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Abstract

This paper studies learning and foreign market kadge acquisition by small and medium-

sized enterprises (SMESs) in the internationalizafwocess through their business network
relationships. It challenges the assumption thahdican develop relevant international

knowledge only through their own ongoing interna#ib business activities. Based on

multiple-case studies conducted with six interrreglly active Austrian SMEs, this study

shows that apart from experiential learning, firalso draw on their business network to
acquire knowledge that is relevant to their intéomalization process. In addition, the

findings point at the role of the firm’s domestiedainternational business relationships as an
extended knowledge base complementing internal ladye.
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I ntroduction

The concepts of learning and knowledge are of gmet&rest to management sciences,
including the areas of organization studies, sgiatemanagement and entrepreneurship. In the
field of international business, knowledge and neay are at the heart of the behavioral
models explaining the internationalization procethe firm (e.g. Johanson & Vahine, 1977;
McDougall, Shane, & Oviatt, 1994). A number of sasdhave demonstrated the positive
effects of foreign market and internationalizatisnowledge on the perceived cost of
internationalization, the speed and effectiveneksnternational expansion, as well as
international market performance and competitivesitmming not only for large
multinationals, but also for small and medium-sizeaterprises (SMEs) (e.g. Eriksson,
Johanson, Majkgard, & Sharma, 1997; Petersen, Batle& Sharma, 2003; Zahra, Ireland, &
Hitt, 2000).

However, there has been only little research reggndhat is considered relevant knowledge
in the internationalization of the firm as well Bew this knowledge is developed by the
individual firm and the processes supporting it €@ Eriksson, & Lindbergh, 2006;
Forsgren, 2002). As indicated by Liesch et al. @0@ remains unclear what the processes
are that drive the transfer of knowledge and infatron from external network actors to the
entrant firm. Similarly, Welch, Benito, Silsetz aihrlsen (2002:216) find thatmany
guestions remain as to how, and through whom, asliewnformation enters the firm, is
transferred within, and becomes available in a fahat managers know about and are able
to use in order to take action in the internatiomaéna.” Forsgren (2002) contends that the
understanding of how foreign market knowledge iguaed, retained, transformed and
transmitted by organizations is still only limited.

This paper aims at closing the gap by examinin@ifpr market and internationalization

knowledge acquisition processes by SMEs. More §palty, this paper draws attention to

business relationships and examines, through aloratpry multiple-case study design, their
role as conduits for international knowledge adtjois by entrant firms. This is based on the
assumption that when going international, firmsalelssh formal and informal business

relationships, both with domestic as well as iradonal actors. As many of these firms
already dispose of knowledge pertaining to speddaal business contexts and procedural
aspects of internationalization, the question arise what extent and under what
circumstances it is possible for the entrant fimmdtaw on this knowledge and learn from the
experiences. An actor-network perspective is purgtialinen & Térnroos, 1998) which uses

the multiplicity of network relationships of a fddam as the unit of analysis. The business
relationships are assessed in terms of their sutxstahich refers to what is affected. Three
layers have been identified in this respect: adtonds, resource ties and activity links
(Hakansson & Snehota, 1995). These characteristesuggested to determine the flow of
relevant internationalization knowledge betweenatiors.

The remainder of this paper is organized as folloWs proceed with a short review of the
literature on the internationalization process,tipalarly of SMEs, the role of business
network relationships in this process as well a&s dbncepts of learning and knowledge as
they are applied therein. This review forms theidb&sr the research questions. Next, we
present the research design which is followed lyctise study data and analysis. The article
ends by drawing implications for further theory dpment in this area as well as
highlighting the limitations and potential avendesfuture research.




Literature Review
SMEs and the internationalization process

Recently, more and more SMEs are expanding thesinbases abroad. Among the most
important factors driving the internationalizatimi SMEs are decreased trade barriers,
saturated home markets, a desire to grow, sevenpeatdion in local markets as well as the
need for high R&D investments paired with shorifer tycles (e.g. Andersson, Gabrielsson,
& Wictor, 2004; McGaughey, 2007; Ruzzier, Antonci& Hisrich, 2007). While
internationalization provides a number of oppotiesi for SMEs such as enhanced
competitiveness through learning and innovatiomy.(&€ahra et al., 2000), a number of
internal and external barriers to international@athave been identified (Leonidou, 2004;
OECD, 2006). Many of these barriers are relatetthéoconstraints that these firms are facing
with regard to managerial, financial, human andrmfational resources. These constraints
are intensified when international markets are exr¢e.g. Coviello & Munro, 1997).
Especially in the early stages of internationalat SMEs lack the necessary resources for
information and knowledge acquisition pertainingimternational markets making it the
number one barrier to internationalization (e.g. lLij & Dalgic, 2004). The lack of foreign
market and internationalization knowledge incregsexeived market uncertainty and risk.
This leads to higher perceived costs of internatliaation, slows down international growth
and has a negative impact on international markebpnance (e.g. Belso-Martinez, 2006;
Coviello & Munro, 1997; Eriksson et al., 1997; He&n et al., 2003; Saarenketo,
Puumalainen, Kuivalainen, & Kyldheiko, 2004; Zahtal., 2000).

Knowledge and learning in the internationalization process of the firm

The role of market knowledge as an explanatoryofact firm internationalization and
performance has been stressed in different belevapproaches to internationalization,
including the internationalization process modehghson & Vahlne, 1977), new venture
theory (McDougall et al., 1994) and studies on ngenal determinants of
internationalization. Johanson for instance suggtsit,"it is the lack of market knowledge
that is the biggest obstacle when first going alr@ad it is such knowledge that makes it
possible for internationally experienced firms ystematically build up operations in foreign
markets." (Johanson, 1972, as cited in Johanson & Vahin83:Z). Their model views
internationalization as a dynamic process of groatid learning, and thus focuses on
experiential learning as the sole determinant @frimationalization decisions.

Despite this centrality, the concepts of knowledgd learning have not been clearly defined
by individual researchers in international busindsgksson et al. (1997) are a notable
exception to this. They conceptualized and opanatined the types of knowledge considered
relevant to the internationalization process of tinem. Apart from procedural knowledge
about internationalization in general, more speatfiarket knowledge is required. The latter
can be divided into institutional knowledge peritiagnto the rules of the game in the
respective society and business knowledge repiagekmowledge about specific business
practices, the structure of the industry and mackeditions (Chetty et al., 2006; Eriksson et
al., 1997; Sharma, 2003). The relevant knowledgegan regarded as experiential in nature
(Eriksson, Johanson, Majkgard, & Sharma, 2000; M&dH997; Zahra et al., 2000). This
means that it is acquired through ongoing inteomt activities by the individual firm. Other
possibilities for learning are not considered, riyabecause the model considers the firm as a
stand-alone actor. With more firms being active aminternational scale these days, the
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guestion arises to what extent firms can benedinfthe knowledge acquired by other firms in
their business network without having to go throdigh same experiences themselves. This
seems to be of special relevance to SMEs as thengs®n of “learning-by-doing” implies a
time consuming and resource intensive process.

Organizational research has long distinguishedewdifft forms of learning that drive the
development of a firm’'s knowledge base (e.g. Le8ittMarch, 1988). Researchers have
examined possibilities of imitative learning, prciige search for new information, the hiring
of people with the required knowledge, as well @srding from business relationships as
possible ways of accelerated learning (e.g. Bandl®x3; DiMaggio & Powell, 1983;
Eriksson, Hohenthal, & Johanson, 1999; Haunschili&er, 1997; Huber, 1991; Kraatz,
1998; Lane & Lubatkin, 1998). Admittedly, learnifigom the experience of others is a
complex process. Factors such as the nature ofktmeviedge, relationship strength,
absorptive capacity, learning orientation and oizgtional embeddedness affect knowledge
transfer (e.g. Argote, Ingram, Levine, & Morelar#f)00). In an international context, the
process can be expected to be further complicatddebfact that the individual actors do not
share the same context. However, Forsgren (200@yests that recent developments in
research regarding knowledge transfer between ma@#ons have not yet found their way
into internationalization research. By taking awwk perspective on the internationalization
of small and medium-sized firms, this paper thuasnexes possibilities for learning from the
international experience of other actors in thevoek.

The network model of internationalization and the industrial network approach

The network model of internationalization (Johans®&nMattsson, 1988) suggests that
internationalization of the firm is the consequenténhe position of the individual firm within
the network. The focus is on the role that thevitlial firm plays for other focal firms, its
importance to the other firms, and the strengtthefrelationship between the different firms.
Among the most important network partners are sappl customers, distributors,
competitors, governments and other institutiong. (ddusiness support agencies). More
recently, venture capitalists have also been ireduds they frequently dispose of a vast
network of business relationships themselves. Rlumperspective, it is the firm’s network
that explains the internationalization path of thdividual firm rather than the degree of
international knowledge possessed by the firm.

As firms maintain network linkages and positionghivi networks that are unique and

idiosyncratic they are exposed to different knowkedideas and opportunities (e.g. Gulati,
1999; McEvily & Zaheer, 1999). When going interoatl, firms establish relationships with

various actors on a domestic and internationallleMeese relationships represent important
sources of knowledge pertaining to specific loaadibess contexts or to internationalization
in general. The benefits of international netwoekationships identified in prior research

include technological learning, opportunity recdagm, access to foreign markets, the
possibility of drawing on resources to overcomeouese constraints, as well as developing
competitive advantage (Bonaccorsi, 1992; Covielld&Auley, 1999; Yeoh, 2004; Zahra et

al., 2000; Zain & Ng, 2006).

Different definitions and understandings of netvgorgrevail in literature. Research on
international joint ventures and strategic alliander instance considers common goals
among actors as a determining characteristic aforés, and assumes that individual actors
organize themselves into networks in order to rehelgoals (Gulati, 1998). However, formal
cooperations make up only a small part of all cgporate cooperations. Many possibilities
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for cooperation and knowledge transfer arise frow@ éveryday informal activities within
ongoing business relationships (Axelsson, 1992;aH&&on & Johanson, 2001). Hence, this
paper views networks as composed of individual miggdions that are loosely connected
through different types of bonds and social retaiops. The relationships emerge through
exchange processes between the actors (e.g. Joh&adattsson, 1988).

Based on this understanding of networks and busiredationships, and the need to focus on
knowledge flows between firms, the approach toyghginetworks taken within this paper is
based on industrial network theory. In its origifatm, this approach uses the dyadic
relationship between buyers and sellers of indaisigoods as its unit of analysis and
examines these dyadic relationships in the comkgther relationships that a focal firm may
have (Anderson, Hakansson, & Johanson, 1994; Acwlgs Easton, 1992; Easton, 1992;
Hakansson, 1982; Hakansson & Snehota, 1995). Ttiesinal network approach treats
industrial systems as networks of relationships ragriirms that are involved and connected
by exchange processes. The interaction approagioged by the IMP group is in contrast to
market governance and the SOR paradigm and foausesformational episodes, product
episodes, financial episodes, and social exchapgoaes (Backhaus & Bischken, 1997,
Hakansson, 1982). Four different metaphors haven meygested to describe different
avenues within this tradition: networks as struesurnetworks as processes, networks as
positions, networks as relationships (Easton, 1992prder to capture the knowledge flows
between the individual firms, the latter view isimtferest in this paper.

In their discussion of interfirm relationships, dakBon and Mattsson (1987) distinguish
between relationships and interactions. While iatships are frequently long-term in nature,
interactions represent the “dynamic aspects oftioglships” comprising (a) exchange
processes (e.g. business, social and informati@xahanges between firms) and (b)
adaptation processes (e.g. adjusting productsuptimth and routines). Relationships vary in
terms of the mutual orientation of the actors imedl (i.e. willingness to cooperate and
complementarity of objectives), the perceived diraad indirect dependence, the kind of
bonds that exist between the actors, and the oakliip-specific investments each actor has
made in the relationship. With regard to bonds,itigeistrial network approach distinguishes
between economic, technological, logistical, knalgke and informational, social,
administrative, legal and time-based bonds (e.kaHsson & Snehota, 1995; Johanson &
Mattsson, 1987). While economic bonds are freqyerthsidered to be the raison d’étre for
the relationships found in industrial systems, otheneconomic exchange aspects of
relationships also have to be considered. A nundferelevant relationships set up in
networks for instance do not dispose of any dieetnomic exchange, but are informational
or social in nature (Easton, 1992). The bonds batllitate and constrain a company in
developing its position within the network. It isese activity links, resource ties and actor
bonds (Hakansson & Snehota, 1995) that charactérezeubstance of a relationship and are
thus of interest in this project.

Resear ch aims and resear ch questions

From the previous discussion it becomes cleartttembssumption of experiential learning has
dominated internationalization process researckasde.g. Eriksson, Majkgard, & Sharma,
2000). The effects of network actors and businetationships on foreign market and
internationalization knowledge accumulation andriegay have hardly been investigated.
Thus, the paper examines the local and interndtioetavork relationships that firms develop
in the process of internationalization, their clotgastics with regard to activity links,
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resource ties and actor bonds, as well as thenatienalization and foreign market
knowledge acquired through them. The two guidingstjons are:

1. What are the activity links, resource ties and mbtonds that the firm has
developed over the course of internationalization?

2. How do firms acquire the different components obwiedge relevant in the
internationalization process?

M ethodology
Research design and research instrument

In order to capture the business relationships elsas the flows of internationalization and
foreign market knowledge between different actarsexploratory multiple-case study design
is adopted (Eisenhardt, 1989; Yin, 2003). As ingidaby Yin (2003), case study research
allows for an in-depth exploration of the phenonrend interest within its real-life context.
Hence, a rich description is derived of when, wimg dow firms draw on their business
relationships to access relevant internationabratinowledge. The unit of analysis is the
actor-network. The individual organization is copitelized as a collective actor (Emerson,
1976). A single case thus has one focal organizaits actor. As suggested by Eisenhardt
and Graebner (2007), the use of multiple casesitsearbroader exploration of the research
guestion and should enhance the quality of emeltiegry.

In the design of the research instrument, differeaisures were taken to ensure validity and
reliability of the research (Yin, 2003). First, mple sources of evidence were used to ensure
construct validity. Specifically, the primary soarcof evidence was semi-structured
interviews based on an interview guide. This apghmnoallowed for comparability of the
different interviews while at the same time allog/ifor openness to idiosynchratic practices
(Miles & Huberman, 1994). They were conducted witteast one individual at the focal firm
who was responsible for international activitiestlodé firm and had been actively involved
from the start of international operations. Althbuthe focus is on the organization, its
business relationships and the international learrteking place within them, such an
approach is legitimate as the firm’s point of viesvthought to tonsist in reality of the
personal views of human beings, of the way theyaseeperceive businesgqHalinen &
Tornroos, 1998:193).

The design involved three personal face-to-faceemiers with each interviewee. The first
interview represented a rather informal conversatitere the topic and aims of the study
were explained to the interested firms. This alsovided an opportunity to assess the
suitability of the firms for participating in theéusly while at the same time paving the way for
an open atmosphere.

Throughout the second of the three interviews, adkwnaps were developed showing the
business relationships and how they evolved aloitly the internationalization of the firm.
As indicated by different authors, networks arehtsitible and changing (Gadde & Mattsson,
1987; Johanson & Mattsson, 1987). While day-to-eleghanges largely take place within the
established framework of relationships, new retegiops are formed and old ones abandoned
from time to time. Also, the individual relationgki develop and change through the
interactions that are taking place between therscia order to get established in a new
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market, it is assumed that the organization hasutld new relationships both domestically
and abroad, and develop its position in a netwbr& new to. As has been indicated earlier,
the relationships may be economic, social, or mfaional in nature. The framework
depicted in Fig. 1 shows the individual elements there assessed during the interview and
partially in the form of network maps.

Environmeni Context

Histary - v Future

Individual

Figure 1: Framework for the analysis of business networla @ontextual time-space
(Halinen & Toérnroos, 2005:1290)

The relationships between the network actors agelainvisible and fluid, and can thus only
be fully comprehended by actors that are part efrtbétwork (Johanson & Vahlne, 1990). In
fact, actors have a fairly clear view of their owetations with and dependencies on other
actors, as well as of some of the relations thesersa may have with other third actors.
However, giving an accurate account of a firm’srent business relationships and their
relevance, as well as reconstructing the evolutiball relevant relationships over time is a
difficult and unmanageable endeavor. In order tsuem that the individual interviewees
recalled the business relationships and criticakigments to the best of their knowledge,
techniques of narrative interviewing were employgrt from asking specifically for key
events within particular business relationships tndughout the internationalization process.

The third round of interviews serves as an oppdttifor the interviewee to review the case
study draft and possibly complement the network snép addition, the emerging topics and
interpretations put forward by the author were assed.

Apart from this rather extensive approach to senoietured interviewing, documents
including the development of turnover, internatios@les, company histories, organizational
charts and their evolution, hiring statistics, aagreements with network actors were
collected. A case study protocol was developed agjthe start of the research process, and a
case study database was set up where all the datsifeeg. company documents, memos)
obtained and developed throughout the researclegsogere collected and stored. This is to
allow a reconstruction of the findings and intetptiens by other researchers (Yin, 2003).

In data analysis, we drew on a variety of analyticals proposed for within-case and cross-
case analysis such as pattern coding, memoingepturally-ordered displays as well as case-
ordered displays (Miles & Huberman, 1994). Intewiranscripts were content analyzed,
interpreted and coded, and labels attached totdipgates from informants. The individual
cases are compared with each other as well astietiry in an attempt to identify patterns
related to international market learning and ttHikience of networks and relationships on this
process. In addition, we engage in explanationdingl based on new insights provided by the
different cases (Yin, 2003).




Research setting

In a first round, six Austrian SMEs were identifibdsed on practical sampling (Henry,
1990). The sample firms are all Austrian manufaotufirms from different industries that
satisfied the following criteria:

* They should be small and medium-sized enterprisesledined by the European
Commission.

* They should have a largely standardized produdfgdar with only minor adaptations
required to different markets.

* They should have been internationally activitydbteast 5 years.

» They should be active in more than five marketeothan Austria.

» They should be active in both psychically closg.(&ermany, Switzerland) and more
distant markets (e.g. Czech Republic, Rumania).

The dominant motive for international activity wassrket-seeking as all the firms were in a
market niche for which the Austrian market would/ddeen too small. The dominant form
of foreign market activity for all case firms wamlirect export. However, all of the firms also

had either direct sales or a sales subsidiary iteadt one of the markets they served.
Individual markets were always only served in ohéhe ways at a particular point in time.

Within the firms, decision-makers as well as otbeople engaged in the internationalization
activities of the firm were identified. They needaa dispose of a great willingness to

contribute. Within each focal case, there was a neenclude at least one interviewee who
had been involved in the internationalization pescef the firm from the beginning. This was
relevant for mapping in detail the steps takenupghwmut the internationalization process as
well as describing how the business relationshvadved.

Findings

Table 1 provides the descriptives of the partieiqmatfirms. With the exception of one
company, all were founded after 1979. The numbemnabloyees ranged from 39 to 170, and
turnover ranged from € 7.5 million to € 18 millioA. closer look at the turnover of the
companies revealed that all the firms had Européhes core market. However, all were
selling their products to other parts of the watdwell, mainly the United States, Russia and
Asia. The explanation provided for this was geobregd reach and ease of intervention in
case something goes wrong. All of the case firmeeweche players and enjoyed a unique
selling proposition with their products, either dese of technological or qualitative
leadership. This also meant that the companiesxdichave many direct competitors as the
niches were too small even on a world-wide scateh& same time, the companies were all
producing largely standardized products that reguonly minor adaptations to the different
markets they served. Markets where major adaptatiwauld have been required were
explicitly left out from any international expansiplans.

To address the aforementioned research questluasedction presents the findings regarding
the business network relationships that were ifledtby the individual case firms as playing
a role in their internationalization process argl shbstance of these relationships with regard




Table 1. Descriptives of participating firms

Firm Key Established Number of Foreign Turnover institution industrial organizational Market
informant employees markets (2007/08)  al factoré factors  factors developmernit
Alpha Bl 1989 39 world 7,5 mio € low niche stardized passive
Beta GO 1988 74 world 12 mio € low niche standaad] passive
minor adapt.
Gammé GU 1979 170 world 20 mio € low niche standardized mixed
Delte’ HO 1996 50 world 16 mio € low niche standardized active
Epsilor? HA 1990 70 Europe, US 18 mio € low niche standasdj active
minor
adaptations
Zeta Wi 1955 102 Europe, 9,2mio€ low niche half- active
Russia, US standardized,
niche

2 subject to governmental regulations and compaetipiolicies

® determining foreign business opportunities caruotiarough: the network (passive), own search\ajitisearch by partner (mediated)
4 Management buy-out

> Spin-off

® Management buy-out




to activity links, resource ties and actor bonds addition, this section draws out to what
extent the different relationships were helpfulaioquiring internationalization and foreign
market knowledge. The last part identifies possibfeiencing variables including resource
constraints and the degree of active internationatket development. Because of space
limits, not all findings are illustrated with quste

Business network relationships and inter nationalization

When firms go international, their networks tend d¢bange. While not all existing
relationships were affected by the internationgiliraof the case firm, there was a need to
abandon certain old relationships, intensify ergtones and form new ones as a result of the
international efforts. Relationships that were ctife encompassed service providers,
suppliers and importers.

Because of the internationalization of the indigdéirm, the demands changed especially
regarding service providers such as tax advisaveydrs and banks. The individual firms thus
abandoned even long-standing and personal relaimnso establish new ones with more
internationally experienced firms.

,Originally, our tax advisor was someone we knevvately. But then, relatively early
on, it turned out that with the challenges regagdinternational patenting rights and
balance sheet valuations, we needed someone witinternational experience, possibly
also with an international network in the back, #@mt even if they did not know
themselves , they could draw on their company m&tteofind out. This is why we then
ended up with PwC.” (B)

In contrast, all the case firms intensified thellationships with suppliers as a result of their
international efforts. In fact, suppliers were amdhe most important network partners when
it came to internationalization as both partiesae of the same value chain. Because of the
resulting activity links both sides felt a certalegree of interdependence. With increasing
sales volumes of the individual firms, all of thémad to ensure that their suppliers would be
able to satisfy the orders while maintaining thghhguality requirements. Changing suppliers
was not an option for any of the firms as only @nea few potential suppliers existed that
could deliver the complex and specific parts anchponents. Also, while all the companies
sold standardized products, minor adaptations Wwerpiently necessary. Hence, good social
relationships were also useful in getting the sigpplto produce small batches of parts and
components needed to satisfy this demand. At three dane, this willingness on the part of
the manufacturers was returned by the case firmbesheld on to their suppliers even as
they were growing bigger.

“When we started out, we only found small supplleEsause our orders were too small
for the bigger companies. And many of them greWw ust So this was important for us,
that these firms also developed in terms of qualityd as we’'ve been working together
for such a long time, it is easier to get themustomize certain parts. Especially if one
is developing a new product it is important thagytlare able, and willing to make even

" H&kansson and Snehota (1995:26) define activil§slas technical, administrative, commercial ameot
activities of a company that are connected in diffé ways to those of another company as a rektipn
develops. Resource ties connect different tangibtkintangible resources of two companies. Actaordiso
connect actors and influence how they perceive etter. They encompass economic, technologicad),leg
knowledge and social bonds.

8 Initials of key informants at the case companies
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small series. And then it is up to you to be faidanot turn your back on them when
orders are growing.” (BI)

The relationships with the suppliers changed assalt of internationalization and became
more interdependent. At the same time, the relgkims became more intense which was
reflected in greater assistance and closer co-atidim

Importers and dealers emerged as the most imporeationships in the course of
internationalization of the case firms. All thenfis opted for an indirect sales model in foreign
country markets, with usually a single importervsey a particular country market. The
importers acted as a vehicle for market entry aditims themselves were faced with resource
constraints in terms of human and financial resesircin addition, the firms had to
concentrate on operations and product developntérarae.

As the relationships with importers had to be falnamew the firms were faced with the
challenge of identifying suitable partners. All thiens took advantage of international trade
fairs within their particular industry. They served an important vehicle to monitor new
trends within the industry, receive market inforimat present own products and test their
appeal with other markets. In addition, they predichn opportunity to meet up with other
international players in the field, as well as wptttential customers and traders.

“It is of course the case that we participate hese trade fairs in order to make other
companies aware of our products, competitors. Amsl should also get the attention of
representatives, potential sales partners activanother country.” (HO)

A major criterion in selecting local dealers angarters was their prior industry experience
selling similar or related products. This ensurédttthey already possess the required
knowledge to sell the product and allowed for sgre= in cases where the distribution was
not exclusive. In addition, the case firms couladfé from an already established customer
base which provides immediate access to potentisiomers. In addition, as these sellers
were locals, they had a better understanding dirdgwith local customers. It was also easier
for them to oversee the activities of competitoithin the particular local markets.

“Of course, a German with many years of experiesgléing to German customers, they
just have more experience and knowledge of deakity German customers than
Austrians.” (GU)

Overall, the case companies seemed to rely on dieeilers when it comes to market specific
knowledge. As most of the firms were entering aagr@riety of international markets within
a short period of time, they did not have the resesiinternally to develop this knowledge.

“If you don’'t speak the language, if you don’t knéneal legislation, then you would
have to employ lawyers and people like that. Vitah, may work with big companies, but
with a small company like ours with only a few imifll€ turnover, that's not possible. So
| very much prefer having a partner there, with whone can develop programs and
strategies for the market. This is something omeamtrol: yes, we have agreed on this,
this is what has been accomplished, this is whatissing. What do we need to do, how
can we do things differently. So this is what helpshe most.” (WI)

The relationships with the importers certainly tdoke to develop. Most of them started out
as arm'’s length relationships. In some instant¢esrdlationships even remained at this level.
Sales figures then served as the major determinegarding the continuation of the
relationship. Different explanations emerged foctsweak relationships. First, as will be
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outlined later, firms that took a passive stancenternationalization were less willing to
invest in intensifying the relationships. Secoridm$ sought closer relationships in markets
that were relevant for them either because of masike, because of the strong position of a
competitor within the market, or because the markas the home market of a major
competitor.

Interestingly, the firms attached more importanzgérsonal relationships than to strategic
considerations regarding particular markets. Tlyggiraent was that if they did not get along
well on a personal basis, doing business togetleldwnot work out. This can be explained
by the close activity links between the firms. lihthe case firms, there was a clear task
separation between the two parties. Firms thatldped closer relationships over time also
perceived a higher dependence on their dealers.

“This has only developed over time, a certain paeobasis has evolved, which is
important now, but this has not been like that fitt beginning.” (HA)

Because of the interdependence between the case dind their importers the firms looked
for signs of commitment on the part of their imeost The case firms themselves upheld and
intensified the social relationships through visitg&l meetings.

“Our biggest 20 importers ... within the past 2 ygarve have visited almost all of them.
In February, he’s going to the States, that's théy@mne missing. He has met them on the
trade fairs already, but in order to know whereythveork, how they work, also from the
spatial conditions. One simply gets a better feehi has been to them.” (Bl)

Apart from these vertical relationships, firms aely seeking international markets also
pointed at business support agencies, most imgbrtéine Austrian Federal Economic
Chamber with its initiatives. These services weadipularly useful in preparation of a new
foreign market entry.

“The Austrian Federal Economic Chamber is of ongoielevance for us in the context
of internationalization. If we go to new market® geek out, which possibilities do we
have, and try to ... what are the habits, what's goim. This whole issue of getting
relevant data of a country, of an industry in thasuntry, this is where they are
involved.” (HO)

Surprisingly, competitors and other home-countrmmé engaged in the target market were not
considered to provide important support for intdoral activities. Occasional meetings at

different events served as a platform to also discissues related to the international
activities of the firms and hence benefit from teeperiences of others. Again, time

constraints were a major factor keeping entrepnenieom making more frequent use of such
opportunities.

“But in this case, it was two other companies thed also exporting, where we talked
informally, so how did you deal with the issue @dlding international receivables.” (Bl)

I nternationalization and foreign market knowledge development

The activity links and task sharing resulting fromternationalization has important

implications for internationalization and foreigrarket knowledge that is entering the firm,
as has the intensity of the relationship.
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With regard to service providers, specific knowledargely stayed with the service providers
although the firms had to adapt some of their prastto the new international environment
regarding accounting and financing issues. Oneorefy this is the fact that this knowledge
is not related to the core business of the indaidiums.

Although an increased intensity of relationshipsthwisuppliers was observed, these
relationships did not serve as a source of intenalization or foreign market knowledge.
Yet, the suppliers themselves at times receivekehanformation and had to come up with
new technical solutions. Overall, these relatiopshivere characterized by an intense
exchange of technological know-how which helped fias to maintain their competitive
edge in international markets.

In contrast, all firms drew heavily on importerglaheir knowledge regarding their respective
local markets. Importers have the advantage ofirgipdhe local context while at the same
time being knowledgeable about the product. Difierforms of learning and knowledge
acquisition were observed.

First, because of their resource constraints, ntamypanies considered the importers as an
extended knowledge base. They were explicitly mbérested in internalizing knowledge
pertaining to specific legal requirements, red fapistoms, and certification requirements.

“Red tape, this is terrible for entrepreneurs. Tiisvhy we said that in markets like the
Czech Republic or Russia, with all the certificategport certification etc. — | don’t care
about that. You get everything you need from Aastrand then it is your turn. Because
what am | as an Austrian supposed to do with thesRn customs? The'll laugh at you.
So this is the task of the local importer to takeecof these things. They are local people,
they know how things go, they know, what they t@de in order to get things.” (WI)

Similarly, specific societal norms were not deenmgortant as such by the case firms except
when they had a direct impact on the appeal orgdesf their product. Hence, the more
market specific the knowledge was, the less intedethe individual firms were in it. In
addition, the firms recognized that with regardfdceign business knowledge, it would be
difficult to develop a real understanding of thendiions if one was not on the spot.
However, because they had well-established relstiips with the importers and could rely
on them, this lack of knowledge did not endangeirtsuccess. Quite on the contrary, it
allowed the firms to save resources when treatieg distributors as an extended knowledge
base.

Importers also passed on important market knowledgsompanies that were open to their
feedback. It seems that this openness was detetntigerelationship strength, although
openness in itself also led to more intense redatigps. Frequent exchanges allowed the firms
to get a sense of the local market and providedsipidites for exchanging ideas and
experiences. A lot of ideas regarding new prodwstetbpments or adaptations entered the
firm this way.

“We had intense contact with the dealers. We kmdvich problems they had, the
reasoning of the local customers.” (HA)

Similarly, the firms regularly exchanged informaticegarding transportation issues. Overall,
this learning-through-networking proved useful amdportant for the success of the
individual firms.
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Trade fairs and visits to different countries ongad by the Austrian business agency
provided opportunities for informal information amatperience exchange. The knowledge
transferred largely pertained to local markets bodiness conduct. This seemed to be of
special relevance in those instances where firnte w&reening particular markets but not yet
operating in them, as well as in those cases wivens had already tried to set up a business
but had failed.

“We had been to trade fairs in the Emirates, whitri@gs looked promising and where
we thought ... We already had a partner there andthadmpression, that he’s the right
guy, and we're going to do business now. And ifitieave didn't get a single order.
Only when one of our people participated in oneth@fse organized journeys where
Austrian entrepreneurs travel to the different nedisk this was revealed to him. | don'’t
know whether this is some sort of a secret, probabt, but we did not know. But if you
are new to the market, how could you know?” (GU)

This instance is also characteristic for the waywimch the individual firms approached
different foreign markets. Most of them stayed va#tablished and proven patterns of market
entry without questioning the suitability of thepapach. Only one company indicated that
prior to market entry they explicitly invested humeesources for identifying local sales
conditions rather than leaving this up to theirtpar.

However, firms could develop an understanding afietal norms in different countries
through observation of the practices of their ladbedlers as well as through direct interaction
with them. Comparing the collaboration with diffete partners, they recognized
particularities in their behaviour which they ditried to different cultural backgrounds. At
the same time, some relationships dissolved asintligidual firms frequently failed to
recognize different expectations of local deald@ms.what extent the firm reflected such a
failure was again a matter of resources and marksdrtance.

“The problem what we have is that we had a partwhp, relative to the size of India,
was not successful enough. And so we decided ® daecond one in India. And, yes,
they then became extreme rivals, and then oneeaf tio longer wanted to work together
with us. He said he was fed up.”(GU)

Imitating direct competitors when it comes to eimigrforeign markets did not play a role,
neither in terms of foreign market selection norterms of entry mode. Rather, the firms
relied on their own experiences and used the welbictrade fairs.

Active versus passive networking behaviour and consequences for learning

Interestingly, the firms could be divided roughifya two different types. First, one group of

firms did not have to bother about actively develgpnternational markets. This was for one
of two reasons. First, one of the case companidsndt actively pursue an international

growth strategy and did not perceive a dependendaternational sales. Consequently, they
were not willing to invest resources in planningrked entry or adapting their products.

“That one enters a market, this is more or lesxhgnce, when interested dealers get in
touch with us. ... Up to this point, we were alwaysaisituation, where we said either
you take what we have or it does not fit and thewe .were never really dependent on a
specific business, or that we thought we had t@uena specific country, or that we had
to break into a market.” (GO)
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As evident in this statement, such a passive stareehave important implications for the
perceived usefulness of foreign market knowledgta did not show an interest in getting
much knowledge in from their distributors. Hendspahe relationships with their importers
were arm’s length, and specific market knowledges wargely missing within the
organization.

Other companies that also took more of a passmecstwere contacted by customers and
dealers because of their good international rejmmtaSuch an approach to market entry and
penetration became easier for the individual fimasr time as they had already established
an international network. This has also importamplications with regard to the motivation
of the individual dealers to perform. However, wntrast to the aforementioned company,
this case firm welcomed information and ideas cgmim once they were active in the
different international markets, mainly because there highly innovation oriented.

Three of the case firms took an active approacimtiErnational extension and penetration.
Getting a foothold in the different markets was encgsource intensive for these firms, both
in preparing their market entry as well as in latges when it came to penetrating them.
These firms were also more likely to draw on thevises provided by business agencies
especially for gathering basic market information.

“For instance in the US, we contacted the Federabomic Chamber, told them which
criteria we have, that we need dealers in thigdfidlhen we got address material that we
sorted through. So we have the first contacts raowl, we meet up with the people, talk
things over, look to what extent cooperation mapdsible. And in Poland, in the Czech
Republic and in Slovenia we did it similarly.” (HO)

Conclusion

This paper contributes to the internationalizatiberature by examining the networks of

internationally active SMEs and the learning ttsataking place within them. Specifically,

this paper employed a relational perspective tcetstdnd, explain and describe international
knowledge acquisition by SMEs. The specific valigs lin paying attention to alternative

forms of learning that occur throughout the intéioralization process of the firm, and

linking it to characteristics of the business lielahips.

The case studies showed that as firms internatamnaheir networks also change. The most
important network relationships are those alongvileae chain pointing at the importance of
activity links and resource ties. Within the indival relationships, the parties develop
knowledge concerning efficient work flow integratioThis at times also requires an
understanding of local market requirements. Hemtele the case firms themselves received
valuable information and knowledge from their disitors, the suppliers could also benefit
from the international activities.

Prior literature has identified three different krledge domains when it comes to
internationalization. However, it did not distinghi different development processes or
differences regarding their importance in the imétionalization process. In this study, a
number of factors emerged that determine learningcgsses in the course of
internationalization.
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Resource constraints provide a major limitationasoumulating knowledge inside the firm.
The study showed that a lack of foreign market Kedge is not perceived as an obstacle in
carrying out international business activities. Heat importers serve as an extended
knowledge base and are responsible for market dewednt. The individual firms rely on the
importers to pass on any relevant information. Tisecause the firms themselves perceive a
lack of familiarity with the local markets and hendo not feel capable of adequately
assessing the specifics of the market. At the dame the individual firms do not attribute
much importance to very specific market knowledgehey do not see a possibility to apply
it to other operations.

This reliance and perceived interdependence witpomers is mirrored in relationship

strength. At the same time, these more intense¢igethips between the importers and the
exporting firms allow for more foreign market arales knowledge entering the firm, leading
to a greater awareness of market peculiarities. @aehanism driving this is that in more
intense relationships, individual firms seem toogruze the value of new and external
information. All this seems to be contingent, hoem\on the perceived importance of selling
on international markets. Only if firms attach imgamce to the international growth of their
firm they are interested in learning about inteioval markets. Similarly, firms may take a
differentiated approach and strive for more intereationships and market knowledge in
bigger markets with key customers.

Future research is required to provide more conauproof of learning and knowledge

development in the internationalization procesghef firm. As the case studies were only
exploratory in nature, no generalizations shouldrzgle from the results. However, further
cases might be selected based on theoretical sagnginsiderations in order to increase the
robustness of the findings (Glaser & Straus, 19Bi7addition, it is still unclear to what extent

a thorough qualitative network analysis can beiedrout by drawing on the standard

methods of qualitative research (Straus, 2006)s Htudy used qualitative interviews to

assess the important relationships, explicitly mgkior the individual’'s perception of the

network. The verbal description was complementedhaydevelopment of visual network

maps throughout the interview situation, allowihg tnterviewee to describe relationships,
their structure and their relevance.
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