europe (32), possibly attributed to these markets
being the largest markets in the word. A lot of the firms studied had
operations in neighboring countries, North-east Asia (30) and South-west
Asia (38). The short distance to South-west Asia is certainly an

explanation, but in the case of North-east Asia only the geographical
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distance is short.

5.2 Results of Hypotheses Test

5.2.1 Factors on Internationalization Speed of CNV

Data Analysis Methods

To confirm the hypotheses, the relationships were examined between
constructs by having participants evaluate several self-service
applications that utilize similar processes. Data analysis for this study
included a variety of methods to assess validity and reliability of the
measurement instrument and evaluate normality of the data. Cronbach’s
alpha was used to determine the reliability, and factor analysis was
utilized to determine the extent of validity, and data reduction.
Correlation analysis was used t0 determine the strength of the
relationship between the variables. The Statistical Package for the Social
Sciences (SPSS) Computer Program 13.0 for a Microsoft Windows

version was used to analyze the data.

Data Analysis Results

The data was collected by the method of survey. This study
established reliability as measured by Cronbach’s alpha (Bohrnstedt and

Knoke, 1982: 21-72) and used principal axis factoring analysis to

measure a single, designated construct as was intended. The Cronbach’s
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alpha is the basic formula for determining reliability based on internal
consistency, and it is a commonly accepted measure of internal
consistency reliability (Cronbach and Meehl, 1981: 335-359). As shown,
the objective of the scale item development was to ensure content
validity, referring to the representative or sampling adequacy of the
construct domain (Carmines and Zeller, 1979).

Factor analyses were performed, and Cronbach’s alphas were
calculated to assess the validity and reliability of the seven-point Likert
scale items for the constructs in the research model (see Table 5-8).
Because a single item was used to test the effect of TMT foreign work
experience and TMT foreign education experience, we were unable to

1solate two factors in this table.

<Table 5-8> Measurement and reliability estimates of the factors

Measure ity of coefficient

cronym ms Cronbach’s alphs

International experience

The background of TMT | TMTB 4 0.850
International
entrepreneurship
Global vision Global Vision 5 0.847
Competitor 4 0.791
Competitor orientation
Orientation
Environmental factors
Domestic competition DOME 3 0.813
Industry characteristics INDU 3 0.819
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The results of reliability at the individual construct level demonstrated
all the scale items for the constructs loaded reasonably on their
respective factors with the Cronbach’s alpha. With the exception of four
constructs exceeding 0.80, one constructs exceeding 0.70.

The majority of the reliability coefficients met the accepted guidelines
of 0.60 and above to be regarded as reliable measures. Researchers
suggested that reliabilities of 0.70 or higher are appropriate for the
hypothesized measures of a construct (Nunally, 1994). Further, Nunnally
indicted that the cutoff point of 0.50 for factor loading is an acceptable
measure. Pedhazar and Pedhazar Schmelkin (1991 : 53-61) also
suggested that acceptable reliability is at least 0.5 or 0.6 in the early
stages of basic research and usually over 0.7. In addition, the factor
analysis result showed low cross-loading among the scale items. Based
on these results of factor analysis, the scales were judged adequately
according to the theoretical support based on prior research and/or the
guidelines recommended by Hair et al. (1998).

Construct validity was ensured by means of factor analysis. The first
step was to determine if the original data was suitable for factor analysis.
(Table 5-9)

This result demonstrated that Kaiser-Meyer-Olkin Measure of
Sampling Adequacy reached 0.834 indicating sufficient items for each
variable; the significance of Bartlett's Test of Sphericity is 0, so the

original data was suitable for factor analysis.
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<Table 5-9> KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling .834
Adequacy
Approx.
1752.168

Bartlett's Test of Chi-Square

Sphericity df 171
Sig.

.000

Five of the proposed international speed constructs which had been
drawn and modified from earlier studies were examined with a principal
axis factoring analysis using a varimax rotation.

Analysis was performed on twenty items that measured international
speed of CNV. Factor analysis resulted in 5 factors, as shown in Table
5-10. The five factors have eigenvalues greater than 1.0, which is a
criterion for a factor to be considered useful. This instrument of
measurement demonstrated validity of data. Again, the measurements

demonstrated acceptable validity.
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<Table 5-10> Summary of factor analysis of the variables

TMTB | GLOBAL | COMPETITOR | DOME | INDU

TMTBI1 .537

TMTB2 .810

TMTB3 741

TMTB4 773

GLOBAL1 748

GLOBAL2 .808

GLOBAL3 769

GLOBALA4 .816

COMPETITOR1 .593

COMPETITOR2 739

COMPETITOR3 .687

DOME1 "33

DOME2 .653

DOME3 811

INDU1 773

INDU2 .740

INDU3 815

Eigenvalues 2.542 7.525 1.076 1.431 1.586

% of Variance 7.945 23.514 3.363 4.472 4.957

Extraction Method: Principal Axis Factoring.
Rotation Method: Varimax with Kaiser Normalization.

a Rotation converged in 6 iterations.

Once the validity and reliability of the measurements were assessed
and found to be satisfactory, the items comprising each variable were
summated into a single composite measure for individual respondent for

each variable. The correlations of independent variables needed to be
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analyzed for indication of possible violations of the regression
assumptions. Also, they provided predictions for independents with
possible relations to each other. Pearson correlations between the

different model independent variables are presented in Table 5-11.

<Table 5-11> Correlations between independent variables

TMTW1

TMTW2 691 %%

TMTE1 .009 .022

TMTE2 420 ** 492%* 105

TMTB 3307 39 -.076 409 **

GLOBAL 41T ¥ 384 *x -.056 856 w423 *H

COMPETITOR 200 ¢ 510 -.035 156 * 346 ** 492 **

DOME 186 * .210 8 -.052 .036 L2 |+ * K ik 403%*

INDU 112 134 .054 .084 .085 .084 .008 012

* Correlation is significant at the 0.05 level (2-tailed).

** Correlation is significant at the 0.01 level (2-tailed)

From this table, it is observed most of the values are weak in
correlation (less than 0.5). These variables were then utilized for
regression analysis and tested to determine if they had effects on
internationalization speed of CNV. Few values were larger than 0.5,
suggesting strong relationships among the variables. The average period
of foreign work experience and longest period of members of TMT who

have foreign work experience resulted in a statistically significant
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relationship (r= 691, p<0.01).

Hierarchical multiple regression analysis

Hierarchical multiple regression analysis is used to allow the
assessment of incremental increases in the explained variance of a
dependent variable by successive addition of the independent variables.
Where the variance explained by previously entered control variables is
partially led out. Thus the result of hierarchical regression identified
effective factors for a dependent variable. In a hierarchical regression,
the researcher decides not only how many predictors to enter but also the
order in which they enter. Usually, the order of entry is based on
theoretical considerations.

The purpose of the analysis is to compare two theories’ explanation
power. To start with, the relationships between internationalization speed
and the main variables are analyzed which are on international
experience and entreprencurship. This study is using two hierarchical
regression analyses to compare  the explanatory ability between
international experience and entrepreneurship. Both incrementally add
sets of variables including control variables and main variables. They are
entered into models one by one in order to provide the explanatory
ability on the entry of different variable sets. In order to examine the
pure effect of the main variables, except the factors of international
experience and entrepreneurship, other factors are considered as control
variables.

On the test of effects of TMT’s international experience, this study
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assigned internationalization speed as the dependent variable in four
models of the hierarchical regression. According to the research model,
domestic competition and industry characteristics were first specified as
two control variables in Model 1. Against Model I, the TMT’s foreign
work experience was added as the independent variable in Model II. In
this step, the TMT’s foreign work experience is the second block in the
regression equation. The TMT’s foreign education experience is then
added as the independent variable in Model III. The TMT’s background
is then added as the independent variable in Model IV. Finally, there are
four blocks in the regression equation. The results are presented in Table
5-12, which includes the R-square, the adjusted R-square, the R-square
change, the F value, and the significance of the F value the independent
variables had on the dependent variable.

First, the control variables were entered in the table, of which the
predictors, domestic competition and industry characteristics in Model [
accounted for 15.8% (R?=.158) of [the variance in internationalization
speed. Thus, the result (F=16.785, p value<0.01) supports their use as
control variables. As shown in the table, the direction of the relationship
between the domestic competition and internationalization speed was
positive and significant (regression coefficient =.397, P value=.000). The
results indicate there is a positive relationship between domestic
competition and internationalization speed of CNV. CNV rapid
internationalization speed was confirmed as competition was very
intensive in their industry and it wasvery important to understand the
domestic competitors. The relationship between knowledge and

technology intensive industries and the industrialization speed wasn’t

75



statistically significant (regression coefficient =-027, P value=.693). The

lack of association was attributed to the industries selected. Firms in our

data perceived that the firm of knowledge and technology-intensive were

only 72, accounting for 39.4%.

<Table 5-12 > Test of TMT’s effects onto speed

Internationalization speed

Model I Model II Model III Model IV
Control
Variable
DOME 397 .000 273 .000 296 .000 241 .000
INDO -.027 .693 -.094 092 -.094 .085 -.104 .068
Independent
Variables
TMTW1 334 .000 e ) .005 253 .004
TMTW2 264 .004 206 .021 7] .041
TMTEI1 -015 784 .007 .889
TMTE2 vl .001 157 .019
TMTB 217 .000
F=16.890** F=37.545%* F=28.594** F=27.972%*
R2=.158 R>=458 R?>=.494 R?=.528
Regression
Adjusted Adjusted R? Adjusted R? Adjusted R?
Results
R?=.149 =445 =476 =509
A R2=300%* A R2=036** A R2=034%*

* Correlation is significant at the 0.05 level (2-tailed).

** Correlation is significant at the 0.01 level (2-tailed)

Second, when entering the TMT’s foreign work experience and
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control variables in step two, significant change was found in R squared
between Model I and Model II (AR?*=.300, P<0.01). This indicated TMT
foreign work experience effect on internationalization was statistically
significant, approximately 45.8% (R*=.458) of the variance in the
criterion variable (internationalization speed) by independent variables.
Model II, resulted in an F ratio of 37.545 with a P value< 0.01. The
results indicate there was a significant and positive relationship between
foreign work experience of TMTs and internationalization speed of CNV.
It may be the higher level of foreign work experience of TMTs, more
reduction of the anxiety and complexity of international operation, lead
to a rapid internationalization of CNV.

Third, when entering the TMT’s foreign education experience in step
three, a significant change in R squared between Model II and Model 111
was found (AR?*=.036, P<(.01). This indicated the effect of TMT’s
foreign education experience was significant, approximately 49.4%
(R?=.494) of the variance in the criterion variable (internationalization
speed) by independent variables. Model III, resulted in an F ratio of
28.594 with a P value< 0.01. The result showed the predictor to be the
average period of TMT’s foreign education experience. In other words,
the higher level of education abroad experience of TMTs and more aware
of international issues creates accelerated internationalization of CNV.

Fourth, when entering the TMT’s background in step three, this study
found significant change in R squared between Model III and Model IV
(AR?*=.034, P<0.01). This indicated the effect of TMT’s foreign
education experience was significant. Approximately 50.9% (R?*=.509) of

the variance in the criterion variable (internationalization speed) by these
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independent variables. Model IV resulted in an F ratio of 27.972 with a P
value< 0.01. The result showed the predictor to be the TMT’s
background relationships as this had significant and positive effects on
the internationalization speed. The higher level of background
experience of TMTs, meant the CNV was more aware of the possibilities
and practicalities of international operation, it leaded to rapid
internationalization.

As shown in the table 5-12, about 52.8% (R?=.528) of the variance in
the criterion variable was explained by the international experience of
TMTs. This result demonstrated the internationalization speed of CNV
was more powerful when explained by international experience factors.
Model 1V has an adjusted R square value of 0.509, suggesting a 50.9%
explanatory ability on internationalization speed of CNV, which is the
highest explanatory ability among these four models. Moreover, its F test
is highly significant, therefore Model IV was chosen as the ideal model
for the next explanatory analysis.

Not only are TMT’s effects on speed a suitable test, the results support
domestic competition and industry characteristic as useful control
variables. The next relationship evaluated was global vision and
competitor orientation occurring in step two, it found a significant
change in R squared between Model I and Model II (AR?=.194, P<0.01).
Indicating the effect of global vision and competitor orientation is
significant. Approximately 35.2% (R?=.352) of the variance in the
criterion variable (internationalization speed) by these independent
variables. Model II resulted in an F ratio of 23.607 with a P value< 0.01.

The result showed the predictor to be global vision and competitor
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orientation relationships as these had significant, positive effects on the
internationalization speed. In other words, entrepreneurship may
influence how quickly an entrepreneurial opportunity is exploited, so it

accelerated internationalization of CNV.

<Table 5-13> Test of entrepreneurship effects onto speed

Internationalization speed

Model I Model IT
Control Variable
DOME 397 .000 215 .002
INDO -.027 .693 -.068 266
Independent Variables
Global Vision 397 .000
Competitor Orientation 4153 .032

F=16.890** F=231607**

R?=.158 Rz=1332
RegressioriReshl Adjusted R =149 Adjusted R2 =337

A RY=.194**

* Correlation is significant at the 0.05 level (2-tailed).

** Correlation is significant at the 0.01 level (2-tailed)

As shown in the table 5-13, approximately 35.2% (R?=.352) of the
variance in the criterion variable was explained by the entrepreneurship
of CNV. Results demonstrated the internationalization speed of CNV
was explained strongly by entrepreneurship factors. Model II has an
adjusted R square value of 0.337, which means it has 33.7% explanatory

ability on internationalization speed of CNV, which is the highest
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explanatory ability among these two models. Moreover, its F test is
highly significant, therefore Model II was chosen as the ideal model for
the next explanatory analysis.

Hypotheses 1-3 tested the relationships among TMT’s international
experience and internationalization speed. Findings of the empirical
study indicated international experience of members among TMTs was
positively related to the internationalization speed of CNV. In the firms
of CNV, which have faster internationalization speed, consistently
members of TMTs posses foreign work experience, foreign education,
high-level technical or management skills, and large amounts of
experience in the businesses in which they were active.

The relationship between average length of foreign work experience
and internationalization speed was positive and significant (regression
coefficient =253, P value=.004). This suggested clear support for
Hypothesis 1-a. The direction of relationship between the longest
standing members who have | foreign work experience and
internationalization speed was positive and statistically significant
(regression coefficient =.177, P value=.041) supporting Hypothesis 1-b.
The results of this study indicated that foreign work experience had the
greatest influence on the speed of internationalization for CNV. The
greater foreign work experiences of the member, the greater the
member’s capability to convert opportunities into market realities.
Overall members of a TMT’s knowledge of international market
opportunities have resulted in starting new businesses and changing or
expanding an existing business to take advantage of the international

opportunities. Longer durations of foreign work experience helps TMTs
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to reduce the anxiety and complexity associated with operating under
conditions of greater uncertainty. It can be concluded, exposure to
international experience or market practices significantly influences the
firm’s drive to rapid internationalize.

The previous results did not support Hypothesis 2-a, the direction of
the relationship between percentages of members who have received
education abroad and internationalization speed wasn’t statistically
significant (regression coefficient =.007, P value=.889). Therefore,
Hypothesis 2-a was rejected. The data showed that a percentage of
members of TMTs who have received education abroad are not equal to
the period of education abroad, this reflects the experience of the
education abroad directly. Although, a TMT has a large number of
members educated abroad, if they did not spend a large amount of time
internationally, then we can hardly say this group has rich experience in
education abroad. The results showed the direction of relationship
between average period education abroad of TMTs and
internationalization speed was positive and significant (regression
coefficient =.157, P value=.019), which provided clear support for
Hypothesis 2-b. The results indicate there may be a causal relationship
between average length of education abroad and internationalization
speed of CNV. In other words, results support the idea that superior
information is equal to processing capabilities, and greater flexibility and
openness to change associates with higher educational experience,
resulting in TMTs favoring internationalization of CNV. The study also
supports McDougal et al (1994) that direct personal contacts may open

doors in new markets. Hence, international experiences from studying
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abroad leads to international contacts, which influences the speed of
internationalization.

The direction of relationships between TMTs who have managerial or
technical experience and internationalization speed was positive and
significant (regression coefficient =217, P value=.000, providing clear
support for Hypothesis 3. With respect to the influences of member’s
backgrounds on internationalization speed, it can be concluded that
members of TMTs in both “technical skills” and “business management
skills” also identified as significantly influential in their decision about
international operations. As a result, members of TMTs bring to their
work educational knowledge and skills that are largely shaped by their
background experience. Due to internationalization of CNYV, it is
characterized by greater uncertainty and often entails departure from past
practices, it can be reasonably argued that internationalization speed of
CNV is more likely to value background experiences.

Hypotheses 4-5 tested the relationships among entrepreneurship and
internationalization speed. The | findings suggest that rapidly
internationalized firms of CNV [would have stronger competitor
orientation and global vision. New ventures that rapidly expand their
international operations after their establishment may be expected to
have international orientation and marketing advantages related to
competition.

As shown in the table, the direction of relationship between the global
vision of TMTs and internationalization speed was positive and
significant (regression coefficient =.397, P value=.000. This suggested

clear support for Hypothesis 4. Findings of this study indicated the

82



global vision of TMTs played an important role in the speed of
internationalization of CNV. It also indicated that members of TMTs
were consistent in their perceptions regarding “risk-taking”, impact of
“view the international market” and “attitude of achieving foreign goals”
on seizing opportunities and using “market research” as an appropriate
source of information for international market opportunities and market
operation.

The results demonstrated the direction of relationships between
competitor orientation firm and internationalization speed was positive
and significant (regression coefficient =.153, P value=.032), providing
clear support for Hypothesis 5. Mone(1999) found that small exporting
firms had a stronger competitor orientation. Since most newly
established firms are usually small, it is expected they have a strong
competitive edge. The findings suggest that rapidly internationalized
firms would have more competitor orientation and thus focus on

developing resources to succeed abroad (Knight, 1997).
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<Table 5-14>: Results of hypotheses tests

Hypotheses Tested results
H1: The longer TMT’s foreign work experience, the
. . . Supported
faster internationalization speed of CNV.
H1-a: The longer average period foreign work of TMT,
. . . Supported
the faster internationalization speed of CNV.
H1-b: The longer period of members among TMT with
the longest foreign work experience, the faster Supported
internationalization speed of CNV.
H2: The longer TMT’s education abroad  experience,
. . . Supported
the faster internationalization speed of CNV.
H2-a: The higher percentage of members among TMT
who have education abroad experience, the faster Rejected
internationalization speed of CNV.
H2-b: The longer average period education abroad of
: : . Supported
TMT, the faster internationalization speed of CNV.
H3: The more background experience of members
among TMT, the faster the internationalization speed of Supported
CNV.
H4: The higher the global vision of TMT, the faster
. . . Supported
internationalization speed of CNV.
H5: The higher the competitor orientation of firm, the
Supported

faster internationalization speed of CNV.
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5.2.2 Study on foreign market entry mode choice of CNV

For hypothesis 6, it was assumed when CNV chose the foreign market
entry mode; they would follow the establishment chain, from low
commitment level of entry (e.g. export) to high commitment level of
entry (e.g. FDI). It means INV would not follow the order suggested by
establishment chain and would choose a higher commitment level of
entry mode from the beginning of their business, such as

“ leap-frogging” ( Coviello and Munro, 1995).

<Table 5-15> Results of case observation on entry mode choice of

CNV
Number Total Ratio
of | Observation
cases
Supporting cases of UIP perspective
Indirect exporting — Direct exporting 23 B 69.9%
Direct exporting — Joint-venture 19
Joint-venture — Wholly owned 4
Supporting cases of INV perspective
Indirect exporting — Joint-venture 7
20 30.1%

Indirect exporting — Wholly owned 2
Direct exporting — Wholly owned 11

The findings from the case observation showed 70% of observation
cases supported the UIP perspective, when CNV choose the foreign

market entry mode, they will follow established chains; 30% observation
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cases supported the INV perspective when CNV choose the foreign
market entry mode, they will not follow the establishment chain. The
means most CNV chose foreign market entry modes, following the UIP
perspective; however, this result can not deny the IN'V perspective.

From the case observations, it was found when CNV firms select
foreign market entry modes, many CNV firms (79%) select ‘export’
(indirect export 34%, direct export 45%) as a first foreign market entry
mode. Initial business experiences are with a low commitment level of
entry mode (e.g. export) before selecting high commitment level of entry
mode (e.g. FDI). It was also observed that firms of CNV still use export
mode (45%) as a main business mode in their international business.
Specifically, they follow the UIP perspective in a certain sense rather
than the INV perspective. In the INV perspective, they assumed that INV
would prefer manageable modes, such as Joint-venture (McDougall et al.,
1994). This phenomenon is a minor variation from “leap-frogging” as
the INV perspective suggested.

Furthermore, analysis of 30 cases, which are using high commitment
levels of business mode (e.g. joint-venture and wholly owned) in their
international business, revealed the stage mode was not followed step by
step. Indeed, the members among TMTs played key roles, they had
business experience prior to selecting high commitment level of business.
Therefore, it was concluded that the UIP perspective is still useful for

firms of CNV. Therefore, hypothesis 6-b could not be accepted.

86



<Table 5-16>: Results of hypotheses tests

Hypotheses

Tested results

H6-a: When CNV choose the foreign market entry mode,

they will follow establishment chain, from low

Supported
commitment level of entry mode (e.g. export) to high
commitment level of entry mode (e.g. FDI).
Ho6-b: When CNV choose the foreign market entry

Rejected

mode, they will not follow establishment chain.
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Chapter 6 Concluding Remarks

As previously stated, the purpose of this paper is to find out: Which
theory can be applicable to analyze internationalization phenomena of
CNV. Is it the UIP perspective or the INV theatrical perspective? Based
on the findings from the sample firms analysis, and discussions in
Chapter Five, the summary of these findings with respect to the research

problem and the research questions are presented in this section.
6.1 Findings of empirical analysis

In order to discuss the findings of the empirical analysis, we evaluated
the UIP and INV perspective with respect to the findings of the study. I
suggest that the two perspectives should be seen as complementary
rather than competing. Based on the findings of the empirical study, I

believe there should be few modifications to the two perspectives.
6.1.1 Evaluation and Modification of UIP perspective

Initially, experience of members of a TMT had a key role in the
process of internationalization of CNV, this is an essential tenet of the
UIP perspective. The UIP perspective emphasizes the importance of
experience, as a regulator of speed of starting an international business.
Eriksson et al. (1997) demonstrated experience lowers the perceptions of

the management regarding the cost of further international expansion,
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thereby increasing the speed of resource commitments to foreign markets.
This finding indicated that members of a TMT within the sampled firms,
managed to start new businesses that were rapid in their
internationalization, due to their experience and their capabilities. The
driving forces of international operations resulted in a manager’s
receptiveness to available international opportunities; this is dependent
on the skills and experience of the individual members. From this study,
I found the impact of members was not limited to the initiation of
international activities, but continued, through the realization of the
market opportunities. Therefore, the influence of international
experience on international growth was mediated through the perceived
risk of further internationalization in firms that have passed their initial
phase of internationalization and accelerated to their internationalization
speed.

Second, when firms of CNV select a foreign market entry mode, they
generally followed the UIP perspective. Case observations found that
70% of observation cases supported the UIP perspective. When the
foreign market entry mode was chosen, they followed the establishment
chain. Most CNV firms (79%) selected ‘export’ (indirect export 34%,
direct export 45%) as a first foreign market entry mode and had business
experiences with low commitment level of entry mode (e.g. export)
before selecting high commitment level of entry mode (e.g. FDI). Firms
of CNV still use export mode (45%) as a primary business mode for
international business. This phenomenon varied with “leap-frogging” as
the INV perspective suggested. Therefore, with respect to the findings of

the study, it is believed the UIP perspective can be applicable to analyze,
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this opinion supported by Korean samples (Choi & Kim, 2004).
However, based on the study, the UIP perspective should undergo
modification.

Third, the essentiality of experience among members of TMTs should
be considered. The UIP perspective argued the degree of a firm’s
international expansion will change as international experience increases.
The knowledge of international experience is the primary obstacle that
new ventures face when operating international businesses from
inception. As the firm gains knowledge, it increases the speed of future
resource commitments to foreign markets, resulting in greater knowledge
of foreign organizing. As experience accumulates slowly, it takes time
for the feedback loop to gather significant momentum. The influence of
the TMT on internationalization was recently studied by McDougall and
her colleagues (McDougall et al. 1994; Oviatt and McDougall 1994).
The research demonstrated that firms which are international from birth
are typically founded by a team of individuals with international
experience. Also relevant are the findings of Bloodgood, Sapienza and
Almeida (1995), international experience of the TMT was related to the
degree of internationalization of new ventures. Indeed, Buckley (1999)
has argued the role of teams is likely to become a major plank in
internationalization research. Therefore, explanation of the phenomena
of CNV’s rapid internationalization, should consider the influence of

international experience of members among TMTSs prior to start-up.
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<Figure 6-1> Accumulation of the international experience

knowledge
A A
Accumuldtion
Process|

> f_/ »

Ll Ll

After founding Before founding After founding
UIP perspective Modified UIP perspective

Finally, action-oriented members of a TMT should be considered. In
fact, coordination of the firm’s goals and international operations
(Aharoni, 1966) resulted in establishment of new ventures that were
using all their competencies (human resources, know-how, machinery
and organization) to develop and compete in the international market.
Focusing on the influence of factors on the internationalization speed of
CNV, it would appear these factors generally had an impact on the
internationalization speed of CNV in three different ways. First impact
reflected the “ability” and “capability” of the members of TMT; second
impact reflected the mental orientation or “way of thinking” of the
members of TMT; the members’ perception, willingness, and attitude;
third impact reflected the behavior and “action-oriented function” of the
TMT, resulting in realization of the international market opportunities

and internationalization of the CNV. Therefore, we need to modify the
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UIP perspectives of reference to indicate managers’ motivation to
discover international market opportunities, as well as clarify the role of

managers’ perceptions of the domestic environment as an initiating force.

<Figure 6-2> Modification of UIP perspective
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6.1.2 Evaluation and Modification of INV perspective

Initially, entreprencurship of TMTs was the key process of the
internationalization of CNV. Entrepreneurship was an important factor in
the INV perspective’s —assumptions. Hence, the process of
internationalization of CNV was due to the attitude of members during
the change processes. In this process, owing to the initiating forces
(either external or internal) (Wiedersheim-Paul et al.,, 1978; Aharoni,
1966: 1-13) the member’s alertness and perceptions realized and took
advantage of international opportunities. This reflected the global vision
and competitor orientation of the firm (coordination of the firm’s goal

and international operations) (Wiedersheim-Paul et al, 1978; Aharoni,
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1966). In this situation, not only did the environment supply the firm
with opportunities that had been overlooked by others , it also provided
conditions that facilitated the process. Therefore, managers who were
alert and bold (innovative and creative) had managed to identify
information about international market opportunities through starting
new business or initiating changes and innovation in their current firms.

Second, domestic environments pressured managers to initiate a
strategic action. In fact, findings confirmed domestic environments were
important when dealing with the internationalization of the CNWV.
Managers’ perceptions of the domestic environment explained the
decisions and actions above and beyond that explained the firms. The
findings confirmed that the firm’s domestic environment remained a key
frame of reference in determining strategic moves (Porter, 1986) and
internationalization of the firms. Although, managers’ perceptions of the
domestic environment had influenced the managers’ attitudes on the
viability of international activities (Cavusgil & Zou, 1994), the findings
confirmed that internationalization was also wanted by the members of
TMTs. The attitude of TMTs is essential in entrepreneurship. This belief
was supported by the INV perspective.

Third, the average length of time for starting foreign businesses from
establishment to full fledged firms is under 2.4 years, and 124 firms,
accounting for 68% of the survey, started international business from
inception within 3 years. The findings indicated that the period of time
from starting internationalization to establishment of CNV is short, as
the INV perspective suggested. However, the INV perspective was still

imperfect and needed to be modified.
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Finally, the INV perspective should strengthen the ability of
explanation for internationalization. Firms need to assume costs when
facing risks in the international process, the UIP perspective believes the
firm’ obstacles are from a lack of experience, knowledge, and resource
constraints; however, the INV perspective demonstrated the importance
of a firm’s top management team during the initial international period.
It also demonstrated the importance of utilizing resources of the
international market, the firm’s network which can provide competitive
advantages, but overlooked the INV perspective to overcome
international barriers during the initial period. These factors are the
essence of the UIP perspective; therefore, the INV perspective should

strengthen the ability of explanation on the issue of this problem.

6.2 Implications for Practitioners

The key findings suggest that managers are crucial. The way they
think, the choices they make, and their behavior are critical to the
internationalization of the new ventures. Awareness of the possibility to
influence the future of firms should be encouraging for new ventures’
managers. The internationalization of the new venture is not the result of
deterministic forces outside the control of the new venture, but it should
be wanted and triggered by the experience and orientation of managers
among TMTs. Internationalization is largely influenced through
conscious decisions made by the manager. Therefore, it is possible for
the new venture managers to take such actions that will allow the firm to

internationalize, make profits and continue to grow. In broader terms,
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managers’ visions are very important and the managers’ orientation has a
great influence on the actual internationalization of the new venture.

For some new ventures, surviving the domestic environment was
important, as illustrated by findings in this research. Therefore, it is
important to stress that for firms encountering domestic problems, it is
important to become international. International new ventures have a
greater chance of surviving domestic problems. Thus, the new ventures
managers who feel survival in the domestic market is an important goal
may consider internationalization as a suitable growth strategy.
Furthermore, since factors contributing to internationalization also
contribute to growth, internationalization and growth are closely
associated. Innovation (establishment of new firm or innovative change
in existing firm), awareness, receptiveness attitude and proactive
behavior are stressed as central for imternationalization, as well as for
growth.

In order to fulfill the objective of internationalization, the managers of
new ventures should pay attention to factors that influence the process.
First of all, international orientation of members pursuing international
activities or the methods in which managers approach international
activities are primary issues that should be considered by the TMT. For
future stages, it is important to be able to be informed about international
market opportunities. In this respect, it is important to be conscious of
and alert to international market strategy. Of particular importance is the
ability to create relationships with the sources of information within
international market opportunities. However, the importance of detecting

new business opportunities implies the importance of foreign market
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information. The next step is to match these opportunities with the firm’s
core competencies in order to determine whether the opportunity is
suitable or not, and subsequently grasp the opportunity, which depends
upon the ability and capability of managers.

For this study, emphasis focused on the impact of “experience” and
the process of internationalization reflects knowledge of the relationships
and awareness of the information. Therefore, in addition to being alert,
managers should be receptive towards international market opportunities
and flexible to change, the findings implicitly confirm they learn specific
business norms and values to develop their business.

Finally, with respect to the broad impact of domestic environment on
internationalization of the new ventures in China, it is important to have
a strong knowledge of domestic environment opportunities and threats in

order to direct their impact in favor of the firm’s international activities.

6.3 Limitations and Future/ Research

According to Marshal & Rossman (1999), any study has limitations.
The limitation of any study will vary depending on the deliberate and
unconscious choices made. However, choosing to study something
implies that something else will not be studied. Therefore, the first
limitation is connected with the problem area and purpose of the study.

The findings of this study were based on a sample limited to new
ventures in specific regions in the China. Thus, the findings should not
be generalized without future replication in a different context. New

ventures in other regions of the country or in foreign countries should be
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surveyed to determine any similarities and differences in their
internationalization pattern and performances (McGrath, MacMillian,
and Scheinberg, 1992).

The findings of this study were based on a small number of valid cases
of new ventures’ international operations. The small number of valid
cases also separated analyses of industry effects. There is also a need for
improved measure of the study variables. Due to the limited number of
questions in the survey data, complicated statistical techniques were not
permitted

The limitations of this research and its findings should be noted with a
view to extending the present study. This section contains some explicit
suggestions for future research related to research method and theory as
well as empirical issues. We hope these suggestions will encourage
others to conduct studies in order to advance our knowledge of the
impact of factors on internationalization of SMEs of China and possibly
confirm, refine or dispute the propositions made in this study.

The main limitation that restricts the development of the findings is
the number of samples. Therefore, selection of a greater number of
samples might allow application of more statistical techniques and give a
clearer understanding of the driving forces, influential factors, and their
causal relationships.

With respect to the role of environment, and willingness of members
of TMTs, the research could be extended to investigate the orientation of
TMTs. This would determine whether or not the national environment is
appropriate for TMT’s activities; therefore, appropriate for the

internationalization of SMEs.
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This study may also be seen as an explicit empirical step in the study
of internationalization speed, in terms of international SMEs.
Consequently, the investigation can be extended to opportunity-oriented
domestic and international SMEs in order to compare the behavior of
domestic and international firms.

Lastly, more research should be preformed to examine any additional
factors that might have an influence on the internationalization of SMEs.
Because of business environment complexity, it is necessary to inquire
about other wvariables that have significant impact on the
internationalization of SMEs, especially new ventures. The
characteristics of business should be carefully examined to analyze the

new forces affecting the internationalization of SMEs.
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Study on the internationalization speed and

entry mode choice of Chinese new ventures

Dear Sir,

I am a doctorate student from the department of international commerce
& logistics at the Pukyong National University. Your company has
excellent and good enterprise image that is widely acknowledged by the
society. The academic community also has greatest esteem for your
company.

The subject of this research is "study on the internationalization speed
and entry mode choice of Chinese new ventures”. We hope to combine
theories and practices by this research. It is noted that your company
has operation in the foreign market.

In the study, we like to investigate internationalization speed and foreign
market entry decision determinants. Through the questionnaire
variables that relate to the internationalization of your company is our
research topic of interest.

All the information gathered by the survey will be applied only to thesis
research analysis and I guarantee not to disclose individual data or use
the information for any purpose other than my thesis. At the completion
of this research, a report of the results will be provided to you as a

reference. Thanks for your support and cooperation.

Best Regards.
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Section A. The following questions in order to understanding your
point of view about how do the factors (top management team
characteristic, strategic orientation and environment) affect the

international operation of your firm.

I Top management characteristics

In this survey, top management team (TMT) refers to the group of managers
described in a prospectus as composing a firm’s management team, this list
would include the managers with the most power to influence strategic
decision making. The TMT was defined as including the Founder,
Chairperson of the Board, Vice—Chairperson, Chief Executive Officer, Chief
Operating Officer, President, Senior Vice-Presidents, and Executive
Vice—Presidents.

Please answer the following questions concern about the information of top

management team of your firm.
1. The number of members in the TMT is
2. The average age of the top management team is

3. How many languages do the TMT members speak?

Please answer the following questions with respect the foreign work
experience of top management team of your firm.
4. The average period of foreign work experience

of TMT prior to start—up: about month

5. The longest period of foreign work experience

in TMT prior to start—up: about month
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Please answer the following questions with respect foreign education of top

management team of your firm.

6.

Please estimate how well

The percentage of TMT members who have foreign

education prior to start—up: about

%

The average period of foreign education of

TMT members prior to start—up: about

month

the following statements describe top

management team members with managerial or technical position of your

firm?

10.

11.

In your firm, to what degree do the
TMT members have held technical
work experience in key areas?

In your firm, to what degree do the
TMT members have sufficiently well=
rounded managerial work experience?
In your firm, to what degree ido the
TMT members have ‘held technical
education?

In your firm, to what degree do the
TMT members have sufficiently well—-

rounded managerial education?
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Please estimate how well the following statements describe the global

vision of top management

12.

13.

14.

15.

16.

The TMT tends to view the world
as it’s marketplace.

The TMT frequently communicate
with foreign market successfully.

Our financial investment made for
supporting foreign goals in the foreign
markets is adequate.

The TMT is focused on developing
resources for achieving foreign goals.
The attitude of TMT members towards

internationalization is conservative.

team of your firm?

Strongly Strongly

Disagree Agree

DOB®®6G®EO

DO®® OB

DOB®® GG

DOB®®OG®EO

ORORORORGRONG,

The next question concern competitor orientation of your firm, please

estimate how well the following statements describe the competitor

orientation of your firm?

17.

18.

19.

20.

We respond  rapidly to business
actions  of  the - competitors that
threaten us.

Our  company has  competitive
advantage over our target customers.
The TMT frequently discusses
strength and weakness of major

competitor.
Our firm 1is eager to seek

opportunities for competitive edge.
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IIT Environmental Factors

Please estimate how well the following statements describe the domestic

competition related your firm’s business?

21.

22.

23.

Please estimate how well

The number of competing player in our
home market is many.
The competition in our domestic
market is increasing.

The intensity of cempetition in our

industry is very high

Strongly Strongly

Disagree Agree

DOB®® GG

RWROROEGRONG

ORORORNAGRONG,

the following statements describe the

characteristics of industry of your firm’s involved in?

24.

29.

26.

The industry our firm involved in, has
high expenditures for R&D.

The industry our firm involved in, has
high manufacturing know—how.

The industry our firm involved in, has
high R&D intensity of product or

process.
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Section B. The following options are entry mode choices when
your firm enters in to the foreign market.

Please answer the following question or circle applicable number

The foreign market entry mode of firms refers to the method used by firm to
establish business in foreign market. In this survey divide entry mode into
direct exporting, indirect exporting, licensing, joint venture and
wholly owned.
Please answer the following questions with respect foreign market entry of
your firm.

27. The first country where your firm entered is

28. The most active foreign market (country) of

your current business is

In the following table, some basic information is asked about your firm’s
entry mode in the most active market (mentioned above). Please circle the
entry mode that your firm have operated and fill in the time for the related

entry mode.

Entry mode Year
) Direct U
Exporting
Indirect &
Contract Licensing ]
Joint venture =
Investment
Wholly owned O

29. The most active foreign market (country) of

current main entry mode of your firm is
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Section C. Background information about your firm:

In the following, a few questions are needed to ask to about your firm and

the respondent. Please answer the question.

30. Number of employees in your firm?

31. How many Annual Sales are in your company?

32. The industry type of your firm operates is

33. When your firm was established?

34. Which year did the firm start doing international

business?

35. The international sales comprised total sales in the last financial years

of your firm. about %

36. What is your position in the company?
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