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ABSTRACT 

This thesis consists of three related essays that investigate the internationalization of 

entrepreneurial firms. The essays investigate the motivation of entrepreneurial firms to 

internationalize, the learning mechanisms during the internationalization process and firm 

performance post-internationalization. I build on the behavioural theory of the firm and the 

learning theory to explain internationalization of entrepreneurial firms. 

In the first essay, I explain the motivation of entrepreneurial firms to internationalize. 

I propose that internationalization represents a significant strategic change for an 

entrepreneurial firm. Following the literature on the behavioural theory of the firm, I argue 

that firms engage in internationalization when they encounter difficulties in the domestic 

market. I posit that firms that are performing below their aspiration level in domestic markets 

are more likely to internationalize (entry hypothesis). I further posit that such 

underperforming firms will compete in locations that are more culturally distant than firms 

that are performing above their aspiration level (culture distance hypothesis). My entry 

hypothesis is supported and culture distance hypothesis is not. 

In the second essay, I explain how entrepreneurial firms with no previous 

international experience learn in the international market. I draw on the learning theory and 

the experience spillover effects to predict firm's learning behaviour. I argue that there are 

essential similarities between managing a foreign alliance and managing international 

expansion. I posit that firms can transfer their experience at managing a foreign alliance 

before international entry to managing international market once they made the entry. I find 

empirical support for such transfer effect. 

In the third essay, I focus on learning and performance effect post- 

internationalization. I argue that entrepreneurial firms that have entered international markets 

face competing learning demands. The competing demands originate from the needs to 



developing core capability inside the firm and from the need to adjust to a new environment 

outside the firm. Excelling on both types of learning will lead to faster international growth. 

But when firms cannot achieve both simultaneously, those that use their international 

exposure to facilitate core capability development internally will achieve faster international 

growth. 
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CHAPTER 1 INTRODUCTION 

This thesis investigates how organizations, especially small and entrepreneurial firms 

learn and change over time. Organizations grow, learn, change, and adapt to external 

circumstances in different ways. I focus on one type of change - changing by moving 

beyond borders of their home country. International expansion is a complex, risky change 

since it involves substantial resource commitments, the adaptation of familiar home-grown 

mental models to new environment and dealing with a new set of suppliers, customers and 

competitors (Malnight, 1995,1996; Vermeulen & Barkema, 2002). International expansion 

is also increasingly relevant to small and entrepreneurial firms since more and more 

entrepreneurial firms start the process of internationalization early on in their life cycle 

(Oviatt & McDougall, 1994; Zahra & George, 2002). 1 tackle the issues of motivation, 

process and performance effects of such change. 

Chapter 2 examines the motivation of international expansion. Given that 

international expansion is a risky change, what prompts small firms to take the plunge and 

engage in such a risky change? Applying the behavioural theory of the firm in the 

international setting (Cyert & March, 1963), 1 propose that firms do not always enter 

international markets in pursuit of opportunities but often do so to flee threats from their 

domestic market. I theorize that the probability of a firm engaging in international expansion 

is related to its previous performance and aspiration level. Firms that are performing below 

their aspiration level are more likely to engage in change and international entry (entry 

hypothesis). I further hypothesize that the below-aspiration firms are also likely to enter 

more risky (i. e., culturally distant) countries in an effort to recover the losses in their 

domestic market (cultural distance hypothesis). My entry hypothesis is supported but the 

cultural distance hypothesis is not significantly supported. 
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Chapter 3 examines the mechanism of learning during the internationalization 

process. I tackle the question of how a firm without previous international operation 

experience can learn to perform better in the international market. Arguing from the learning 

theory at the individual level (Gick & Holyoak, 1983) and organizational level (Levitt & 

March, 1988), 1 hypothesize that there might be a transfer or spillover effect of experience 

across different lines of organizational activities. A firm's prior experience in a particular 

activity (source activity) can be transferred to a new situation (target activity) through the 

process of analogical reasoning and induction. The stronger the similarity between the two 

types of activities, the more likely that the experience in the source activity can be positively 

transferred to the target activity. Expertise of the focal actor can also facilitate the transfer. 

In the international entrepreneurship setting, I argue that due to the important strategic and 

structural similarity of foreign alliance management and international expansion, a firm's 

foreign alliance experience prior to international entry can positively influence its 

performance in the international market. I find evidence for the positive transfer effect. 

Contrary to my prediction, I did not find that a firm's founding management team's 

international experience facilitates such transfer. 

Chapter 3 examines the performance effect in terms of the growth of international 

expansion. I argue that post entry, entrepreneurial firms in the international market face 

competing learning demands - from developing core capability inside the firm to adjusting to 

new environment outside the firm. Excelling at both types of learning will lead to faster 

international growth. But when firms cannot achieve both simultaneously, I argue that firms 

that use their international exposure to facilitate core capability development internally will 

achieve faster international growth. I find support for my hypotheses. 

I use a dataset of international and domestic small, entrepreneurial firms to test my 

hypotheses. They are from the technology-based industries from China. I collected the data 
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through structured face-to-face surveys with executives and top management team members 

from September to December 2003. China is a good setting to test the change and learning 

perspective of international expansion, not only because of the interests from researchers, 

practitioners and media worldwide (The Economist, 2001), but also because of theoretical 

reasons. Chinese technology-base industries and firms started to emerge and develop from 

the early 1980s (Conroy, 1992). In recent years, more and more Chinese technology-based 

firms are entering the international market early on in their life cycle, however at the same 

time, many firms also view the international market as highly risky and are postponing their 

international market entry. Within the industries, there are variances between firm's 

performance, alliance establishment and learning behaviour due to co-existence of cutting- 

edge technologies and mature technologies. The great variance between behaviour and 

performance among firms facilitates the testing of the theoretical relationships in my study. 

With my thesis, I seek to make three major contributions to the literature. First, I 

contribute to the international entrepreneurship literature, the study of "innovative, proactive, 

and risk-seeking behaviour that crosses national borders and is intended to create value in 

organizations" (McDougall & Oviatt, 2000: p903). With the increasing business involvement 

of small entrepreneurial firms in the international market, researchers have begun to 

investigate the processes, contexts and issues that those firms face in the international market 

(McDougall, Shane & Oviatt, 1994; Oviatt & McDougall, 1994). However, the field of 

international entrepreneurship is still growing and the theories that explain the 

entrepreneurial, cross-national behaviours are not yet fully established. Previous literature 

review in the field (Coviello & Jones, 2004; Zahra & George, 2002) has highlighted the 

importance of drawing on established theoretical frameworks and rigorously testing theories 

in the international entrepreneurship setting to advance our understanding of the 

phenomenon. This thesis is an effort to that effect. It introduces the view of 
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internationalization as an important change for entrepreneurial firms and draws on the 

behavioural theory of the firm (Cyert & March, 1963) and the learning theory (Levitt & 

March, 1988; March, 1991) to study and understand the international entrepreneurship 

phenomenon. 

Second, I contribute to the organizational change literature by extending the boundary 

of theory. Previous works on organizational change have mainly focused on strategic 

changes within the domestic market such as the change in market position (Greve, 1998a, 

1998b) or location (Baum, Li & Usher, 2000b). They are relatively silent about the 

international aspects of change. My study is one among the first large-scale quantitative 

studies that explicitly use the behavioural theory of change to examine the motivations and 

patterns of firms' internationalization behaviour. I thus extend the change literature by 

exploring its applicability in the international business field. 

Third, I also contribute to the learning literature by investigating organizational 

learning across different activities. Previous literature on learning emphasized the 

experiential learning effect in a single activity (Argote, 1999) but to a large extent overlooked 

the interdependence of learning across activities (an exception is Zollo & Reuer, 2005). 

However, increased specialization in one type of learning can lead to learning myopia, the 

tendency to overlook distant times, distant places, and the failure and might result in 

maladaptation of the organization (Levinthal & March, 1993). I explicitly investigate the 

interdependence of learning across different types of organizational development activities 

(between managing foreign alliances and managing international market in Chapter 3 and 

between technology capability development and international expansion in Chapter 4). I thus 

highlight that there might be a positive experience transfer effect between different activities 

and that coordinated learning amongst diverse activities can lead to higher growth for firms. 
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CHAPTER 2 ASPIRATION, MOTIVATION AND INTERNATIONAL 

BEHAVIOUR 

2.1 INTRODUCTION 

On December 7,2004, Lenovo, a Chinese manufacturer of personal computers, 

bought the personal computing division of IBM and created a sensation around the world. 

This event not only baffled industry observers (The Economist, 2004), but also generated 

controversy among academics (Knowledge@Wharton, 2005). Experts asked whether the 

takeover represented a wise move from both sides. Amidst the diverse opinions on this topic, 

one important point emerges-the takeover might be a move out of necessity rather than the 

pursuit of an opportunity. Structural overcapacity and intense domestic competition in China 

continues to exert pressure on local Chinese firms. The market share of Lenovo is under 

constant attack while its stock price keeps falling. Mary Ma, Lenovo's financial chief 

admitted that, "if we just focus on China, we cannot generate returns for our shareholders. " 

Liu Chuanzhi, Lenovo's founder and retired chairman also noted that because the space to 

grow in the domestic market is limited globalization is the only option for the company 

(Knowledge@Wharton, 2005). 

Internationalization out of necessity rather than in pursuit of opportunity is not only a 

Chinese phenomenon. In the 1950s and 1960s, Sony Corporation had to begin exporting to 

and later investing directly in the United States in order to avoid Mitsubishi's monopoly over 

the distribution network (Abbeyglen & Stalk, 1985). In recent years, changes in the political 

economy, information and communication technology, and cultural integration have 

increased the globalization of the business. As the business world has globalizes, so have 

more and more small and medium-sized enterprises. Organisation for Economic Co- 

operation and Development estimates that more than a quarter of the world's small 
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manufacturing firms enter international markets within ten years of their founding and derive 

a substantial percentage of their revenue from foreign sources (OECD, 1997). Between one 

and two percent of small manufacturing firms are estimated to be international at inception 

that is within two years of their founding (OECD, 1997). Researchers have pointed out that 

as small and medium size enterprises internationalize they often distribute parts of their value 

chain across multiple countries. (Oviatt & McDougall, 1994; 1999). International 

diversification is an important growth strategy for small and medium size firms. The 

decision to internationalize usually involves important resource commitments. (Burgel & 

Murray, 2000) and can influence their chances of survival (Zaheer & Mosakowski, 1997). 

Previous research has examined the antecedents (Sapienza, De Clercq & Sandberg, 2005), 

intervening processes (Zahra, Ireland & Hitt, 2000) and performance implications 

(Bloodgood, Sapienza & Almeida, 1996; Lu & Beamish, 2001; McDougall & Oviatt, 1996) 

of the decision to internationalize. While there is some theoretical work trying to explain the 

motivation to internationalize (Johnson & Vahlne, 1977; Oviatt & McDougall, 1994; 

Zacharakis, 1997), our understanding of why firms internationalize remains limited and 

inconclusive (Zahra & George, 2002). Further, the emergence of small and medium size 

enterprises aggressively internationalizing from emerging markets increases the need for a 

new , theoretical, conceptual, and methodological advances in academic research. In this 

paper, we aim to address this gap and suggest that the behavioural perspective (Cyert & 

March, 1963) can explain why firms internationalize and what patterns of internationalization 

they follow. 

Our central idea is that internationalization represents a type of organizational change 

in which firms are more likely to engage if their current performance fails to meet their goals 

or expectations. To advance this idea, we develop three lines of argument. First, we argue 

that internationalization is a type of risky organizational change for firms. 
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Internationalization involves an unfamiliar host country environment, a lack of knowledge 

about the local market, and cultural familiarity. All these factors are likely to result in 

asymmetric distribution of information in the market that will influence operation of the firm 

when entering a foreign country (Miller, 1992; Shrader, Oviatt & McDougall, 2000). 

Second, we argue that firms usually form performance expectations of themselves based on 

their social reference groups (Greve, 1998b). The performance level of their social reference 

group thus forms their level of aspiration. Firms are more likely to engage inactions of 

organizational change if their performance is below their aspiration level (March & Simon, 

1958). In the case of internationalization, firms are more likely to begin internationalization 

if their domestic performance level is unsatisfactory. Third, based on the prospect theory of 

risk taking (Kahneman & Tversky, 1979), we propose that firms that are performing below 

aspiration levels are more likely to take on bigger risks and are more likely to enter uncertain, 

more culturally distant countries than those who are performing above their aspiration levels. 

To test our arguments, we develop formal hypotheses and test them using data 

collected from surveys of 179 international and domestic Chinese small and medium size 

enterprises. We discuss the implications and limitations of our findings and suggest 

direction for future research. Our paper attempts to make two contributions to the literature. 

Theoretically, we integrate the classical explanations of behavioural theory (Cyert and 

March, 1963) with more recent theorizing on the role of aspiration (Greve, 1998b) and risk- 

taking (Kahneman and Tversky, 1979) in motivating and focusing internationalization 

decisions. Empirically, we test our hypotheses in the context of internationalization of small 

and medium size enterprises from China - an emerging economy with explosive growth that 

has global implications. 

18 



2.2 THEORY AND HYPOTHESES 

2.2.1 Internationalization as Risky Organizational Change 

Historically, international business research has been interested in the motivation 

behind the internationalization of large multinational corporations from advanced economies 

(Hymer, 1960; Knickerbocker, 1973; Vernon, 1966). Over time, three competing theories, 

monopolistic advantage (Hymer, 1960), the product life cycle theory (Vernon, 1966) and the 

internationalization process theory (Johnson & Vahlne, 1977), have emerged to explain how 

internationalization becomes an integral part of a firm's business strategy. These suggest that 

multinationals internationalize to extend their domestic advantage to the foreign markets 

(Hymer, 1960), to counter a rival's competitive behaviour (Knickerbocker, 1973), or to take 

advantage of a product's comparative advantages across country borders at the various stage 

of its product life cycle (Vernon, 1966). 

A consistent theme in the literature is that firms expand internationally to exploit 

domestic advantages and capabilities (Zahra & George, 2002). Previous research emphasized 

the benefits that internationalization provides for firms. It offers benefits from both pure 

market expansion and from capability development. By selling its products and spreading its 

activities across different countries, firms can reduce revenue fluctuation (Kim, Hwang & 

Burgers, 1993). With increased scale of economies, they also enjoy a higher market power 

over suppliers, distributors, and customers as well as reduce costs (Kogut, 1985). More 

importantly, firms can learn from operating in diverse markets, enhance their knowledge base 

and competitiveness through experiential learning (Barkema & Vermeulen, 1998; Delios & 

Henisz, 2000; Zahra et al., 2000). Both case studies (Oviatt & McDougall, 1995) and 

quantitative studies (Bloodgood et al., 1996; Burgel & Murray, 2000) suggest that firms that 

have unique intangible assets (experience, network and technology) and innovative 
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technology are likely to internationalize. The arguments imply that firms that are performing 

well in the domestic markets are more likely to expand internationally. 

However, these benefits do not come without risks. In the process of 

internationalization, firms have to face the liabilities of foreignness. These are the 

unavoidable costs that firms establishing operations abroad face that firms operating 

domestically do not (Zaheer, 1995; Zaheer & Mosakowski, 1997). Internationalizing firms 

face an unfamiliar local culture and lack a value chain network or political influence. In 

short, when starting to operate in an international setting, firms will encounter changes in 

their operating environment. When a firm starts exporting activities, for instance, they might 

need to centralize their decisions to balance the needs of various markets. They might need 

to accommodate their organizational structure with exporting activities in order to achieve 

better performance (Beamish, Karavis, Goerzen & Lane, 1999). Internationalization is 

especially risky for small and medium size enterprises. Internationalization usually 

represents a significant resource commitment for SMEs (Burgel, 1999). Once the resources 

are deployed for the internationalization purpose, its redeployment in other purpose can be 

difficult and/or inefficient. As a result, international ventures usually have significantly 

different manufacturing, marketing and distribution strategies than their domestic 

counterparts (McDougall, 1989). Also once a firm has internationalized, it is likely to 

experience further strategic changes in its operations (McDougall & Oviatt, 1996). 

Because of such risk and uncertainty, firms often adopt a linear process from 

exporting directly to employing local agents, to setting up foreign subsidiaries. Lack of 

knowledge of a local market is an important obstacle to a firm's international development 

and firms need to acquire that knowledge gradually through experience abroad. This is the 

main theme of the international process theory that focuses on explanation the linear 

characteristics of internationalization (Johnson & Vahlne, 1977). However, it does not tackle 
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the issue of a firm's initial entry into international market. The issue of initial entry is the 

focus on our paper. 

2.2.2 Social Aspiration Level and the Motivation to Internationalize 

Our main research question in this chapter is: given that internationalization is risky, 

what prompts firms to take the plunge and engage in the act of such a risky change? 

Research into organizational change suggests that because of structural and competitive 

inertia, organizational change does not always originate from optimal rational calculation and 

pursuit of opportunity. Rather, change is more likely to happen when performance fails to 

meet a preset goal or expectation (March & Simon, 1958). 

Organizational aversion to change is similar to an individual's aversion to risk (Greve, 

1998b). Experimental studies have documented that individuals have a tendency to be risk 

averse. People prefer to gamble with lower variances of expected value (Lopes, 1987). 

However, individual risk taking behaviour changes according to the context of choice and 

risk taking. An individual's risk taking appears to increase when people fail to reach a 

specific goal or aspiration level (Kahneman & Tversky, 1979). This is because an individual 

who fails to attain a goal or a given aspiration level might attempt his loss and are more likely 

to engage in riskier choices than those who have already surpassed their goal or aspiration 

level. This risk-taking behavior at individual level persists at the organizational level (March, 

1988; March & Shapira, 1987,1992). In business situations, similar to personal settings, 

managers tend to take fewer risks when performance surpasses their goals or aspirations and 

take higher risks when performance is lower than their goals or aspirations. 

Organizational change is often prompted by performance feedback from the 

environment and managers' interpretation of this feedback (Milliken & Lant, 1991). When 

evaluating such feedback, aspiration level is an important benchmark. At the individual 

level, an aspiration level has been defined as a "reference point that is psychologically 
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neutral" (Kameda & Davis, 1990): 56 or "the smallest outcome that would be deemed 

satisfactory by the decision maker" (Schneider, 1992). According to March and Simon 

(1958), an organization's aspiration level is a result of a bounded rational decision maker 

trying to simply evaluate by transforming a continuous measure of performance into a 

discrete measure of success and failure. It is the dividing line between success and failure in 

the decision maker's perception and interpretation from the results obtained from a former 

action. 

Previous research has show that aspiration level formation is an adaptation process 

that is influenced by previous aspiration level, performance feedback and social comparison 

(Lant, 1992; Mezias, Chen & Murphy, 2002). It is difficult to determine an individual or a 

firm's aspiration level. At the individual level, aspiration forms when an individual compares 

himself to other people (Festinger, 1954). The reference groups for comparison that the 

individual selects, differs according to the goal of the particular comparison (self-evaluation, 

self-improvement or self-enhancement) and also the social environmental context where the 

comparison takes place (Wood, 1989). It is more difficult to determine the aspiration level at 

the organizational level. Organizational aspiration levels change with experience and 

reference points: social and historical (Greve, 1998b, 2003). Social aspiration levels form 

when a firm compares its performance with its peers. Historical aspiration levels form when 

a firm compares present self to its historical performance (Cyert & March, 1963). In forming 

a social aspiration level, size, industry, performance, status, geographical proximity can affect 

the choice of reference group (Baum & Lant, 2003; Davis & Greve, 1997; Haveman, 1993; 

Porac, Thomas, Wilson, Paton & Kanfer, 1995). Historical aspiration levels form when the 

firm compares its current performance with the performance history of itself (Cyert & March, 

1963). For SMEs, the social aspiration level is relevant because of their often short track 

record of financial performance. Following March and Simon (1958), we argue that a risky 
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organizational change is activated when firms perceive that their performance level falls 

below the average aspiration level. 

Industry average performance may be a major aspiration level for SMEs. Since social 

aspiration level is based on the contemporary performance of a reference group, we argue 

that a particular firm forms their social aspiration level by comparing itself to its industry 

peers. Thus, a firm's aspiration level is set to the mean performance in the industry (Greve, 

1998b). Firms performing below this level will experience more pressures to change and 

internationalize their international operations. 

We follow Greve (1998b)'s conceptualization of the relationship between aspiration 

level and probability of change and internationalization. In this conceptualization, the 

probability of change (internationalization entry in our case) is characterized by two 

properties: "(1) decline in the probabilities of change when performance increases, both 

above and below aspiration level; and (2) higher sensitivity above the aspiration level, as the 

decline in probability of change is more rapid then. The second property gives the curve a 

kink -a change in the slope at the aspiration level" Greve (2003: p62). The first property 

comes from the idea of problematic search, i. e., failure to meet aspiration level increases 

probability of initiation of search activities and change (Cyert & March, 1963). The second 

property comes from organizational inertia (Hannan & Freeman, 1977; Milliken & Lant, 

1991; Staw, Sandelands & Dutton, 1981). When performance level surpasses the aspiration 

level, decision makers in the organization are more conservative in their choice and tend to 

continue with the status quo. A figure of the probability of change/internationalization is as 

follows: 

Insert Figure 2.1 about here 
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Thus: 

Hypothesis 1 a: When firm's performance relative to the social aspiration level 

increases, the probability of it entering the international market decreases. 

Hypothesis 1 b: The decrease in the probability of internationalization is greater for 

performance increase above the social aspiration level. 

2.2.3 Risk Taking and Location Choices 

Choice of location has previously played the main subject of discussion in literature. 

Pioneering research examined the choice of location based upon the comparative competitive 

advantages of various countries along product life cycle (Vernon, 1966) or different stages in 

the firm's international process (Johnson & Vahlne, 1977). Recent research has shifted the 

attention from the normative view of a firm exploiting their advantage overseas to a more 

capability-oriented view of international firms. Recent research has emphasized the potential 

benefits in terms of capability development for firms (Madhok, 1997). Researchers have 

investigated the capability development issue from a knowledge sourcing (Almeida, 1996; 

Cantwell, 1989) and agglomeration advantage (Shaver & Flyer, 2000) point of view. Firms 

are hypothesized to choose certain locations where they can access important local 

knowledge from their target region or host country. Whether firms internationalize to exploit 

their existing advantage or to seek new knowledge and/or competitive advantage, the major 

hidden assumptions, in both views, are "bounded rationality" and the subsequent "uncertainty 

avoidance" (Madhok, 1997). Transaction cost economic theory considers a firm's choice of 

international location as a method which firms employ to extract the most rent from its 

existing competitive advantage. Organizational capability perspective also assumes that 

firms are profit seeking, but take a long-term view in its behavior. The theory sees a firm's 

choice to internationalize and of location from a developmental point of view, selecting 

particular modes and locations to strengthen its diverse capabilities. However, both views 
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de-emphasize the risk preference of the firm that is internationalizing. This is the critical gap 

in the literature that we are trying to address in this paper. 

We argue that while firms are generally risk-averse in their decision-making, firms 

that are performing below their aspiration level are less risk-averse than those performing 

above their aspiration level. Prospect theory (Kahneman & Tversky, 1979) proposes that an 

individual's choice is influenced by potential gains and losses. In prospect theory, the 

probabilities of a different outcome of the classic expected utility model is replaced by 

decision weights assigned to each outcome. Usually, decision weights are generally lower 

than corresponding probabilities, except in the range of low probabilities. An important 

finding of prospect theory is that people or decision makers exhibit inconsistent preferences 

when the same choice is presented in different forms, indicating framing effects (Kahneman 

& Tversky, 1979). Decision makers usually exhibit degrees of conservativeness once current 

performance is satisfactory (Greve, 1998b). In the international setting that we investigate, 

firms performing above their aspiration level are more likely to exhibit conservatism in 

choosing their target countries. 

Culture is one area that firms may heighten their conservatism. The process school of 

the international management literature has long observed that at the beginning of the 

internationalization process, firms choose countries with a shorter psychic distance from their 

home country (Johnson & Vahlne, 1977,1990). Psychic distance refers to the degree to 

which a firm is uncertain of the characteristics of a foreign market. It is influenced by 

differences in culture and language of the home and target countries. In empirical settings, it 

is difficult to measure psychic distance and researchers have used cultural distance between 

the home country and target country as a proxy for it (Barkema, Bell & Pennings, 1996; 

Hofstede, 1983; Kogut & Singh, 1988). The closer the target country is to the home country, 

the less risky the country will be for the firm since the target country will be similar to the 
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firm in terms of organizational, administrative practices, customer expectations etc. We 

argue that firms performing above their aspiration level will choose those less risky countries, 

as the decision makers are less likely to change the status quo. If a certain practice is 

working well in the home country, the extrapolation is that it is likely for the same practice to 

work in a culturally similar country, more so than for it to work at a culturally distant 

country. To minimize risk, firms performing well will choose those culturally closer 

countries to replicate their success in the domestic market. On the other hand, firms who are 

performing below their aspiration level are more likely to engage in problem-oriented change 

and search in order to correct their status quo. A radical change (i. e., a more cultural distant 

country) might offer them an opportunity to ascertain what went wrong in the domestic 

market and correct those mistakes in later operations. Thus: 

Hypothesis 2a: When firm's performance relative to the social aspiration level 

increases, the probability of it entering risky market decreases. 

Hypothesis 2b: The decrease in the probability of entering risky market is greater for 

performance increase above the social aspiration level. 

2.3 METHODS 

2.3.1 Data Collection and Research Site 

We test our hypotheses on a cross-sectional database of Chinese small and medium 

size enterprises that includes firms that have internationalized and those that have not. We 

collected data on small and entrepreneurial firms in Beijing and the Shanghai in People's 

Republic of China between September and December of 2003. The database that we 

collected is used in all three essays in the thesis. However, each essay uses a set of different 

variables to tackle its respective research question. We describe the measures used in each 

essay in their methods section. 
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The firms are across five technology-based industries: (1) Information communication 

technology (ICT) hardware; (2) software products; (3) biotechnology, pharmaceutical & 

advanced chemical; (4) machinery, and equipment and information technology (IT) & (5) 

technical services. We include details of our sample characteristics in Table 2.1. The 

sampling frame for the internationalized firms is taken from seven sources: the Beijing 

Foreign Economic Trade Commission (BFETC); China Commodity Net database by 

MOFCOM (Ministry Of Commerce, P. R. C. ); Zhongguancun Science Park Administration 

Committee (www. zhongguancun. com. cn), China Custom Office (Beijing), China Commodity 

Net database by MOFCOM, Shanghai Custom Office, and Shanghai Foreign Economic 

Relationship and Trade (www. smert. og v. cn). Our effective sampling frame totals 610 firms, 

among which 146 firms answered our survey. Thus our effective response rate is 23.9%. Of 

these firms 126 fit the definition of small and medium size enterprises. In differentiating 

SMEs and large firms, we follow the definition provided by the American Small Business 

Administration (SBA), i. e. SMEs are stand-alone enterprises with fewer than 500 employees 

(Lu & Beamish, 2001). After accounting for missing values across all variables, the sample 

of international firms used in the analysis is 103. For domestic firms, the sampling frame was 

compiled from three lists: the Beijing Foreign Economic Trade Commission, Zhongguancun 

Science Park Administration Committee and the China Commodity Net database. The 

effective sampling frame totals 398 firms, of which 114 firms completed our survey. This 

gives us an effective response rate of 28.6%. 110 of the 114 fits the definition of small and 

medium size enterprises; that is, stand-alone enterprises with fewer than 500 employees. 

After accounting for missing values on all the variables, the sample of domestic firms used in 

the analysis is 75. Thus, the total sample under analysis in this paper is 179 firms. 

Insert Table 2.1 about here 
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In our sample, the average age of the firms in 2002 is 4.51 years, the average size in 

terms of employees is 104 persons and in terms of total turnover is $1,722,000 in the first 

year of sales, $5,140,000 for the year 2002 and $5,893,000 in year 2003 (expected sales). 

(Using the exchange rate of 1 USD = 8.28RMB. ) For firms that have already 

internationalized, it took them an average 1.94 years from firm start-up to entering the 

international market. Table 1 below describes our sampling procedure and table 2 describes 

our sub-sample characteristics (international firms vs. domestic firms). 

Insert Table 2.2 about here 

2.3.2 Models and Analysis 

In testing hypothesis la and lb, we used the full sample. Since hypotheses 2a and 2b 

relate to the firms that have internationalized, we only use those firms that are already 

internationalized to test it. In terms of model specification, we use logistic regressions to test 

hypothesis la and lb and use both logistic regression and ordinary least square (OLS) 

regression to test hypotheses 2a and 2b. Logistic regression and OLS regression offer similar 

results for hypotheses 2a and 2b. 

2.3.3 Dependent Variables 

There are two dependent variables in this study: the likelihood of international entry 

(for Hla and b), the cultural distance between the entry country and home country, China (for 

H2a and b). 
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International Entry. A firm is categorized as being an international firm if in year 

2002 its international revenue constitutes more than 5% of all of its sales revenue 

(McDougall, 1989). McDougall (1989) has shown that international market operation are 

more likely to have a significant influence on the firm's overall operation if it exceeds the 5% 

threshold level. It constitutes an organizational change in that aspect. 

Cultural Distance. Following convention in the literature (Barkema, Shenkar, 

Vermeulen & Bell, 1997; Barkema & Vermeulen, 1997), we used the Kogut and Singh index 

to calculate the cultural distance (Kogut & Singh, 1988). Using Hofstede's indices (Hofstede 

& Hofstede, 2004), a composite index was formed based on the deviation along each of the 

five cultural dimensions (i. e., power distance PDI, uncertainty avoidance UAI, 

masculinity/femininity MAS, individualism IDV and long-term orientation LTO) of each 

country from China's score. Formula as below: 

CDC J(Iv 
-I,, 

ý lVi1/5 

where I; ý stands for the index for ith - cultural dimension andjth - country. Vj is the 

variance of the index for the ith dimension, c indicates China, and CDC is the cultural distance 

of thejth country from the Chinese ranking. We tested the model using cultural distance both 

as a dummy variable (high cultural distance vs. low cultural distance) and as a continuous 

variable. As shown later in table 2.6 and table 2.7, the results for those two model 

specifications are essentially the same. 

2.3.4 Independent Variable 

Aspiration Level. The focal independent variable in this study is the firm's aspiration 

level. We measure the aspiration level in relative terms as the industry average return of 
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sales (ROS) performance within our sample. Measuring aspiration level by the industry level 

follows Greve (1998b). In order to test the kinked-curve in our conceptualization (figure 

2.1), we used a spline function (Greene, 2003: p120-122). Following Greene, we made a 

spline variable, which is the interaction of a dummy variable (1 if a firm's ROS performance 

is above its aspiration level and 0 otherwise) and a relative performance variable (which is 

the difference between performance and the aspiration level, i. e. performance minus 

aspiration level). In testing the spline function as specified in figure 2.1, we need to enter 

both performance and the interaction spline variable calculated above. The coefficient of the 

performance variable shows the general trend of the relationship between performance and 

likelihood of internationalization. A negative coefficient demonstrates that the likelihood of 

internationalization decreases with performance increase in general. The coefficient of the 

interaction spline variable shows the change of coefficient around the kink point. A positive 

coefficient demonstrates that the likelihood of internationalization decreases more rapidly if 

the performance is above the aspiration level. 

2.3.5 Control Variables 

Size. Firm size can influence the likelihood of entrepreneurial firms going 

international. Larger firms might be more likely to enter international markets since they 

have the human and financial resources to do so. Size refers to the number of employees in 

year 2002. We use its natural log of the employees in the regressions. 

Firm Age. Firm age can influence the probability of firm internationalizing. Older 

firms are more likely to have established their market position in the domestic market. 

According to traditional international management literature, they are more likely to enter the 

international market to exploit their existing competitive advantage in the domestic market. 

To tease out this confounding effect, we include firm age as a control variable. 
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Industry Life Cycle. According to the product life cycle theory, firms that engage in 

industries that are under a different life cycle have a different probability of entering the 

international market (Vernon, 1979). To control this confounding effect, we asked survey 

respondents to indicate the industry life cycle of their product/services to be one of the 

following four stages: introduction stage, growth stage, maturity stage and decline stage. Of 

the firms in our sample, 42.79% are at the introductory stage, 38.59% are at the growth stage, 

16.59% are at the maturity stage of their industry and 2.18% firms are at the decline stage of 

the industry. Our baseline of comparison is the maturity stage of industry. 

Industry Dummies. In this cross-sectional dataset, we have firms that originate from 

five industries - (1) ICT hardware; (2) software products; (3) biotechnology, pharmaceutical, 

advanced chemical; (4) machinery and equipment and (5) IT services industry. We used IT 

services as our baseline for comparison and entered four dummies for the other four industry 

categories. 

R&D Investment. The level of R&D investment is another variable that might 

influence the likelihood of internationalization. In the current world economy, industries are 

becoming more and more integrated and firms investing heavily in R&D might feel more 

pressure to go international since they have the pressure to recover the investment that they 

made (Franko, 1989; Jolly, Alahuhta & Jeannet, 1992). A single country's market is so small 

that the return from it might be insufficient for the firm to recover its investment. To control 

the technology-specific effect on internationalization, we entered R&D investment as our 

control variable. This is measured by the percentage of R&D employees from the total 

number of employees at the time of our survey 2003. 

Market Attractiveness. Market Attractiveness influences the choice of target country 

for international entry (Barkema & Vermeulen, 1997). In choosing the target countries, firms 

are more likely to enter countries with high market potential to take advantage of the market 
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there. We measure market attractiveness using the GDP 2001 data (in billion US dollars), 

which is obtained from the WorldBank website 

(http: //www. worldbank. org/data/wdi2005/index. html). The World bank database does not 

include data on Taiwan, so we obtain Taiwan related data on Ministry of Economic Affairs of 

Taiwan, Republic of China (http: //www. moea. gov. tw/english/estatistics/index. html). 

2.4 RESULTS 

Table 2.3 shows the mean values, standard deviations, and correlations for all the 

measured variables for all firms. 

Insert Table 2.3 and Table 2.4 about here 

Model 1 and 2 in Table 2.5 show the results of the logistic regression analysis with 

the likelihood of international entry as the dependent variable (n=179). Model 1 is the base 

model for logistic regression on the probability of a firm's internationalization. Model 2 

reports the results of the full model with the variables of aspiration level. Model 3 and Model 

4 in Table 2.6 shows the results of the logistic regression analysis for the internationalized 

firms only (n=96). These models show the effect of aspiration level on location choices of 

firms that have already internationalized. Model 5 and 6 in Table 2.7 shows the results of the 

OLS regression analysis for internationalized firms only (n=103). 

Hypothesis la states that as firm's performance relative to the social aspiration level 

increases, the probability of its entering the international market decreases. Model 2 (Table 

2.5) shows that the coefficient for the main performance variable is negative and significant 

(p< . 01), indicating that the better a firm performs, the lower will be the probability that it 

will internationalization. Thus Hla is supported. Hypothesis lb states that the decrease in 

the probability of internationalization is greater for performance increase above the social 
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aspiration level. Model 2 indicates that the interaction term (of above aspiration dummy and 

relative performance) is positive and significant (p<. 05), showing that the there is a change of 

slope when a firm's performance level surpasses its aspiration level. The positive coefficient 

indicates that once the firm's performance surpasses its aspiration level, the probability of 

firm internationalizing decrease become more rapidly. Thus, Hlb is supported. 

Hypothesis 2a states that as a firm's performance relative to the social aspiration level 

increases, the probability of its entering risky market decreases. Hypothesis 2b states that as 

the decrease in the probability of entering risky market are greater for performance increase 

above the social aspiration level. We test the hypotheses using both the logistic regression 

(Model 4 in Table 2.6) and OLS regression (Model 6 in Table 2.7). As in hypothesis 1, we 

enter the main performance variable and the spline variable in the regression. Although the 

sign of the coefficients are as we hypothesized (negative for the main variable and positive 

for the spline variable), neither coefficient is significant. The reason of this non-support 

might be two-folded: first of all, we find that market attractiveness variable, measured by 

GDP figure, rather than aspiration level explains the entry country choice (p value of market 

attractiveness variable is less than . 001). It seems that most of the firms are entering the 

countries with the highest market potential in order to benefit from an expanded customer 

base. For instance, 62 firms (56.4% of the international firms) entered either the US or Japan, 

two of the most attractive markets. We conclude that although aspiration level significantly 

influences the decision to enter international market, it does not influence the target country 

choice as much. The second reason of non-support is related more to the mechanisms of 

internationalization. We propose that the country a firm enters is not only determined by the 

risk factor of that country, but also might be related to the ease of entering that particular 

country. A firm might choose to enter a particular country because of the top management 

team members have contacts in that country or that the firm has an existing strategic alliance 

33 



with firms in that country. Due to availability of information and contact, the risk of that 

country is mitigated and the chances of the firm entering that country increases. This might 

confound the effect of aspiration level. Overall, we find support for two out of four 

hypotheses, hypothesis la and lb, but do not find support for H2a and Hgb. 

2.5 DISCUSSION AND CONCLUSION 

Our results support the idea that small and medium enterprises internationalize not 

only to exploit opportunities but also out of necessity when their performance is under 

pressure in the existing market. Our study focuses on the motivations of SMEs 

internationalization and how the initial motivation affects their choice of target countries. 

Previous research focused on the opportunity seeking side of argument, arguing that firms 

internationalize to take advantage of their capabilities. Adding to the literature, we explore 

the necessity side of the argument. Using the behavioral theory of the firm on organizational 

change, we propose that international entry is a risky strategic change for entrepreneurial 

firms as it necessitates major changes in the firm's operations. Although change may happen 

when firms seek to optimize their performance, it is also likely to happen when 

environmental changes compel them to change. Firms internationalize not only to seek better 

market opportunities but also to cope with the domestic competition pressures. Our analysis 

shows that international entry, as a type of organizational change is more likely to engage in 

when their performance is below their aspiration level. This is consistent with the predictions 

of the behavioral theory of the firm (Cyert & March, 1963; March & Simon, 1958). 

However, contrary to our prediction, we did not find that firms choose target countries based 

on the their motivation for internationalization. We propose that lack of support might be due 

to two reasons. First, it seems that both poor performing and good performing firms select 

their target countries based on the market attractiveness factor. The effect of aspiration level 

on the risky country choice is thus not significant as both types of firms are exhibits similar 
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choices. Second, we propose that the country choice might be influenced by information 

availability and contact availability that do not relate to firm performance or aspiration level. 

Such factors might confound the effect of our focal variables. 

In summary, our results extend the behavioural theory into the study of SMEs 

internationalization. Since Hymer (1960), researchers have considered internationalization as 

a search for financial gain and creating long-term capabilities that benefit firms. Previous 

research in SMEs internationalization especially has emphasized the capability expansion and 

opportunity seeking side of firm internationalization. The "necessity side" of the motivation 

to internationalize has been under-investigated. Our research highlights the "necessity" 

motivation in studying the internationalization of entrepreneurial firms. Our results suggest 

that international entry can be a way for firms to cope with pressure from competition in the 

domestic market. To internationalize successful, firms need to consider their motivations and 

select a proper location, a correct time and strategy to enter the international market. 
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CHAPTER 3 TRANSFERABLE EXPERIENCE AND LEARNING IN - 

INTERNATIONAL MARKETS 

3.1 INTRODUCTION 

Organizational learning is central for a firm's change, survival and effective 

performance. This premise has driven research in strategic management (for reviews, see 

Argote, 1999; Fiol & Lyles, 1985), organizational behaviour (Huber, 1991) and 

entrepreneurship researchers (Zahra et al., 2000) to investigate the antecedents, processes, 

mechanisms and performance effects of learning. Learning is especially important when 

firms are competing in industries in which knowledge is developing rapidly, such as 

biotechnology (Powell, Koput & Smith-Doerr, 1996), R&D intensive manufacturing 

industries (Cohen & Levinthal, 1990) and other technology-based industries. 

Most research in the learning literature has emphasized the experiential learning 

effect, i. e., that the performance in a particular activity tends to increase with further 

experience of that activity (Argote, 1999). As a result, we know that experience 

accumulation, the result of repeated activities can lead to either decreased cost or increased 

quality for that activity. The learning effect has been found in many lines of manufacturing 

industries, such as automobiles (Levin, 2000), airplanes (Alchian, 1963), trucks (Epple, 

Argote & Devadas, 1991) and ship-building (Rapping, 1965). It has also been found in non- 

manufacturing industries where employee, organization or product characteristics differ 

significantly from manufacturing industries, for instance pizza production service (Darr, 

Argote & Epple, 1995), surgical procedures (Pisano, Bohmer & Edmonson, 2001) and 

alliance management (Anand & Khanna, 2000). Apart from the simple accumulation of 

experience on a specific type of activity, the heterogeneity of a firm's prior experience of that 

activity also aids a firm to learn more effectively (Haunschild & Sullivan, 2002). Haunschild 
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and Sullivan (2002) found that airline companies could improve their learning from previous 

accidents and incidents if the causes of those events were varied and dissimilar to each other. 

Heterogeneous experience might result in an improved inference of the cause of success or 

failure of an event, since it leads the focal organization to focus attention on latent causes, 

leads to a deeper analysis of the issue (Reason, 1997) and prompts a situational rather than a 

general analysis of the event. The improved inference process produces a better learning 

effect (Haunschild & Sullivan, 2002). 

Much less attention has been focused on investigating how and whether firms learn 

across activities, i. e., whether firms' experience with a particular activity can help it learn and 

improves its performance in other types of activities. However, the question of whether and 

how firms learn across activities can be the key to successful firm learning and adaptation. 

At any single time, organizations may encounter tasks with which no well-developed, 

existing, appropriate routines can handle. How organizations deal with such new tasks is of 

central concern to organizational study (Nelson & Winter, 1982). The question is especially 

germane to small and entrepreneurial firms where the majority of routines are only being 

developed. In a seminal paper, Stinchcombe (1965) argued that one of the most important 

reasons for the "liabilities of newness" is that new organizations generally involve new roles 

and activities, which have to be learned. The ability of new organizations to apply 

generalized skills learnt either from outside of the organization or other roles within the 

organization to the new roles are crucial for firms to overcome their liability of newness 

(Stinchcombe, 1965). 

Empirically, there is inconclusive evidence that suggest that organizations might be 

able to learn from indirect experiences across different activities. For example, Uzzi and 

Gillespie (2002) have found that small firms that have embedded ties with banks can actively 

use the knowledge gained from transacting with banks to dealing with trade-credit 
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organizations, thus achieving better performance in managing their trade credits (Uzzi & 

Gillespie, 2002). Udayagiri and Balakrishnan (1993) found that there are significant 

spillovers across different product lines in the semiconductor industry such that a firm's 

experience in producing previous generations of memory products improves its efficiency in 

memory production of later generations (Udayagiri & Balakrishnan, 1993). Cohen and 

Levinthal's (1990) theory of absorptive capacity discussed the interaction between different 

types of activities. Firms' general investment in research and development (R&D) 

contributes to a firm's absorptive capacity, to recognize, assimilate and apply new, external 

information. Zollo and Reuer (2005) most recently specifically investigated how a firm's 

alliance management experience helps it to better manage its acquisitions. They found that 

the more the similarity between prior alliance experience and focal acquisition, in terms of 

the level of integration and relational quality, the greater the effect of their prior alliance 

experience on an acquisition. This suggests that there might be a transfer/experience 

spillover effect between different lines of corporate activities (Zollo & Reuer, 2005). 

However, there are important questions that remain unanswered: what are the 

theoretical foundations of such a transfer effect across activities? When is such transfer most 

likely to happen? What organizational characteristics might induce such transfer to happen? 

In this paper, we take the first step to tackle these questions and empirically test our 

hypotheses in a specific learning context - learning in the international market. The context 

is suitable to investigate the learning and transfer effect. The international market represents 

an unfamiliar environment in terms of new locations, new cultures, and new sets of social 

actors (suppliers, customers and competitors) for the firm. In entering international markets, 

firms usually have to adapt their home-grown models, structures, systems, routines and 

processes (Barkema & Vermeulen, 1998; Malnight, 1995,1996). How firms manage to learn 

in such a new task environment is of interest to researchers (Autio, Sapienza & Almeida, 
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2000; Zahra et al., 2000). We examine whether a firm's experience in managing foreign 

strategic alliance in their domestic country prior to international entry facilitates its learning 

from international market post entry. We also investigate whether and how the firm's 

founding management team's international expertise facilitates such transfer. 

We make three lines of arguments in the body of the paper. First, we focus on 

learning and develop the theoretical argument for the experience transfer/spillover effect. We 

draw from the cognitive psychology literature (Holland, Holyoak, Nisbett & Thagard, 1986) 

and argue that experience transfer is inextricably intertwined with the process of induction 

and analogical reasoning. Both intra-activity and inter-activity, i. e. learning across activities 

is unlikely to happen without inference and induction. Learning across activities is more 

likely to happen when the activities in question are similar to each other, thus facilitating the 

initiation of analogical reasoning. The initiation of analogical reasoning is facilitated by an 

individual's prior knowledge and expertise (Chase & Simon, 1973; Larkin, McDermott, 

Simon & Simon, 1980). Second, at the organizational level, we theorize that the similarity 

between different types of activities facilitates the transfer of experience between them (Zollo 

& Reuer, 2005). The management team's expertise will also positively moderate such 

transfer. Third, in our research setting - the international context, we argue that there are 

important similarities between managing foreign strategic alliances in the domestic market 

prior to entry and learning from international market post entry. The experience of managing 

a foreign alliance can help a firm learn from its international market. We also address the 

issue of how the characteristics of an entrepreneurial firm's management facilitate the 

experience transfer from one type of activities to another. We argue that the founding 

managing team's prior experience in the foreign market will facilitate them to recognize the 

similarities between alliance management and international management, thus positively 

moderating the transfer of experience between them. 
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This research is one of the first studies that investigate experience transfer across 

activities at the organizational level. This is a useful addition to the literature since most 

previous studies in the organizational learning literature focus on intra-activity learning 

(Levitt & March, 1988). We test and find support for the hypotheses that learning not only 

results from accumulative experience of a single type of activities but also from accumulative 

experience in similar activities. Learning involves a firm moving among different levels of 

abstraction and an active inference/induction process (Miner & Mezias, 1996). 

In the body of the paper, we develop formal hypotheses around the arguments and test 

them using data collected from 146 international entrepreneurial firms (firms whose 

international sales are more than 5% of their total sales) in China (McDougall, 1989). Finally 

we present our empirical results and discuss their implications for research and practice. 

3.2 THEORY AND HYPOTHESES 

3.2.1 Transferable Experience and Learning Across Activities 

Transferable experience (Finkelstein & Haleblian, 2002), also called the experience 

spillover effect, is defined as "the impact of the experience accumulated in the execution of 

activity j on the performance of activity i" (Zollo & Reuer, 2005: p7). The transfer of 

experience between different types of activities within the same focal actor lies at the centre 

of the human learning process and is widely studied in the cognitive psychology field. 

Recent development in cognitive psychology posits that learning is an iterative process that 

consists of interpretation, inference, and testing. Learning could only happen if organisms 

are capable of applying inferential rules to the relationships between events and are capable 

of forming a family of hypotheses from such inferential exercise to be tested by the 

subsequent events (Holland et al., 1986). The inferential rule that accompanies transferable 

experience is analogy reasoning, which is formally defined as "the transfer of knowledge 
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from one situation to another by a process of mapping - finding a set of one-to-one 

correspondence (often incomplete) between aspects of one body of information and aspects 

of another" (Gick & Holyoak, 1983). The two situations are called analogues (the source 

analogue and the target analogue) and they can either be objects (consider the biological 

analogy of heart to water pump) or situations (for example, problem solving tasks). The 

successful use of analogical reasoning depends on the recognition and exploitation of some 

significant similarity between the target analogue and the source analogue. It involves four 

basic steps. Holland et al. (1986) formalizes these steps as: (1) constructing mental 

representations of the source and the target; (2) selecting the source as a potentially relevant 

analogue to the target; (3) mapping the components of the source and the target, i. e., 

identifying components that play corresponding roles in the two situations; and (4) extending 

the mapping to generate rules that can be applied to the target in order to achieve a solution. 

During the course of these four steps, a schema induction is introduced to capture the 

components in both the source and the target that are simultaneously used and successfully 

mapped during the process. Various factors influence the successful execution of analogical 

reasoning. These include the type of knowledge transferred (e. g., motor or cognitive skills, 

declarative or procedural memory, etc. ); the existence and strength of rules identifying the 

task (Holland et al., 1986); cues that prime the emergence of schema that guide the transfer 

(Cheng, Holyoak, Nisbett & Oliver, 1986; Gick & Holyoak, 1983); the characteristics of the 

transfer process (Reed, Ernst & Banerji, 1974), and the learner's background knowledge 

(Larkin et al., 1980). Chief among findings in analogical reasoning research is the similarity 

effect and the expertise effect. The similarity effect refers to the fact that the higher the 

similarity among the source and the target, the higher the expected success in transferring the 

previous experience of a source task to the target task (Tversky, 1977). The expertise effect 

refers to the fact that experts are more likely to draw an appropriate "problem schema", and 
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use it to solve problems. Thus they are better at analogical reasoning (Chase & Simon, 1973; 

Chi, Feltovich & Glaser, 1981; Larkin et al., 1980). 

Analogical reasoning at the individual level might replicate at the organizational level. 

Similar to individual learning, learning at organizational level is viewed as very difficult to 

achieve unless experience and history is coded, interpreted, stored and used to guide future 

behaviour (Levitt & March, 1988). Similar to individual analogical transfer, transfer at the 

organizational level might also include steps such as inferences, mapping and generalization. 

Organizational level transfer would not happen unless the focal organizations abstract their 

experiences into lessons and encode the inferences from historical events into practices that 

guide behaviour. In the acquisition management literature, for example, researchers found 

that the nature of prior acquisitions affect the quality of inferences that firms developed 

(Finkelstein & Haleblian, 2002; Haleblian & Finkelstein, 1999; Hayward, 2002). Haleblian 

and Finelstein (1999) found that firms are better at generalizing inferences (i. e., applying a 

similar or a high-level abstract rule from previous experience to a new situation) from similar 

experience than from dissimilar experience. The effect is such that the more similar a firm's 

acquisition targets are to its prior targets, the better the focal acquisition performs. Hayward 

(2002) also found that drawing proper inferences facilitates learning from previous 

acquisitions to focal ones. He found the factors that facilitate inference drawing include the 

similarity between two events, the success or failure of previous events and the time elapsed 

between two events. 

There is also research evidence showing that firms' expertise facilitates the transfer of 

experience and learning. The absorptive capacity theory can be read as expertise in one type 

of activity (R&D activities) helps firm to recognize, assimilate and apply new knowledge to 

facilitate product innovation (Cohen & Levinthal, 1990; Lane & Lubatkin, 1998). The 

expertise of the management team can also improve their ability to focus attention on key 
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dimensions of problem or situations and ignore irrelevant variables (Shepherd, Zacharakis & 

Baron, 2003). This advantage might lead to a deeper analysis of the target and source 

problems and facilitate the transfer of experience from one type of problem to another. 

Below we draw hypotheses regarding the similarity effect and the expertise effect in 

our research context - the international market. 

3.2.2 Learning from Foreign Alliance and Managing Internationalization 

We intend to study whether and how the effect of a firm's alliance experience can be 

transferred to manage its internationalization process. The two activities have key 

commonalities at some basic level. These commonalities might facilitate the development of 

common routinized behaviour in the management of one task, which can then be transferred 

to another task. To begin with, alliance and internationalization are both strategic activities 

that involve high-level managerial decisions, typically involving a CEO or CFO in small and 

entrepreneurial firms (Kale, Dyer & Singh, 2002; Oviatt & McDougall, 1995; Reuber & 

Fischer, 1997). The concentration of the decisions and management of both activities in the 

same group of people might facilitate the transfer of experience between the two activities 

since group members can readily access the memory, schema and rules stored (Walsh & 

Ungson, 1991). 

Alliance and internationalization also both involve negotiation and evaluation 

processes. Alliances are "voluntary arrangements between firms involving exchange, 

sharing, or co-development of products, technologies or services" (Gulati, 1998). The 

administrative structures used in alliances are usually semi-integrated and interdependent, 

rather than fully integrated. The lines of authority and communication in alliances tend to be 

horizontal rather than vertical as in hierarchical organizations. The success of alliance 

relationships depends much more on mutual trust and negotiations of common interests rather 

than a formal line of authority and direct command. The processes of negotiation and 
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evaluations are central to the success of a firm's alliance (Ring & Van de Ven, 1994). 

Similarly cooperation with suppliers, distributors and local partners can determine the success 

of internationalization (Shrader, 2001). 

During the process of managing the interdependent foreign alliance relationship, a 

firm can learn important lessons of how to negotiate, how to build trust with foreign partners 

and how to evaluate the success of an alliance, which might be able to be transferred to an 

international market operation later (Ring & Van de Ven, 1994). Firms from different 

countries and cultures in an alliance partnership will necessarily experience differences in 

values, expectations, communications styles etc (Adler, 1986; Hofstede & Hofstede, 2004). 

A firm must learn to understand the foreign partner's culture, be willing to consider the other 

partner's interests and learn to adopt a long-term cooperative mind frame to make the alliance 

relationship successful. 

Firms with experience of dealing with these issues before they enter the international 

market will be at an advantage in an international market operation since they have already 

experienced the difficulties of cooperating with foreign partners, understanding the concerns 

of foreign partners and also tend to have a more open and cooperative view towards foreign 

partnership. Such firms will find it easier to search, communicate, and negotiate with foreign 

partners than firms without such experience. On the other hand, firms with no prior foreign 

alliance management experience, will be at a disadvantage when entering the international 

market since they will need to develop the skills to deal with foreign partners once they have 

entered the international market and thus will be subject to errors and high initial learning 

cost. 

Thus, we hypothesize: 

Hl: Foreign alliance management experience prior to international entry will be 

positively related to firm's performance in the international market. 
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3.2.3 The Influence Management Team's Expertise 

A firm's management expertise can help it to recognize the similarities between 

alliance and internationalization and transfer the experience gained from managing foreign 

alliance to internationalization. In particular, the management team's international 

experience is instrumental in the process. First, management teams with more international 

experiences will be better able to learn from the firm's foreign alliances prior to international 

entry. Alliance relationships are not always successful and might at times be rifled with 

conflicts. Management teams with more international experience might be more likely to 

pinpoint causes and correct them when such relationships become strained. Since teams with 

more international experience have more understanding of foreign culture, they might be 

more likely to investigate the "deep" reasons for the failure of the alliance (for example, 

strategic fit, responsibilities of partners or the control mechanisms of the relationship) rather 

than to accept the "surface" reason such as culture clash. They are also more likely to 

possess the skills to discuss openly, negotiate, and solve any conflict with foreign partners 

when such conflict arises. Overall, teams with more international experiences might be able 

to learn better from foreign alliances prior to entry. 

They might also be more likely to have the skills to cultivate and build a quality 

relationship with their international partners post entry. Reuber and Fisher (1997) found that 

management teams with more international experiences are more likely to form partnerships 

when internationalizing since they are more likely to have the social network and skills 

required to identify and negotiate with firms in a different culture. In contrast, insufficient 

international experience might be associated with lost opportunities for creating or 

penetrating markets and with difficulties building and maintaining relationships with host 

country stakeholders (Dowling, Welch & Schuler, 1999; Takeuchi, Tesluk, Seokhwa & 

Lepak, 2005). We expect, therefore, the benefits of alliance experience on 

45 



internationalization might be greater if the management team have more international 

experience. 

H2: The management team's international experience will positively moderate the 

relationship between alliance experience and international performance. 

3.3 METHODS 

3.3.1 Data Collection and Research Site 

Since our hypotheses fundamentally links a firm alliance experience prior to 

international entry to their internationalization performance after entry, we test them on a 

cross-sectional database of entrepreneurial firms who have internationalized. Our database 

consists of firms less than 12 years of age that have equal or more than 5% of total sales from 

an international market (McDougall, 1989). Previous literature selected firms from different 

age ranges. Researchers have selected different cut-off points for entrepreneurial firms 

(Coviello & Jones, 2004; Zahra & George, 2002). Researchers have used six (Brush, 1995; 

Shrader et al., 2000; Zahra et al., 2000), seven to ten (McDougall, 1989; Zahra, 1996), and 

eleven to twelve (Covin, Slevin & Covin, 1990) years old as age criteria. We select a 

relatively liberal age definition of entrepreneurial firms at age 12. Firms under this age have 

not yet reached the mature stage where they have instituted stable roles, routines, and 

structures that resemble established firms (Bantel, 1998). There are likely to be substantially 

learning taking place in the firms where they utilize generalized skills outside the firm or 

skills in one activity to develop routines and skills for new activities. This potential for cross- 

fertilization makes firms less than 12 years of age an appropriate setting for studying the 

experience transfer effect. 

The database we used is in the same database as in Chapter2. However, we use 

different variables to tackle our research questions here. The measured that we used in this 
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study are described later in the measurement section. We include a brief description of the 

main characteristics of the data collection procedure below. We collected data on 

entrepreneurial firms in Beijing and the Shanghai in the People's Republic of China between 

September and December of 2003. The firms are across five technology-based industries: (1) 

Information communication technology (ICT) hardware; (2) software products; (3) 

biotechnology, pharmaceutical & advanced chemical; (4) machinery, and equipment and 

information technology (IT) and (5) technical services. The sampling frame for the 

internationalized firms is taken from seven sources: the Beijing Foreign Economic Trade 

Commission (BFETC); China Commodity Net database by MOFCOM (Ministry Of 

Commerce, P. R. C. ); Zhongguancun Science Park Administration Committee 

(www. zhongguancun. com. cn), China Custom Office (Beijing), China Commodity Net 

database by MOFCOM, Shanghai Custom Office, and Shanghai Foreign Economic 

Relationship and Trade (www. smert. og v. cn). Our effective sampling frame totals 610 firms, 

among which 146 firms answered our survey. Thus our effective response rate is 23.9%. 

3.3.2 Models and Analysis 

In testing the two hypotheses in the paper, we used ordinary least square regression 

(OLS) analysis. In testing hypothesis 1, we regress the alliance experience variable on the 

internationalization performance variable. In testing the interaction effect in hypothesis 2, we 

calculated the interaction variable between alliance experience and the international 

experience of management team. We then regress the interaction variable along with the two 

main variables of alliance experience and the international experience on internationalization 

performance. Our calculation of interaction variables follows the procedures of Aiken and 

West (1991) - we centred the two main variables first and then multiplied them. 
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3.3.3 Dependent Variable 

Internationalization performance is our main dependent variable. We measured it 

using a scale of eight items. It measures the extent that internationalization has helped the 

focal firm to improve its capability development and financial performance. We asked the 

respondents how internationalizing has improved: (1) the technological sophistication; (2) the 

marketing sophistication; (3) the manufacturing/production sophistication; (4) organizational 

sophistication; (5) the sales growth; (6) the profitability; (7) the market share; and (8) the 

competitive position of the company. The subjective measures of performance provide us the 

benefit of better availability, reliability and internal consistency (Chandler & Hanks, 1993). 

The cronbach's alpha for the performance measure is 0.872, suggesting good internal 

reliability. 

3.3.4 Independent Variables 

Prior alliance experience is measured by the number of alliance relations established 

before a firm's international entry (Anand & Khanna, 2000; Hoang & Rothaermel, 2005). 

There is some variance in the firm's alliance activities before international entry. 74 firms or 

59.2% of our cases did not have any foreign strategic alliance before their international entry. 

18 firms or 12.8% of the cases had 1-3 alliances before international entry. The rest, 28% of 

the cases have missing values in this variable. Our respondent did not provide any answer to 

this question. 

Management team's international experience is measured by the total number of 

years of experience in a foreign market by the top three founders of the firms. Experience of 

the foreign market can come from either studying or working in a foreign country. We only 

obtained information of the founders' experience in the international market, which 

represents some limitation on our data. Ideally we would like to have the top management 

team's international experience just before the firm enters its international market. However, 
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our cross-sectional data collection does not allow us such detail in following the firm's 

development. The founding management team's international experience, however, does 

give a proxy of the management team's international experience. Previous research has 

shown that the characteristics of firms' initial founding team are imprinted and 

institutionalized in the firm's development, consistently influencing its development 

trajectory (Boeker, 1989a, 1989b). We argue that if a firm's founding management team has 

more international experience, they are more likely to emphasize international experience as 

a criteria recruiting future team members, resulting in a generally more international-oriented 

management team overall. 

3.3.5 Control Variables 

We added the firm size, age, industry category dummies, R&D investment and the 

broadness of the firm's strategic alliance network as our control variables. 

Firm size. Firm size might influence the transfer of experience and learning. Larger 

firms might find it difficult to transfer learning experiences from one type of activities to 

another. It might be difficult for a large firm to record, conserve, share and retrieve 

experience (Levitt & March, 1988). We measure firm size using the number of employees at 

the end of year 2002. The skewness of our size variable equals 2.963, which is outside of the 

normally acceptable range of -2.0 to +2.0 (George & Mallery, 2003). To correct for this, we 

use the logarithm of the number of employees as an indictor of size. 

Firm age. Firm age can also influence its learning behaviour. Older firms are more 

likely to suffer from organizational inertia (Hannan & Freeman, 1984). People in such 

organizations become acquainted with a particular way of doing things and are less likely to 

change, learn, and incorporate new experience into organizational routine. We control for 

firm's age at the time of our data collection. 
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Industry Dummies. In this cross-sectional dataset, we have firms that originate from 

five industries - (1) ICT hardware; (2) software products; (3) biotechnology, pharmaceutical, 

advanced chemical; (4) machinery and equipment and (5) the IT services industry. We used 

the IT service industry as our baseline for comparison and entered four dummies for the other 

four industry categories. 

R&D investment. Firms with higher R&D investments are more likely to learn from 

partners and environments (Cohen & Levinthal, 1990). By investing more in R&D, those 

firms also increase their awareness and ability to utilize knowledge from outside 

environment. However, in this paper, we are interested in how firms learn from their own 

experience and how experience of one type of activity can be transferred to another.. As a 

result, we need to tease out the confounding effect of a firm learning from partners. R&D 

investment is measured by the percentage of R&D employees of the number of total 

employees. 

Broadness of the firm's strategic alliance network. Recent research has shown that 

network is a particular effective way of learning (Powell et al., 1996). The broader a firm's 

strategic alliance network, the broader the information, knowledge and resource base the firm 

can access, and the better it can improve its performance (Baum, Calabrese & Silverman, 

2000a). To tease out the confounding effect of the firm's alliance network, we enter it as a 

control variable. We enter the number of strategic alliances as a measure for the broadness of 

the firm's alliance network. 

We present our empirical results below. 

3.4 RESULTS 

Table 3.1 demonstrates the mean values, standard deviations and correlations for all 

the measured variables. Model 1 in table 3.2 shows the base model for the OLS regression 

with the internationalization performance as dependent variable. Model 2 shows the 
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regression model with main effects and model 3 the full model with both main effects and the 

interaction effect. 

Insert Table3.1 about here 

Insert Table 3.2 about here 

To recap, we are interested in the paper to explain whether a firm's experience of 

foreign alliance prior to international entry positively influences its learning and performance 

in the international market and whether the management team's international experience 

moderates such influence. H1 states that alliance management experience before 

international entry will be positively related to international performance for entrepreneurial 

firms. As we can see from model 3, the coefficient for the main prior alliance experience 

effect is positive and significant (p=<. 05). The positive sign indicates that the more a focal 

firm has experience in managing foreign strategic alliances before entering an international 

market, the better it will perform in the international market, suggesting a transfer of 

experience from alliance management to international management. Thus H1 is supported. 

H2 states that the management team's international experience will positively 

moderate the relationship between alliance experience and international performance. As we 

can see in model 3 (Table 3.2), the coefficient of the interaction effect of prior alliance 

experience and management expertise is insignificant, suggesting that H2 is not supported. 

Since the coefficients are extremely small and insignificant, we could not reliably interpret 

the meaning of the sign, thus we cannot draw conclusions upon whether the management 
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team's international experience is positively or negatively related to the transfer of 

experience. The nonsupport might be largely due to our measurement of management team 

experience. As we discussed in the independent variable measurement section, we use the 

founding management team's international experience as a proxy for the management team's 

international experience. The founding team's international experience might be positively 

related to the current management team's international experience if the founding 

management team emphasizes the importance of international orientation when recruiting 

team members, thus enforcing the firm's initial international outlook at the founding team. 

However, there might be environment changes during the firm's operation that necessitates 

the firm to recruit management team members with different expertise (Boeker, 1989a). For 

example, when an industry environment emphasizes price competition, the management team 

might recruit members who have a strong manufacturing or production expertise to help the 

firm to reduce cost of production, drive the product price down, and thus excel in the 

competition. Since we do not have information about the criteria of how the top management 

teams recruit their members, we are not sure of how the founding management team's 

international experience correlates with the current management team's international 

experience. As a result, our management teams' experience measurement might not be a 

reliable measure for the current management team's experience. 

3.5 DISCUSSION AND CONCLUSION 

The question that motivated the present study is related to organizational learning in a 

multi-task, multi-activity setting. Are there any interdependencies between organizational 

learning in different types of activities? How can a firm improve its learning in a new 

activity? How does the experience accumulated in one activity be transferred to another 

activity? What are the organizational characteristics that can facilitate such transfer? 
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A key contribution of this study lies in developing and testing a theory of learning 

across organizational activities. We argue that the individual level analogical reasoning, (i. e., 

solving problems by using skills developed in former, similar tasks) might replicate at the 

organizational level. The skills and routines that firms developed from previous experience 

of an activity can be transferred to the new problems that firms encounter. The more similar 

the two types of activities, the more likely that such transfer will happen. The more expertise 

that the management team possess of a former activity will also render it more likely that 

such transfer will happen (the expertise effect). Our empirical results suggest that in the 

international entrepreneurship setting, a firm's foreign alliance management experience prior 

to international market entry can help the firm better manage its international market once the 

firm has made the international entry. The expertise effect is not significant in our results. 

For managers and entrepreneur team members, our results have two broad 

implications. First, involvement in one type of activity can significantly affect firm's 

performance in another type of activity. Thus when facing a new task environment, 

managers can learn productively from their experience of previous related activities. This is 

especially true when the two activities in question are similar to each other. Second, there are 

important similarities between managing a foreign alliance in the domestic market (before 

international entry) and managing international markets. An entrepreneurial firm with 

international ambition can thus prepare itself for the successful international entry by 

establishing more foreign alliances before its entry. 
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CHAPTER 4 CAPABILITY DEVELOPMENT, LEARNING AND 

GROWTH IN INTERNATIONAL ENTREPRENEURIAL FIRMS 

4.1 INTRODUCTION 

One aspect of international entrepreneurial firms that continues to spark interest in 

academic research is the fact that they manage to deal with a high level of demands at the 

same time. Being new and actively international at the same time, they have to face the 

"liability of newness" (Stinchcombe, 1965) in their home country and "liability of 

foreignness" (Zaheer, 1995; Zaheer & Mosakowski, 1997) in the international market (Lu & 

Beamish, 2001); they have to develop routines in the home country and at the same time 

acculturate themselves to new business environments in the host country (Autio et al., 2000; 

Barkema et al., 1996); they have to balance the domestic and international learning effort 

simultaneously (Sapienza et al., 2005). 

Prior research has highlighted the different strategies of international entrepreneurial 

firms and domestic entrepreneurial firms (McDougall, 1989); has examined how international 

firms trade off the risks they face in the international market to achieve growth (Shrader et 

al., 2000); and how knowledge about international markets and operations affect growth for 

entrepreneurial firms (Autio et al., 2000). Recently, Sapienza and colleagues (2005) have 

investigated the determinants of the international and domestic learning effort. They 

explored the factors that lead to the learning effort both domestically and internationally and 

found that early entry into foreign markets helps the firm to develop an international 

"identity", fosters a learning culture and leads to a greater learning effort in the domestic and 

international markets. Most interesting to us, however, is the finding that the degree of 

internationalization is negatively related to domestic learning effort. Sapienza and colleagues 

observe that this is because entrepreneurial firms might have difficulty in simultaneously 
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attending to expansion overseas and learning domestically. Thus, there exists a trade-off 

between a firm's devotion of effort to foreign and domestic learning activities. 

Although such a trade-off seems to be common in international entrepreneurial firms 

(Lu & Beamish, 2001,2004), researchers have not focused much attention on investigating 

what firms do when they face different or sometimes, conflicting learning demands from 

domestic and international markets and how they manage the trade-off between the two. 

Instead, researchers appear to assume that managerial attention is limited in international 

entrepreneurial firms and have investigated their behaviour under such assumption. For 

example, Burgel and Murray (2000) investigated the choice of entry mode for resource- 

constrained UK entrepreneurial firms and found that choice of entry is necessarily a trade-off 

between the availability of resource and the technological requirement of a firm's overseas 

customers. Yli-Renko, Mani and Sapienza (2004) also recognizes the resource constraints of 

entrepreneurial firms and investigates the role of social capital in improving the likelihood of 

survival in international entrepreneurial firms. Thus, with the exception of Sapienza, De 

Clercq and Sandberg (2005), researchers have not directly examined the trade-off of 

managerial attention to learning in the domestic market and learning in the international 

market. 

To address this gap in the literature, we propose that international entrepreneurial 

firms that improve core capabilities and quickly acquire a broad knowledge of the 

international market will achieve an improved growth in the international market. More 

importantly, those international entrepreneurial firms that use knowledge gathered in the 

international market to help core capability development internally would achieve a higher 

level of growth than those that emphasize international expansion over the core capability 

development. 
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We develop three lines of argument. First, we focus on technological innovation as 

the major dimension of core capability. We suggest that firms with higher technological 

innovation levels could diffuse their advantage easier in the international market. Secondly, 

geographical market diversity and the use of intermediaries during internationalization can 

facilitate entrepreneurial expansion in international markets. Market diversity can facilitate 

organizational learning within the entrepreneurial firms by exposing them to diverse 

knowledge bases and different opportunities (Hedberg, 1981; March, 1991). Use of 

intermediaries can give entrepreneurial firms instant access to knowledge of international 

markets, facilitating market entry (Root, 1994). However, market diversity and the use of 

intermediaries could potentially have negative implications for the technological innovation 

of the firm, which would make it difficult for a firm to improve their innovation and 

international market learning at the same time. Under those situations, those firms that use 

international exposure to help improve innovation capabilities can achieve higher rates of 

international growth. Conversely, firms that emphasize international expansion to the 

detriment of developing innovation capability suffer in their growth. 

We test our hypotheses on a sample of Chinese technology-based firms. We tested 

the main effect of capability development and international expansion on growth and also the 

interaction effect of capability development and international expansion. Our hypotheses 

receive strong support. 

4.2. THEORY AND HYPOTHESES 

4.2.1 Internationalization and Learning Demands 

International entrepreneurial firms create value and derive competitive advantage 

from their international markets rather than replicating their domestic advantage 

internationally (McDougall et al., 1994). The conventional view in the international business 
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field was that firms create knowledge in the home country in the form of superior technology, 

products and processes, which they can then diffuse in international markets (Buckley & 

Casson, 1976; Hymer, 1960). The comparison between entrepreneurial firms and established 

firms shows that entrepreneurial firms do not have an established market power and therefore 

must develop their core capability alongside internationalization (McDougall et al., 1994). 

Thus, internationalization is not a process of simply exploiting the firm's domestic advantage, 

but a process of simultaneously developing new routines, practices and capabilities. In the 

internationalization process, the learning demands that the firm has to face originate primarily 

from two fronts: core capability development inside the firm and developing knowledge of 

international markets. These two learning demands parallel the essential elements of 

sustainable advantage in international entrepreneurial firms (Oviatt & McDougall, 1994). In 

a theoretical framework that describes the necessary and sufficient elements for international 

new ventures, Oviatt and McDougall (1994) posit that for any international entrepreneurial 

firm to achieve sustainable growth, they must be able to achieve a unique position of 

inimitable capability internally while deriving a competitive advantage from being in a 

foreign location. An international firm without strong core capability cannot achieve growth 

in foreign markets. Firms that enter foreign markets face "liability of foreignness", which 

adds to their cost of operating in their focal market. The "liability of foreignness" arises from 

the firm's unfamiliarity with the local environment and its lack of legitimacy in the host 

market (Zaheer, 1995). Foreign companies can overcome the liability of foreignness by 

leveraging their core capability in the foreign market. One such dynamic capability is 

"technological innovation capability" (Teece, Pisano & Shuen, 1997). Technological 

innovation is "a reflection of a firm's commitment to developing and marketing products that 

are new to the firm and/or to the market" (Li & Atuahene-Gima, 2001). Different types of 

technological innovation allow firms to specialize their offering to customers based on 
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innovative products, price or services. The innovative position can influence the various 

operations of international entrepreneurial firms, from product shipment speed 

(Schoonhoven, Eisenhardt & Lyman, 1990), to the sourcing of R&D (Zahra, 1996) and to the 

overall growth of the firm (Eisenhardt & Schoonhoven, 1990). Thus, an innovation 

capability can positively influence the firm's international growth. Innovation capability also 

allows firm to specialize its product offering, commercialize the new product development 

efforts in an international market, and differentiate themselves from the incumbents in the 

local markets (Lee, Lee & Pennings, 2001). In an environment characterized by rapid 

technology development, shorter product life cycle, and a more integrated market, products 

that enjoy a technological advantage in one country usually have a lead in another country as 

well (Vernon, 1979). Firms with a strong technological innovation capability can enter 

international markets faster and reap the product advantage in the broader international 

market (Leiblein & Reuer, 2004). Hence: 

Hypothesis 1: Technological innovation positively influences a firm's international 

growth. 

To grow in the international market, a firm must learn from the international market. 

Here, geographical diversity and mode of entry influence a firm's international growth. 

Geographical market diversity refers to the scope of a firm's international operation (Tallman 

& Li, 1996; Zahra et al., 2000). Market diversity can give firms the opportunity to realize the 

economy of scope and scale (Caves, 1982). By selling products to multiple countries, a firm 

can guarantee the size and stability of its outlet market (Hirsch & Baruch, 1971). With the 

larger market size, firms can benefit from a stronger bargaining position against suppliers and 

customers and might be able to reduce costs and increase revenue (Kogut, 1985). These 

advantages help the firm achieve growth in its international markets. However, the greatest 

benefit that an entrepreneurial firm can acquire is from organizational learning. First, 
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operating in different host countries exposes international entrepreneurial firms to ideas and 

innovative systems that can enhance a firm's knowledge base and its capabilities (Barkema & 

Vermeulen, 1997; Zahra et al., 2000). New environments will not only inform the firms 

about the requirements and demands of their customers but will also provide firms with the 

opportunity to test product ideas in their foreign markets. Such learning can trigger new 

solutions and improve firm's technological capabilities (Argyres, 1996). Second, a broader 

vision enables firms to spot either technological or market growth opportunities faster. Firms 

can process new information and learn best when they have previously been engaged in 

learning similar knowledge (Cohen & Levinthal, 1990). Firms with broader previous 

experience will be more likely to recognize the value of new information and formulate 

action to take advantage of that information. Firms operating in environments of familiar 

opportunities, threats and routines may perform well in the short run. In the long run, 

however, they are likely to become constrained by the familiar environment and ignore new 

opportunities and threats introduced by changes to their competitive environment (Miller & 

Chen, 1994; 1996). As a result, their long-term performance will suffer. Similarly for 

international entrepreneurial firms engaged in international markets, those with diverse 

experience will recognize opportunities that might be overlooked by their rivals with less 

experience and a narrower vision. Thus, we propose: 

Hypothesis 2: Geographical market diversity will lead to higher growth for 

international entrepreneurialfirms. 

The entry mode that an entrepreneurial firm uses in the international market also has 

implications for international growth. Firm's entry mode into a foreign market is usually 

described as a continuum from a less capital-intensive mode to a more capital-intensive 

mode, from exporting, using of intermediaries, licensing, forming alliances and acquisitions 
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to start-ups (Andersen, 1993). Because of the resource-constrained nature of entrepreneurial 

firms, they normally use less capital-intensive entry modes such as direct export and 

intermediaries such as agents or distributors (Burgel & Murray, 2000; Zacharakis, 1997). 

Traditionally, international business researchers considered these two modes of entry to be 

different in respect of control and cost (Root, 1994). Direct export is theorized to give a firm 

the advantage of full marketing control for the firm to develop a channel that meets its 

specifications, provides tailor-made customer support and captures the learning effect in the 

international market to the greatest extent (Root, 1994). Direct export might involve a higher 

cost. The fixed cost of administrative and marketing overheads accompanied by the 

managerial attention involved in direct export is likely to be higher than the variable costs 

paid to agents or distributors (Root, 1994). Although there is always a trade-off between 

control and cost, in the entrepreneurial context, the resource-constrained nature of the firm 

makes the use of an intermediary a better choice. An entrepreneurial firm using distributors 

to enter a foreign market can gain assess to knowledge of the target market with a relatively 

low up-front cost, thus achieving a higher performance. 

Hypothesis 3: Use of intermediaries in the international market will lead to higher 

growth of entrepreneurial firms. 

However, market diversity and the use of intermediaries can have negative 

implications for the technological innovation of the firm. It might be difficult for firms to 

improve technological innovation and achieve international expansion through diversity and 

an intermediary at the same time. Below we argue that technological innovation moderate 

the relationship between market diversity, the use of intermediaries and growth. 
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4.2.2 Geographic Market Diversity and Technological Innovation 

A geographically diversified market offers greater market potential (Cooper & 

Kleinschmidt, 1985), sales stability (Hirsch & Baruch, 1971) and more learning opportunities 

(Barkema et al., 1996). However, not every firm can take advantage of those opportunities. 

We argue that because of the constrained nature of managerial attention in entrepreneurial 

firms (Cooper & Dunkelberg, 1986; Stevenson & Gumpert, 1985), too much market diversity 

might result in the over-spreading of managerial attention, insufficient attention paid to the 

core capability development in the firm, which impairs performance. A diversified market 

will be detrimental for the capability development of an entrepreneurial firm with high 

innovation. Products in those firms are usually immature and require more customer 

education and support, which thwart standardization (Cavusgil, Zou & Naidu, 1993). To 

internationalize their operations, these firms usually have to adapt products to the local 

markets. A more diversified orientation in this case will lead to increases in the coordination 

cost and managerial information-processing needs, spread of managerial resources, less 

effective marketing and technical support to each target customer. This often results in low 

export performance (Aulakh, Kotabe & Teegen, 2000; Hitt, Hoskisson & Kim, 1997; 

Madsen, 1989). 

In the case of firms with lower levels of technology innovation, learning involved in 

product development is less. The product adaptation requirement across different 

international markets would be less problematic (Hill & Still, 1984; Levitt, 1988). The 

standardized nature of their products will position those firms to exploit the economies of 

scale that come with a diversified orientation without exponential drain of managerial 

attention (Samiee & Roth, 1992; Yip, 1992). The geographical diversification will lead to a 

replication of competitive advantage in a greater market. 
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Hypothesis 4: As firms' technological innovation level increases, the positive effect of 

geographic diversity on growth decreases. 

4.2.3 Choice of Entry Mode and Technological Innovation 

Choice of entry mode is of paramount importance for the resource-constrained 

entrepreneurial firms embarking on international sales since it concerns bargaining with 

distributors (Zacharakis, 1997), risk (Shrader et al., 2000), and managerial commitment 

(Lindqvist, 1991). Research has shown that almost all sales transactions in young 

entrepreneurial firms are carried out by either direct exporting or via distributors (Burgel & 

Murray, 2000; McKinsey & Company, 1993). The use of intermediaries (agent/distributor) 

has been argued to lead to higher international performance in the entrepreneurial context 

(Rabino, 1980; Zacharakis, 1997). Intermediaries provide a linkage between domestic 

manufacturers/producers and foreign buyers and allow for immediate access to an affordable 

sales network (Peng & Ilinitch, 1998). 

We argue that although instant access to a sales network may be beneficial for 

entrepreneurial firms, such access can be less effective or even detrimental to the learning 

needs of highly innovative firms in the long-term. Two serious drawbacks for innovative 

firms can be foreseen. First, intermediaries are less likely to develop specialized knowledge 

to serve the exporter's customers. To be effective, the intermediary firm has to develop 

knowledge and skills that might be specific to the transaction between the producer firm and 

its buyer. For example, those transactions require intermediaries to make investments in 

unique assets for serving the end customers, such as specialized sales force training and post- 

sales service requirements (Williamson, 1985). The more innovative a firm's product, the 

more differentiated its product will be from its competitors and the more likely that it will 

require specialized asset investment from the intermediary side. When the producer firms 
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could not offer incentives for the intermediaries to develop those specific skills, the 

intermediary's service will decrease in value (Anderson & Coughlan, 1987; Peng & Ilinitch, 

1998). A second but more important reason for the limited value of intermediaries is that it 

hinders the information exchange and feedback between the final buyer and the manufacturer 

firm, which will impede the technological development in the manufacturing firms. One 

major characteristic of highly innovative technology is that there is a high likelihood that the 

product design is subject to changes before a dominant design emerges (Tushman & 

Anderson, 1986). To keep up with the latest technological trends, a highly innovative firm 

must stay close to its major competitors, sources of technology and consumers to maximize 

information flow and likelihood of innovation success (Maidique & Patch, 1982). Ideas from 

customers are crucial in new product development (von Hippel, 1986). If the high innovation 

firm chooses to use an intermediary, the crucial linkage between the firm and its customers 

maybe disconnected. Information from the customers may not be relayed to the target 

producer firm efficiently. Consequently the technological capability of the firm might be 

impaired and thus can have a negative impact on performance. 

Products from a less innovative firm, however, are more likely to be mature and 

accepted in general. The pressure for technological innovation improvement is less. The 

producer firms need less feedback from the customers. The benefit that a less innovative firm 

obtains from a distributor will be greater than in the case of higher innovation firms. 

Hypothesis 5: As firm's technological innovation level increases, the positive effect of 

intermediary will decrease and might reverse to negative. 

In the next section, we discuss the research methodology and construct 

operationalization. 
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4.3 METHODS 

The data was collected during a three month period from September 2003 to 

December 2003 in two major cities in China: Beijing and Shanghai. It is the same database 

that is used in the first two papers. As we are interested the coordination of learning demands 

post international entry, we only included the firms that are already internationalized in 

testing of this set of hypotheses. 

4.3.1 Dependent Variable 

International growth. Following the literature (Madsen, 1987; Shoham, 1998), we 

used a firm's international sales growth during the most recent operating year (2002-2003) as 

our performance measure. The internationalization literature is filled with diverse 

performance measures (Shoham, 1998; Sullivan, 1994). Different measures such as sales, 

profitability and growth capture different conceptualization of internationalisation 

performance. We see internationalization as a venue for firm growth (Aaby & Slater, 1989). 

Our main conceptual model also emphasizes the effect of learning on firm growth, so we 

chose a firm's international growth as the dependent variable. Consistent with our 

conceptualization that international growth is an integral part of firm development, our 

dependent variable was highly correlated with the overall sales growth of the firm. The 

correlation coefficient is 0.69 and significant at 0.001 level. 

4.3.2 Independent Variables 

Technology innovation. Technology innovation is defined as the degree of technical 

innovation within the core technology of the firm (Boeker, 1989b; Eisenhardt & 

Schoonhoven, 1990; Maidique & Patch, 1982). It is measured in this article using a scale 

from the literature (Li & Atuahene-Gima, 2001). The scale asked the respondents to rate the 

firm's commitment to innovation strategy in comparison to its major competitors on the 
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following four dimensions: product development through the allocation of financial 

resources, rate of new product introduction, the variety of product line, and the firm's overall 

commitment to product development. The Cronbach's a for that scale is 0.80. 

Geographical diversity. We use the revenue dispersion across nine geographic 

regions as our diversity measure (Zahra et al., 2000). This involves two steps: first we divide 

the world into nine regions, then we ask respondents the following question: how much 

revenue do you derive from each of nine homogeneous regions around the globe (Hitt et al., 

1997; Zahra et al., 2000). Global market is divided into the following eight regions 

including: Asia (including India), Australia/New Zealand, United States/Canada, Western 

Europe, Eastern Europe and Russia, South America, Central America and Mexico, 

Africa/Middle East, and the home market (China). The reason for the preference to regions 

over countries is two fold. First, detailed revenue data per country are usually not available 

from international companies (Hitt et al., 1997). Second, regional economies become 

increasingly important in the current converging market (Ohmae, 1985,1995), companies 

view competition as more regional than global and devote more attention/commitment to 

succeed in those markets. After getting data on sales revenue from each region, we calculate 

market diversity by the following formula: 1-Ep2i, where p is the percentage of revenue from 

a specific region i (one of the nine regions in the world) and i is a dichotomous variable (1/0) 

to signify the firm's presence (or absence) in a specific region. Calculated this way, a firm 

that derives 50% of its revenue from United States and 50% from South America possesses 

greater market diversity than a firm that derives 90% of its revenue from the United States 

and 10% from South America. 

Entry mode. Entry mode was measured by a categorical variable. We asked whether 

the firm's initial sales into the most important country were by the following methods: direct 

exporting or intermediary (domestic or foreign intermediaries) and others (including 
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licensing). The choice between the direct exporting and use of intermediary was the focus of 

our discussion since most entrepreneurial firms enter the international market using those two 

methods (Burgel, 1999). Entry mode was included in our analysis as a dummy where 0 

signified direct exporting and 1 indicated the use of intermediaries. 

4.3.3 Control Variables 

Industry characteristics size and competition have important implications for the firm 

internationalisation process, speed and performance (Boter & Holmquist, 1996). Market 

condition control variables include the number of products that the firm has in domestic and 

international markets, the degree of competition that the firm experienced in domestic and 

international markets (as measured by the number of direct competitors) and market size. 

Apart from industry conditions, the firm's age at entry into the international market is 

theorized to relate to the development of learning mentality in entrepreneurial firms and 

affects their growth rate (Autio et al., 2000; Sapienza et al., 2005). Early entry into a foreign 

market was positively related to a culture that fosters learning effort in the international 

market (Sapienza et al., 2005). The earlier a firm enters an international market after its 

establishment, the more willing the firm will be to learn from the international market. 

Therefore, we include the age at entry into the international market as a control variable. We 

also include industry dummies as controls. We have one dummy variable for knowledge 

intensive industries and less knowledge intensive industries. Following Autio, Sapienza and 

Almeida (2000), we define knowledge-intensive industries as those industries "where firms 

depend on the knowledge inherent in their activities and outputs as a source of competitive 

advantage" (Autio et al. 2000: p913). In knowledge-intensive industries, value created by the 

firm mainly comes from intellectual property, patents and information in the firm whereas in 

less knowledge-intensive industries value mostly comes from tangible assets and properties 

owned by the firm. In our sample, knowledge-intensive industries include information 
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computer technology (ICT) hardware, software products, biotech, and IT& Tech services 

while less knowledge intensive industries mainly comprises of machinery and equipment 

manufacturing firms. 

4.4 ANALYSIS, RESULTS AND DISCUSSION 

We used ordinary least square (OLS) to test our hypotheses. Table 4.1 shows the 

mean values, standard deviations, and correlations for the study's variables for all the 

companies. The magnitude of the correlations and the results of the regression diagnostics 

suggested that multicollinearity between the focal variables is not a serious problem. 

Insert Table 4.1 about here 

Table 4.2 presents the regression results. To ensure accurate results, we mean- 

centered the continuous variables (technology innovation and geographical diversity) and the 

interaction terms when testing the effects of interaction (in the interaction model), as Aiken 

and West (1991) have suggested. 

Insert Table 4.2 about here 

Hypothesis 1 posits that technological innovation will have a positive effect on 

international growth. Hypothesis 1 is supported at a 0.001 level, as the results show that 

higher levels of technological innovation are correlated with greater growth in the 

international market. 
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Hypothesis 2 focuses upon the effect of geographical diversity on international 

growth. It states that geographical diversity has a positive effect on growth. As we see from 

the full model in Table 4.2, the main effect is positive but not significant. Thus, hypothesis 2 

is not supported. We argued before that geographical diversity offers international 

entrepreneurial firms the opportunity to learn from different, diverse business environments, 

practices, and norms. However, the regression results reported in Table 4.2 seem to show 

that the simple fact of firm engaging in diverse markets does not help firms to grow. Here, 

knowledge integration might play a role. As Zahra and colleagues (2000) have argued, "for 

learning to yield an advantage, it must be captured, interpreted, and deployed effectively" 

(Grant, 1996a, 1996b). Knowledge integration practice such as communicating, sharing, 

interpreting, synthesizing, and incorporating will facilitate a firm's use the knowledge from 

an international operation (Zahra et al., 2000). Without such effort from the firm's 

management team, the learning benefit offered by market diversity would not reap benefits in 

terms of growth. Another reason for the non-support of hypothesis 2 might be because 

geographical diversification might take up too much of the managerial attention of 

entrepreneurial firms and impede the development of their technological innovation 

capability. This relates to hypothesis 4, where technology innovation interacts with 

geographical market diversity. The sign of the coefficients of market diversity changes from 

negative in the base model to positive in the interaction model. This is due to the 

misspecification of the base model - it does not included the interaction terms. The omitted 

variable, i. e. interaction term of market diversity and innovation introduces a bias in the 

original coefficient of market diversity (Wooldridge, 2003). 

Hypothesis 3 is about the relationship between entry mode and growth. It stated that 

the use of intermediaries in an overseas market has a positive effect on international growth. 

The data reported in Table 4.2 shows that this hypothesis is supported at a 0.05 level. 

68 



Hypothesis 4 concerns the interaction effect of market diversity and technological 

innovation on growth. It states that the higher an entrepreneurial firm's technological 

innovation, the less benefits it will derive from market diversity. In particular, when 

innovation is high, diversity might have a negative effect on international growth. The 

hypothesis is strongly supported. As we can see from Table 4.2, the negative coefficient of 

the interaction term (market diversity x technological innovation) is much higher than the 

positive coefficient term of the main effect (market diversity). This shows that the interaction 

effect of our hypothesis 4 might reverse the direction of the main effect of hypothesis 2. To 

improve our understanding of the form of interaction here, we plotted the interaction effects 

in the graphs shown in Figure 4.1, using one standard deviation above and below the mean to 

capture high and low technology innovation. From Figure 4.1, we can see that the effect of 

diversity is distinctively different for high and low innovation firms. As hypothesized, for 

lower innovation firms, the more diverse a firm's market is, the higher its international 

growth. In contrast, for high innovation firms, the more diverse a firm's market is, the lower 

its international growth. 

Hypothesis 5 states that technological innovation negatively moderates the effect that 

the use of intermediaries has on growth. In other words, the more innovative a firm, the less 

likely that it is going to benefit from intermediaries. When technological innovation is high, 

using intermediaries might even lead to less internal capability development and lead to 

lower international growth. We can see from Table 4.2 that the hypothesis is strongly 

supported. The interaction term is significant at . 05 level. It should be noted that the baseline 

model is self-exporting and the mode variable refers to the use of intermediaries. The 

interaction term is negative, showing that the higher a firm's technological innovation level, 

11 
the less the beneficial effect of intermediary for those firms. We also plot the results in 

Figure 4.2. We can see from here that for firms with low to moderate innovation, those ones 
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that use intermediaries outperform firms that use direct self-exporting firms. However, for 

firms with high technology innovation, we see the performance effect of the two modes 

reversed, i. e. those that use the direct exporting mode outperforms those who use 

intermediaries. 

4.5 CONCLUSION, CONTRIBUTION AND DISCUSSIONS 

Overall, the findings of this study support the idea that to achieve growth, 

entrepreneurial firms need to develop core capabilities internally and also learn from 

international markets. Firms that excel on both tasks will achieve faster international growth. 

Firms with higher technological innovation capability will be able to achieve higher growth 

since they can reap their competitive advantage across national borders. Firms that operate 

on a more diverse market will have greater opportunity to learn from different business 

practices and customers in international market, improving its growth prospect. Use of 

intermediaries in international markets helps the firm gain access to foreign knowledge faster 

with a low start-up cost, which enhances international growth. 

However, sometimes internal core capability development and international market 

expansion exert competing demands on managerial attention in resource-constrained 

entrepreneurial firms. It might be difficult for firms to excel on both fronts (Sapienza et al., 

2005). Under those situations, firms that use their international expansion to help core 

capability development gain higher rates of international growth. In other words, firms that 

overemphasize international expansion to the detriment of technological innovation 

development will suffer in their international growth. We develop two hypotheses 

(hypothesis 4 and 5) on this effect. The first concerns the interplay between market diversity 

and technological innovation. The higher a firm's technological innovation is, the more 

likely it will need to customize its products/services when expanding internationally, the 

more attention that international expansion will exert on its managers. This will divert the 
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attention of managers from internal technological innovation capability development, 

possibly leading to lower international growth. The second concerns the interaction between 

the use of an intermediary and technological innovation. The higher a firm's technological 

innovation is, the more likely the firm will need timely customer inputs into its 

product/service development processes in order to develop its technological capability. Thus, 

the use of intermediaries might disconnect the customer/producer link, cause delays in 

customer feedback, and impede the technological innovation. This will be detrimental to 

international growth as well. 

This paper is one of the first efforts that address the question: what do firms do when 

facing the competing demands of international expansion and firm capability development? 

Based on the interaction between expansion and capability development, the results show that 

firms need to integrate both. In particular, firms that integrate their international expansion 

process with their technological capability development will achieve faster growth. Data 

analysis on a sample of Chinese international entrepreneurial firms offers strong support of 

our interaction argument. 

The study's focus on one country (China) may raise the question of generalizability of 

the results to other countries. However, we find that there are no apparent reasons that the 

theoretical foundation of our argument only applies to Chinese firms and not others. In the 

process of internationalizing, firms from all countries need to coordinate their core capability 

development with their international expansion effort. International markets create a level 

playing field for firms from all countries. International customers have a wide choice of 

products, services and technology. If firms from a particular country do not measure up to 

the international standard, they would surely fail. In that sense, Chinese international firms 

are similar to those from other countries in that they face similar internal constraints and a 

comparable international environment. Thus, we believe that our results are not only 
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applicable to Chinese international firms but also could be generalized to international 

entrepreneurial firms from other countries. 

Our study contributes to the growth literature by recognizing, stating, and specifying 

the dual task of growth in international entrepreneurial firms: international expansion and the 

capability development and the interplay between the two. Further, based on the learning 

perspective of international entrepreneurship, it develops and tests the hypotheses that 

international expansion would not help firm growth unless it can positively help capability 

development. This interaction argument emphasizes the integral nature of a firm's 

international operation, clarifies the relationship between firm internal capability and 

international activities and highlight that international activities should work for and around 

firm core capability for it to achieve maximum performance. The empirical results based 

upon a sample of Chinese international entrepreneurial firms in the high technology 

industries offer strong support for our argument. 
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CHAPTER 5 CONCLUSION AND DIRECTIONS FOR FUTURE RESEARCH 

This thesis seeks to understand how small, entrepreneurial firms change and learn 

through the form of internationalization. Combined, the three essays offer an integrative 

view of internationalization as a significant, risky organizational change for entrepreneurial 

firms. They offer insights into the motivation of internationalization, learning during the 

internationalization process, and learning post entry. 

In the first essay, Aspirations, Motivation and Internationalization Behavior, we 

introduce the argument of internationalization as a significant, risky strategic change for 

entrepreneurial firms. Internationalization usually necessitates major strategic changes in the 

firm's operation (Beamish et al., 1999; McDougall & Oviatt, 1996). Drawing on the 

behavioral theory of the firm, we argue that entrepreneurial firms engage in such a risky 

change not always in pursuit of opportunities and optimal growth in the international market. 

On the contrary, they often engage in the change if they encounter a threat or problems in the 

domestic market. When a firm is performing below its aspiration levels in the domestic 

market, it will be more likely to enter the international market to seek an alternative way to 

grow. However, we do not find that the choice of the target country for internationalization is 

significantly influenced by the firm's performance and aspiration level. Firms that are 

performing below their aspiration level and those that are performing above their aspiration 

level are likely to choose similar countries for internationalization. We argue that the choice 

of target country is not only influenced by the firm's aspiration level and prospect of gaining 

from the target country, but also are influenced by other factors such as availability 

information and contact in the target market. 

In the second essay, Transferable Experience and Learning in International Markets, 

we build on the view of the internationalization as a change and investigate what learning 

processes could help a firm transit through the internationalization change smoothly. We 
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argue that similar to the transfer of experience at the individual level, at the organizational 

level, there might also exist a similar transfer effect between different processes of 

organizational learning. Specifically, we find that the firm's prior experience in managing 

foreign alliances before international entry can be transferred to its managing of international 

markets once it has made the international entry. The lessons that the firm learned in 

managing foreign alliances such as negotiation and evaluation skills can help it perform 

better in the international market. 

- In the third essay, Capability Development, Learning and Growth in International 

Entrepreneurial Firms, we investigate the learning processes and demands that 

entrepreneurial firms face in the international market post entry. We find that 

internationalized firms face competing learning demands on two fronts: developing core 

capability internally and developing knowledge about the international market. Doing well 

on both these fronts would lead to fast growth in the international market. However, due to 

the resource-constraint nature of entrepreneurial firms, it is difficult to achieve both learning 

goals at the same time. The strategies that help a firm develop greater knowledge of the 

international market, such as greater diversity and the use of intermediaries, are not 

necessarily beneficial for the firms' core capability development. Firms' technology 

innovation interacts with international expansion strategies to influence its international 

growth. Those firms whose international expansion strategies facilitates rather than distract 

firms' managerial attentions from core capability development will achieve superior growth. 

This research is one amongst the first studies that introduces and empirically tests the 

view of internationalization as a change process. It has made several theoretical contributions 

to international entrepreneurship, organizational change and learning literature. First, the 

thesis represents an effort to draw on the behavioral theory of the firm and learning theory to 

examine the phenomenon of international entrepreneurship. It is a fairly recent phenomenon 
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that small and new ventures are moving to international markets early on in their life cycle. 

Recent review articles have suggested that the investigation of international entrepreneurship 

has become a "niche" research topic that has attracted a lot of research effort (Coviello & 

Jones, 2004). However, there is no one uniform theoretical perspective that has emerged 

from the field (Oviatt & McDougall, 1994; Zahra & George, 2002). Senior researchers have 

called for the field to integrate more established theoretical frameworks into international 

entrepreneurship research to investigate the process, context and outcome of 

internationalization (Zahra & George, 2002). Our study, through a series of three essays has 

investigated the motivation, process and outcome of internationalization from the 

organizational change and learning perspective. 

Second, the thesis has extended the boundary conditions of the organizational change 

theory. Previous study in the organization change literature mainly focused on the strategic 

changes in the domestic market, such as market position change (Greve, 1998a, 1998b) or 

location change (Baum et al., 2000b). Our study has tested the predictions of change theory 

in the international setting and confirmed that it is also applicable to the international setting, 

i. e. the motivation and patterns of internationalization are under the influences of aspiration, 

choice and risk, the major variables from the organizational change literature. 

Third, our study has provided some detail on how entrepreneurial firms learn in the 

international market. Previous studies that investigate learning in international 

entrepreneurial firms have mainly focused on establishing the fact that entrepreneurial firms 

do learn from their international operation rather than how they learn (Autio et al., 2000; 

Sapienza et al., 2005; Zahra & George, 2002). Our study has provided details on how they 

learn from international operation. Specifically, we have investigated the mechanism of 

experience transfer and the coordination of learning demands during the internationalization 

process. 
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There are limitations with our study that future research can help address. Apart from 

the limitations that we mentioned in individual chapters, perhaps the most important 

limitation is the issue of performance measurement. Internationalization performance is 

notoriously difficult to measure (Shoham, 1998; Sullivan, 1994). This might be because that 

it is a multiple dimensional concept that relates to the extent, speed, and scope of 

internationalization (Zahra & George, 2002). It is difficult to capture the performance 

concept using just a few one-dimensional variables, such as growth or financial returns. We 

tried to use both objective (international growth) and subjective measures (how 

internationalization has helped a firm to improve its capability development) in our study to 

try to get a deeper view of international performance. However, it would be useful to see 

how such measures correlate with and capture the extent, speed and scope of 

internationalization. 

Also in chapter 3, Transferable Experience and Learning in International Markets, 

we only theorized and tested the positive, linear effect of management team expertise on the 

experience transfer. However, recent studies in decision-making and judgment have 

suggested that more experience might not always be better (Camerer & Johnson, 1991; 

Einhorn, 1974; Mahajan, 1992). Experts might rely on outdated heuristics and biases that 

mislead them when environmental conditions change from the conditions that they are used 

to (Tversky & Kahneman, 1974). They might also suffer from overconfidence and 

overestimate the likelihood of favorable events (Mahajan, 1992; Oskamp, 1982). Such 

negative influences of expertise might suggest that expertise might not always be good for 

effective experience transfer as we theorized. Future research can investigate the non-linear 

effect of management team expertise on experience transfer. 

Finally, it would also be interesting to investigate the multidimensionality of 

management expertise in future research. In Chapter 2, we focused on the management 
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team's international experience as the major source of its expertise in international 

development. However, the upper echelon theory (Finkelstein & Hambrick, 1990; Hambrick 

& Mason, 1984) and the information-processing model (Smith, Smith, Olian, Sims, 

O'Bannon & Scully, 1994; Williams & O'Reilly, 1998) have emphasized other factors that 

might be influencing the management team's expertise and its learning ability. These include 

functional background, educational background, heterogeneity, team size and team's 

communication processes. It would be interesting in future research to see whether those 

factors influence the their ability to transfer experience from one type of corporate activities 

to another. 
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Figure 2.1 Proposed functional forms for relationships of performance relative to an aspiration level and 

probability of internationalization in Chapter 2 
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Functional Form: Changing -slope Response 

Table 2.1: Sampling Procedure and Sample Characteristics Used in Chapter 2 

Sampling Frame Returned Surveys* Response Rate SMEs Sample Used in Testing 

International Firms 610 146 23.90% 126 Hla, b& H2a, b 
Domestic Firms 398 114 28.60% 110 H2a, b 
Total "' 1008 260 25.80% 236 - 

78 

Performance - Aspiration 



Table 2.2: Comparative Statistics of Domestic and Internationalized Firms in Chapter 2 

Firm Characteristics 
Mean Value for Mean Value for 
Domestic Firms Internationalized firms 

Firm Age at 2002 
(Years) 3.86 5.26 
Number of Employees 80.00 131.80 

Sales Value in the First 
Year of Operation 
(in USD1,000) 638.47 2939.02 

ROS in the First Year of 
Operation 28.66% 20.71% 

Sales Value in 2002 
(in USD1,000) 3768.16 6632.52 
ROS in 2002 27.03% 22.07% 

Percentage in Industry 
Sector 

ICT Hardware 17.46% 10.91% 
Software Products 20.63% 8.18% 

Biotech, Pharmaceutical & 
Chemical Products 21.43% 25.45% 
Machinery and Equipment 22.22% 37.27% 
IT & Technology Services 17.46% 17.27% 

Percentage in Industry 
Life Cycle 

Introduction Stage 50.40% 33.65% 
Growth Stage 36.00% 41.35% 
Maturity Stage 12.80% 21.15% 
Decline Stage 0.8% 3.85% 

79 



00 
N 

* 
00 "0 

O :2 o 
N 

* 
00 \O * 

N 
* 
O1 V1 M I-t 

O Cý t- N N Ö Ö 

Oh 
00 

Co 
p 

N 
N O 

ýO 
N 

ýn 
00 00 

ýO 
O 

M 
N 

Ö 

'0 
ýD 
O 

v1 
O - O O O N C. O O 

* 
* 
V1 

* 
* 
- M 00 'ý7 '7 M N 'r 

fn N N M Ö Ö Ö Ö Ö ý - O Ö 

* 

vý1 

* 

it 

* 
N N N mod' 

ý0 
M N 'D 

M N N O O O N p p ,.. ý p N v1 

* * * 
ý 

* 
N Ö N ON Ö N N 

. . A p v i p p 000 

* 

"--ý r- 

* 
% 

* 

-1' 

* 
00 

lý %D N d N N M - .. 
ON 00 

4) 

N N 
O Ö O Ö 

Ö M 
O 

N 
O 

et 
- 

M 
O 

M 
O op - 

i 

." 00 
t, , ""ý _ N N Sr ID O ON ID 

N Ö Ö N Ö '0 N o o 
O 

Ö Ö 
O 

00 00 el It - 
ý Ö n Ö - d' N Ö Ö Ö O O1 Ö Ö O 00 10 ýi' 

N 
N 0ý0 

00 00 O*O 
M N N l- N I'll 

M ýO wA p M M O 00 

M -+ O O "--ý O M O "t N N O O O O O O 

d b n l- 
N 

1- 
Ö, 

vl n 
* ýY 00 00 

00 
00 10 

C4 r ., 
N ooo Ö Ö Ö Ö 

a 
. 
*-+ 

1.0 v1 n 00 V, 
ö ý 

00 
00 O ON 1N V1 M IN IN . ""i 

X 07' 
. 
N. 

'C O ,.., 
'""' N 

M 
N . ". vý 

O p 
i . -. et 

C" 
'. C O 

i 
M 

i - 
i 

v'i 
O O 

10 
O 

IN 
0 

N 
. -! 

M 
. --: O - N 

en 0 as 0 It aý VI) en 
" 0 M '0 N N 1.0 eh I'D O M M O t O = ;g vl en O 0'. 

% M '""' N N N N N M N N 
. 'O 

n N 
Oý et N N "ýi' N - - 

O . 
Im 10 

- ~ 
00 ýt --t 00 M N It 

- h N 
00 00 000 

0 M 
00 

_ 
O 

t- 
00 - 

V 
1 0 N 

M 
eh 
"' 

M 
N 

O'. 
N 

N 
-' ". 

i 
Oý 
k 

vi 
ý 

Ö 
Z 

. -. 
- 

In 
M 

O 00 .4 "7 cl, 
M 

. N n n .O O W 1 4 M N N 

40 
.: A 

p 
00 

~ 
ö 

" 
p o 

N 
Ö o o o o o Ö 

o 

O 
N N 

- 

In ON 
t+ý 

p N 
Ö M 

ýÖ 

N ~ 
O 

iG N . . N M N 
t. L 

.w 
wl N 

V 0 
h 
O 

.0 

C 

k U U 
.° 

U 

o " v v N 
0 0 M 

q 

U r. ,d 
q 

0 
g 9 "«, 

ý ä '" c tJ = p y - ý 
ai 

a 
"° 

i 
y E 

1 aßi 
° 

tu 
y v > C 

0 Ä Ä ö c a v a 
(. 4 

91 ý 
`«ý . 

v C b p Y N > 0 

d .o .v t c 8 y Q 3 cv ä a °' ä c 
S ir. 2 S S v) c4 w° S ä Ü u o G n°' w 
^+ N M et Y1 ýD N 00 Oý O . ""+ N M --7 vl '. O IN 00 O, O - N M 

0 0 V 
L 
* * 

0 V 
a 
* 

0 

a 

V 

+ 

O 
00 

NNNN 



00 

N 

a 0o O 
o, r 

N Oý 

M O C) N 
O O 

x a 
N vl 

O, t- N 

Zo "D c, 
öO 

00 'It 00 O -O 

M M N 
N " " 

N 
vii en d' N "--ý 

00 00 M ý N Oö 

" w 
,o en kn - 

Ö Ö N 0 ÖÖ 
. i i 

w Oý " 
en 00 t, Cý 

In 00 O Ö N I-t -I Ö 
b 'q: 'O 

w 
* " r w " 
- 

Ö Öý 
N M 00 Ö N 

00 O ý ý ý''ý Ö Ö 

00 
n ID rn " 00 t, a, 

N Ö 00 0 0 Il Ö ÖÖ 
O 0 0 0 0 v l 

N 

"0 

.d 

2 

Ü 

U 
ä 

C" 

Ü 

Ü 

Ü 

A 

Ü ti 

O 

N 

EL 

(7 
y 

C. ) 

- 

pC 

"ý 

Q 

Q 
M rY h ýO N 00 O, O r+ N M 

N N N 

0 
0 V 
II 
a 

* * 

0 
V 
II 
a 

* 
vi 
0 
V 
II 
a 

* 

v 
II 
a 
+ 



Table 2.5: Results of Logistic Regression Analysis on the Likelihood of Internationalization 

Variables Modell Model 2 

Firm Age at 2002 . 065 . 029 

(. 058) (. 061) 

Log of No. of Employees . 466** . 508** 

(. 173) (. 180) 

Industry Stage - Introduction -. 175 -. 265 

(. 514) (. 551) 

Industry Stage - Growth . 147 . 131 

(. 499) (. 529) 

ICT Hardware -. 103 -. 437 

(. 611) (. 639) 

Software Products -. 492 -. 577 

(. 677) (. 708) 

Biotech, Pharmaceutical & Chemical products -. 008 -. 259 

(. 542) (. 569) 

Machinery & Equipment . 448 -. 040 

(. 537) (. 585) 

R&D Investment -. 023* -. 023* 

(. 010) (. 011) 

Performance -. 074** 

(. 026) 

Above Aspiration Dummy x Relative Performance . 078* 

(. 033) 

Constant -1.822+ -. 328 

(1.071) (1.232) 

N 179 179 

-2 Log-likelihood 200.849*** 189.009*** 

Change in -2 Log-likelihood 11.84** 

Degree of Freedom Change 2 

+p=<"1; *p=<. 05; "*p=<. 01; ***p=<. 001 
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Table 2.6: Results of Logistic Regression Analysis on the Cultural Distance 

Variable Model 3 Model 4 

Firm Age at 2002 -. 054 -. 086 

(. 087) (. 093) 

Log of No. of Employees . 278 . 301 

(. 295) (. 303) 

Industry Stage - Introduction -. 998 -1.091 
(. 762) (. 790) 

Industry Stage - Growth -1.748* -1.649* 
(. 723) (. 750) 

ICT Hardware -1.508 -1.750 
(1.267) (1.314) 

Software Products . 4.043* 4.179* 

(1.742) (1.804) 

Biotech, Pharmaceutical & Chemical products . 977 . 858 

(. 875) (. 899) 

Machinery & Equipment . 157 -. 023 

(. 827) (. 866) 

R&D Investment . 067* . 066* 

(. 028) (. 028) 

GDP . 000*** . 000* 

(. 000) (. 000) 

Performance -. 026 

(. 024) 

Above Aspiration Dummy x Relative Performance . 027 
(. 029) 

Constant -2.312 -1.817 
(1.908) (2.034) 

N 96 96 

13 T,,,.,. 1-13,,,,,,, 90.017*** 88.618*** 
-a I_AJ IInwIuwu 

Change in -2 Log-likelihood 1.399 

Degree of Freedom change 2 

+p=<. 1; *p=<. 05; **p=<. 01; ***p=<. 001 
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Table 2.7: Results of OLS on Cultural Distance 

Variable Model 5 Model 6 
Firm Age at 2002 -. 002 -. 007 

(. 050) (. 051) 
Log of No. of Employees 

. 063 . 068 

(. 138) (. 139) 
Industry Stage - Introduction -. 367* -. 388 

(. 437) (. 441) 
Industry Stage - Growth -. 506 -. 504 

(. 419) (. 422) 
ICT Hardware -. 447 -. 531 

(. 515) (. 528) 
Software Products -. 935+ -. 966 

(. 527) (. 532) 
Biotech, Pharmaceutical & Chemical products -. 024 -. 081 

(. 462) (. 471) 
Machinery & Equipment -. 041 -. 140 

(. 447) (. 466) 
R&D Investment 

. 011+ . 011+ 

(. 007) (. 007) 
GDP 

. 000*** . 000*** 

(. 000) (. 000) 
Performance -. 012 

(. 015) 
Above Aspiration Dummy x Relative Performance . 017 

(. 020) 

Constant 2.600** 2.826*** 

(. 875) (. 932) 
N 103 103 

Adjusted R Square . 273 . 263 

F2,92 . 375 

Degree of Freedom change 2 
+p=<. 1; *p=<. 05; **p=<. 01; ***p=<. 001 
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Table 3.2: OLS Regression Models in Chapter 3 

Variables Modell Model 2 Model 3 
Base Model Main Effects Interaction Model 

Constant 3.430*** 3.291*** 3.323*** 
(. 439) (. 436) (. 443) 

Firm Age -. 021 -. 017 -. 018 
(. 027) (. 027) (. 027) 

Firm Size 
. 085 . 093 . 085 

(. 074) (. 073) (. 075) 
ICT Hardware 

. 142 . 180 . 163 
(. 323) (. 319) (. 323) 

Software Products -. 096 -. 047 -. 061 
(. 443) (. 435) (. 439) 

Biotech, Pharma & Advanced Chemical 
. 180 . 214 . 235 

(. 259) (. 254) (. 259) 
Machinery & Equipment 

. 109 . 203 . 222 
(. 242) (. 242) (. 246) 

R&D Investment 
. 002 . 001 . 001 

(. 006) (. 006) (. 006) 

. 
Broadness of Strategic Alliance Network . 025 . 027+ . 028+ 

(. 015) (. 015) (. 015) 
Prior Foreign Alliance Experience (Before Entry) . 290* . 343* 

(. 137) (. 171) 
Management International Experience -. 004 -. 005 

(. 006) (. 006) 
Prior Alliance Exp*Management International Exp -. 006 

(. 012) 

N 75 75 75 
R Square 

. 072 . 132 . 135 
Adjusted R Square -. 039 -. 002 -. 013 
F test 2.256* . 244 

+p=<. 1; *p=<. 05; **p=<. 01; ***p=<. 001 
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Table 4.2: OLS Regression Models in Chapter 4 

Variables 
(constant) 
Firm Age 
No. of domestic products 
No. of international products 
Domestic market size 
International market size 
No. of domestic competitors 
No. of international competitors 
Industry dummy 

Governance Characteristics 

Age at international entry 
Innovation 
Diversity 
Intermediary 
Diversity x innovation 
Intermediary x innovation 

R2 

Control Model 
1.006 (1.345) 
0.039 (0.112) 

-0.007 (0.018) 

-0.008 (0.019) 
1.345+ (0.792) 

-0.258 (0.729) 

-0.014 (0.012) 
0.009 (0.011) 

-0.473 (0.772) 

-1.559* (0.079) 
0.320+ (0.161) 

0.141 

Base Model 
0.099 (1.343) 

-0.093 (0.120) 
0.006 (0.017) 

-0.009 (0.018) 
1.305+ (0.777) 

-0.322 (0.702) 

-0.022+ (0.012) 
0.021+ (0.011) 

-0.373 (0.746) 

-1.221 (0.791) 

0.320+ (0.165) 
1.058 ** (0.372) 

-0.540 (1.324) 
0.582 (0.715) 

0.245 

Interaction Model 
0.318 (1.312) 

-0.052 (0.119) 
0.008 (0.017) 

-0.011 (0.018) 
1.383+ (0.761) 

-0.341 (0.684) 

-0.017 (0.011) 
0.015 (0.011) 

-0.047 (0.734) 

-1.345+ (0.770) 
0.328 (0.161) 
1.772 *** (0.480) 
0.430 (1.335) 
6.842 * (2.923) 

-3.923 * (1.778) 

-1.727 * (0.785) 

0.314 
Adjusted R2 0.065 0.145 0.199 
df 9,103 13,99 16,96 
F 1.872 + 2.465 ** 2.741 *** 
Change in RZ 4.353 * 4.126 * 

Note: 
+p=<0.10 
* p=<0.05 
* *p=<0.01 
***P=<0.001 
All two-tailed tests. 
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Figure 4.1: Interaction effect between diversity and innovation 
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Figure 4.2: Interaction effects between mode and innovation 

Interaction effect between mode and 
innovation 

r 

0 I- 0 
U, d (a 

Cl) 

Ca 
0 
ýv 
d 4- c 

d=0 Direct 
Exporting 

R-- d=1 
Intermediaries 
and others 

89 

Technology Innovation 



REFERENCES 

Aaby, N. -E. & S. F. Slater 1989. Management influences on export performance: A review of 

the empirical literature 1978-88. International Marketing Review 6(4): 6-26. 

Abbeyglen, J. & G. Stalk 1985. Kaisha: The Japanese corporation. New York, Basic Books. 

Adler, N. J. 1986. International dimensions of organizational behaviour. Boston, MA, 

PWS-Kent. 

Aiken, L. S. & S. G. West 1991. Multiple regression: Testing and interpreting interactions. 

Thousand Oaks, Calif, Sage Publications. 

Alchian, A. 1963. Reliability of progress curves in airframe production. Econometrica 31(4): 

679-693. 

Almeida, P. 1996. Knowledge sourcing by foreign multinationals: Patent citation analysis in 

the U. S. Semiconductor industry. Strategic Management Journal 17(Winter special 

issue): 155-165. 

Anand, B. N. & T. Khanna 2000. Do firms learn to create value? The case of alliances. 

Strategic Management Journal 21(3): 295-315. 

Andersen, O. 1993. On the internationalization process of firms: A critical analysis. Journal 

of International Business Studies 24: 209-231. 

Anderson, E. & A. T. Coughlan 1987. International market and expansion via independent or 

integrated channels of distribution. Journal of Marketing 51: 71-82. 

Argote, L. 1999. Organizational learning: Creating, retaining and transferring knowledge. 

Boston, Kluwer Academic Publishers. 

Argyres, N. 1996. Capabilities, technological diversification and divisionalization. Strategic 

Management Journal 17: 395-410. 

90 



Aulakh, P. S., M. Kotabe & H. Teegen 2000. Export strategies and performance of firms 

from emerging economies: Evidence from Brazil, Chile and Mexico. Academy of 

Management Journal 43(3): 342-361. 

Autio, E., H. J. Sapienza & J. G. Almeida 2000. Effects of age at entry, knowledge intensity, 

and imitability on international growth. Academy of Management Journal 43(5): 

909-924. 

Bantel, K. A. 1998. Technology-based -"adolescent" firm configurations: Strategy 

identification, context and performance. Journal of Business Venturing 13(3): 205- 

230. 

Barkema, H., 0. Shenkar, F. Vermeulen & J. H. J. Bell 1997. Working abroad, working with 

others: How firms learn to operate international joint ventures. Academy of 

Management Journal 40(2): 426-442. 

Barkema, H. & F. Vermeulen 1997. What differences in the cultural backgrounds of partners 

are detrimental for international joint ventures? Journal of International Business 

Studies 28(4): 845-864. 

Barkema, H. & F. Vermeulen 1998. International expansion through start-up or acquisition: 

A learning perspective. Academy of Management Journal 41: 7-26. 

Barkema, H. G., J. H. J. Bell & J. M. Pennings 1996. Foreign entry, cultural barriers, and 

learning. Strategic Management Journal 17(2): 152-166. 

Baum, J. A. C., T. Calabrese & B. S. Silverman 2000a. Don't go it alone: Alliance network 

composition and startups' performance in Canadian biotechnology. Strategic 

Management Journal 21: 267-294. 

Baum, J. A. C. & T. K. Lant 2003. Hits and misses: Managers' (mis)categorization of 

competitors in the Manhattan hotel industry. Advances in strategic management. J. 

A. C. Baum & O. Sorensen. Oxford, UK, JAI/Elsevier. 20: 118-155. 

91 



Baum, J. A. C., X. S. Li & J. M. Usher 2000b. Making the next move: How experiential and 

vicarious learning shape the locations of chains' acquisitions. Administrative Science 

Quarterly 45: 766-801. 

Beamish, P. W., L. Karavis, A. Goerzen & C. Lane 1999. The relationship between 

', II organizational structure and export performance. Management International Review 

39(1): 37-54. 

Bloodgood, J. M., H. J. Sapienza & J. G. Almeida 1996. The internationalization of new 

high-potential U. S. Ventures: Antecedents and outcomes. Entrepreneurship Theory 

and Practice Summer: 61-76. 

Boeker, W. 1989a. The development and institutionalization of subunit power in 

organizations. Administrative Science Quarterly 34: 388-410. 

Boeker, W. 1989b. Strategic change: The effects of founding and history. Academy of 

Management Journal 32: 489-515. 

Boter, H. & C. Holmquist 1996. Industry characteristics and internationalization processes in 

small firms. Journal of Business Venturing 11: 471-487. 

Brush, C. G. 1995. International entrepreneurship: The effect of firm age on motives for 

internationalization, Garland Studies in Entrepreneurship. 

Buckley, P. J. & M. Casson 1976. The future of the multinational enterprise. London, 

Macmillan and New York: Holmes-Meier. 

Burgel, 0.1999. The internationalisation of British start-up companies in high- 

technology industries. Strategic Management Group. Coventry, United Kingdom, 

Warwick Business School: 296. 

Burgel, 0. & G. C. Murray 2000. The international market entry choices of start-up 

companies in high technology industries. Journal of International Marketing 8(2): 

33-62. 

92 



Camerer, C. F. & E. J. Johnson 1991. The process-performance paradox in expert judgment: 

How can experts know so much and predict so badly. Toward a general theory of 

expertise: Prospects and limits. A. Ericsson & K. Smith. Cambridge, England, 

Cambridge University Press: 195-217. 

Cantwell, J. A. 1989. Technological innovation and the multinational corporation. Oxford, 

Blackwell. 

Caves, R. 1982. Multinational enterprise and economic analysis. New York, Cambridge 

University Press. 

Cavusgil, T. S., S. Zou & G. M. Naidu 1993. Product and promotion adaptation in export 

ventures: An empirical investigation. Journal of International Business Studies 24: 

479-506. 

Chandler, G. N. & S. H. Hanks 1993. Measuring the performance of emerging businesses: A 

validation study. Journal of Business Venturing 8(5): 391-408. 

Chase, W. G. & H. A. Simon 1973. The mind's eye in chess. Visual information processing. 

.'., 
W. G. Chase. New York, Academic Press. 

Cheng, P. W., K. J. Holyoak, R. E. Nisbett & L. M. Oliver 1986. Pragmatic versus syntactic 

approaches to training deductive reasoning. Cognitive Psychology 18(3): 239-328. 

Chi, M., P. Feltovich & R. Glaser 1981. Categorization and representation of physics 

problems by experts and novices. Cognitive Science 5(2): 121-152. 

Cohen, W. & D. Levinthal 1990. Absorptive capacity: A new perspective on learning and 

innovation. Administrative Science Quarterly 35: 126-152. 

Conroy, R. 1992. Technological change in China. Paris, OECD. 

Cooper, A. C. & W. C. Dunkelberg 1986. Entrepreneurship and paths to business ownership. 

Strategic Management Journal 7: 317-332. 

93 



Cooper, R. G. & E. Kleinschmidt 1985. The impact of export strategy on export sales 

performance. Journal of International Business Studies 16(1): 37-55. 

Coviello, N. E. & M. V. Jones 2004. Methodological issues in international entrepreneurship 

research. Journal of Business Venturing 19(4): 485-508. 

Covin, J. G., D. P. Slevin & T. J. Covin 1990. Content and performance of growth-seeking 

strategies: A comparison of small firms in high and low-technology industries. 

Journal of Business Venturing 5: 391-412. 

Cyert, R. M. & J. G. March 1963. A behavioral theory of the firm. Englewood Cliffs, N. J.,, 

Prentice-Hall. 

Darr, E., L. Argote & D. Epple 1995. The acquisition, transfer and depreciation of knowledge 

in service organizations: Productivity in franchises. Management Science 41(11): 

1750-1762. 

Davis, G. F. & H. R. Greve 1997. Corporate elite networks and governance changes in the 

1980s. American Journal of Sociology 103: 1-37. 

Delios, A. & W. J. Henisz 2000. Japanese firms' investment strategies in emerging 

economies. Academy of Management Journal 43(3): 305-323. 

Dowling, P. J., D. E. Welch & R. S. Schuler 1999. International human resource 

. management: Managing people in a multinational context. Cincinnati, South- 

Western College Publishing. 

Einhorn, H. 1974. Expert judgment: Some necessary conditions and an example. Journal of 

Applied Psychology 59: 562-571. 

Eisenhardt, K. & C. B. Schoonhoven 1990. Organizational growth: Linking founding team, 

strategy, environment and growth among U. S. Semi-conductor ventures, 1978-1988. 

Administrative Science Quarterly 35: 504-529. 

94 



Epple, D., L. Argote & R. Devadas 1991. Organizational learning curves: A method for 

investigating intraplant transfer of knowledge acquired through learning by doing. 

Organization Science 2(1): 58-70. 

Festinger, L. 1954. A theory of social comparison processes. Human Relations 7: 117-140. 

Finkelstein, S. & J. Haleblian 2002. Understanding acquisition performance: The role of 

transfer effects. Organization Science 13(1): 36-47. 

Finkelstein, S. & D. C. Hambrick 1990. Top-management-team tenure and organizational 

outcomes: The moderating role of managerial discretion. Administrative Science 

Quarterly 35(3): 484-503. 

Fiol, C. & M. Lyles 1985. Organizational learning. Academy of Management Review 10: 

803-813. 

Franko, L. G. 1989. Global corporate competition: Who' s winning, who' s losing and the 

R&D factor as one reason why. Strategic Management Journal 10(5): 449-474. 

George, D. & P. Mallery 2003. Spss for windows step by step: A simple guide and 

reference: 11.0 guide. Boston, Mass, Allyn & Bacon. 

Gick, M. L. & K. J. Holyoak 1983. Schema induction and analogical transfer. Cognitive 

Psychology 15(1): 1-38. 

Grant, R. M. 1996a. Prospering in dynamically-competitive environments: Organizational 

capability as knowledge integration. Organizational Science 7: 375-387. 

Grant, R. M. 1996b. Toward a knowledge-based theory of the firm. Strategic Management 

Journal 17(Winter Special Issue): 109-122. 

Greene, W. H. 2003. Econometric analysis, Prentice Hall International. 

Greve, - H. R. 1998a. Managerial cognition and the mimetic adoption of market positions: 

What you see is what you do. Strategic Management Journal 19(10): 967-988. 

95 



Greve, H. R. 1998b. Performance, aspirations, and risky organizational change. 

Administrative Science Quarterly 43(1): 58-86. 

Greve, H. R. 2003. Organizational learning from performance feedback: A behavioral 

perspective on innovation and change, Cambridge University Press. 

Gulati, R. 1998. Alliances and networks. Strategic Management Journal 19(4; Special 

Issue): 293-317. 

Haleblian, J. & S. Finkelstein 1999. The influence of organizational acquisition experience on 

acquisition performance: A behavioral learning perspective. Administrative Science 

Quarterly 44(1): 29-56. 

Hambrick, D. C. & P. Mason 1984. Upper echelons: The organization as a reflection of its 

top managers. Academy of Management Review 9: 193-206. 

Hannan, M. T. & J. Freeman 1977. The population ecology of organizations. American 

" Journal of Sociology 82: 929-964. 

Hannan, M. T. & J. Freeman 1984. Structural inertia and organizational change. American 

Sociological Review 49(April): 149-164. 

Haunschild, P. R. & B. N. Sullivan 2002. Learning from complexity: Effects of prior 

accidents and incidents on airlines' learning. Administrative Science Quarterly 47(4): 

609-643. 

Haveman, H. A. 1993. Follow the leader: Mimetic isomorphism and entry into new markets. 

Administrative Science Quarterly 38: 593-627. 

Hayward, M. L. A. 2002. When do firms learn from their acquisition experience? Evidence 

from 1990-1995. Strategic Management Journal 23(1): 21-39. 

Hedberg, B. 1981. How organizations learn and unlearn. Handbook of organizational 

design. P. C. Nystrom & W. H. Starbuck. Oxford, England, Oxford University Press. 

1: 3-27. 

96 



Hill, J. S. & R. R. Still 1984. Adapting products to LDC taste. Harvard Business Review 

62(March-April): 92-101. 

Hirsch, S. & L. Baruch 1971. Sales stabilization through export diversification. The Review 

of Economics and Statistics 53(3): 270-277. 

Hitt, M. A., R. E. Hoskisson & H. Kim 1997. International diversification: Effects on 

innovation and firm performance in product-diversified firms. Academy of 

Management Journal 40: 767-798. 

Hoang, H. & F. T. Rothaermel 2005. The effect of general and partner-specific alliance 

experience on joint R&D project performance. Academy of Management Journal 

48(2): 332-345. 

Hofstede, G. 1983. The cultural relativity of organizational practices and theories. Journal of 

International Business Studies 14(2): 75-89. 

Hofstede, G. & G. -J. Hofstede 2004. Cultures and organizations: Software of the mind. 

New York, McGraw-Hill. 

Holland, J. H., K. J. Holyoak, R. E. Nisbett & P. R. Thagard 1986. Induction: Processes of 

inference, learning, and discovery. Cambridge, MA., MIT Press. 

Huber, G. 1991. Organizational learning: The contributing processes and the literatures. 

Organization Science 2: 88-115. 

Hymer, S. 1960. The international operations of national firms: A study of direct 

investment unpublished doctoral dissertation, MIT. 

Johnson, J. E. & J. -E. Vahlne 1977. The internationalization process of the firm -a model of 

knowledge development and increasing foreign market commitment. Journal of 

International Business Studies 8(1): 23-32. 

Johnson, J. E. & J. -E. Vahlne 1990. The mechanism of internationalization. International 

Marketing Review 7(4): 11-24. 

97 



Jolly, V. K., M. Alahuhta & J. P. Jeannet 1992. Challenging the incumbents: How high- 

technology start-ups compete globally. Journal of Strategic Change 1: 71-82. 

Kahneman, D. & A. Tversky 1979. Prospect theory: An analysis of decision under risk. 

Econometrica 47: 263-291. 

Kale, P., J. Dyer & H. Singh 2002. Alliance capability, stock management response, and 

long-term alliance success: The role of alliance function. Strategic Management 

Journal 23(8): 747-767. 

Kameda, T. & J. H. Davis 1990. The function of the reference point in individual and group 

risk decision-making. Organization Behavior and Human Decision Process 46: 55- 

76. 

Kim, W., C., P. Hwang & W. P. Burgers 1993. Multinationals' diversification and the risk- 

return trade-off. Strategic Management Journal 14(4): 275-286. 

Knickerbocker, F. T. 1973. Oligopolistics reaction and the MNE. Cambridge, MA, Harvard 

Business. 

Knowledge@Wharton 2005. The IBM/Lenovo deal: Victory for china? 

http: //knowledge. wharton. upenn. edu/ 

Kogut, B. 1985. Designing global strategies: Profiting from operational flexibility. Sloan 

Management Review 27(1): 27-38. 

Kogut, B. & H. Singh 1988. The effect of national culture on the choice of entry mode. 

Journal of International Business Studies 19(3): 411-432. 

Lane, P. J. & M. Lubatkin 1998. Relative absorptive capacity and interorganizational 

learning. Strategic Management Journal 19(5): 461-477. 

Lant, T. K. 1992. Aspiration level adaptation: An empirical exploration. Management 

Science 38(5): 623-644. 

98 



Larkin, J., J. McDermott, D. Simon & H. A. Simon 1980. Expert and novice performance in 

solving physics problems. Science 208: 1335-1342. 

Lee, C., K. Lee & J. M. Pennings 2001. International capabilities, external networks, and 

performance: A study on technology-based ventures. Strategic Management Journal 

22: 615-540. 

Leiblein, M. & J. Reuer 2004. Building a foreign sales base: The roles of capabilities and 

alliances for entrepreneurial firms. Journal of Business Venturing 19: 285-307. 

Levin, D. Z. 2000. Organizational learning and the transfer of knowledge: An investigation of 

quality improvement. Organization Science 11(6): 630-647. 

Levinthal, D. & J. G. March 1993. The myopia of learning. Strategic Management Journal 

14: 95-112. 

Levitt, B. & J. March 1988. Organizational learning. Annual Review of Sociology 14: 319- 

340. 

Levitt, T. 1988. The pluralization of consumption. Harvard Business Review 66(May-June): 

7-8. 

Li, H. & K. Atuahene-Gima 2001. Product innovation strategy and the performance of new 

technology ventures in China. Academy of Management Journal 44(6): 1123-1134. 

Lindqvist, M. 1991. Infant multinationals: The internationalization of young, 

technology-based Swedish firms. Institute of International Business. Stockholm, 

Stockholm School of Economic. 

Lopes, L. L. 1987. Between hope and fear: The psychology of risk. Advances in 

Experimental Social Psychology 20: 255-295. 

Lu, J. W. & P. W. Beamish 2001. The internationalization and performance of SMEs. 

Strategic Management Journal 22: 565-586. 

99 



Lu, J. W. & P. W. Beamish 2004. International diversification and firm performance: The s- 

curve hypothesis. Academy of Management Journal 47(4): 598-609. 

Madhok, A. 1997. Cost, value and foreign entry mode. Strategic Management Journal 

18(1): 39-61. 

Madsen, T. K. 1987. Empirical export performance studies: A review of conceptualizations 

and findings. Advances in international marketing. T. S. Cavusgil. Greenwich, CT, 

JAI Press: 177-198. 

Madsen, T. K. 1989. Successful export marketing management: Some empirical evidence. 

International Marketing Review 6(44): 41-57. 

Mahajan, J. 1992. The overconfidence effect in marketing management predictions. Journal 

of Marketing Research 29: 329-342. 

Maidique, M. A. & P. Patch 1982. Corporate strategy and technological policy. Readings in 

the management of innovation. M. L. Tushman & W. L. Moore. Marshfield, M. A., 

Pitman: 273-285. 

Malnight, T. M. 1995. Globalization of an ethnocentric firm: An evolutionary perspective. 

Strategic Management Journal 16(2): 119-141. 

Malnight, T. M. 1996. The transition from decentralized to network-based MNC structures: 

An evolutionary perspective. Journal of International Business Studies 27(1): 43- 

65. 

March, J. 1991. Exploration and exploitation in organizational learning. Organization 

Science 2(1): 71-87. 

March, J. G. 1988. Variable risk preferences and adaptive aspirations. Journal of Economic 

Behaviour and Organizations 9: 5-24. 

March, J. G. & Z. Shapira 1987. Managerial perspectives on risk and risk taking. 

Management Science 33: 1404-1418. 

100 



March, J. G. & Z. Shapira 1992. Variable risk preferences and the focus of attention. 

Psychological Reveiw 99: 172-183. 

March, J. G. & 11. A. Simon 1958. Organizations. New York, NY, Wiley. 

McDougall, P. P. 1989. International versus domestic entrepreneurship: New venture 

strategic behaviour and industry structure. Journal of Business Venturing 4: 387- 

399. 

McDougall, P. P. & B. M. Oviatt 1996. New venture internationalization, strategic change, 

and performance: A follow-up study. Journal of Business Venturing 11: 23-40. 

McDougall, P. P. & B. M. Oviatt 2000. International entrepreneurship: The intersection of 

two research paths. Academy ofilanagement Journal 43(5): 902-908. 

McDougall, P. P., S. Shane & B. M. Oviatt 1994. Explaining the formation of international 

new ventures: The limits of theories from international business research. Journal of 

Business Venturing 9(6): 469-488. 

McKinsey & Company 1993. Born global. McKinsey Quarterly 1993(4): 45-52. 

Mezias, S., Y. -R. Chen & P. R. Murphy 2002. Aspiration-level adaptation in an American 

financial services organization: A field study. Management Science 48(10): 1285- 

1300. 

Miller, D. & M. J. Chen 1994. Sources and consequences of competitive inertia. 

Adminlstratlve Science Quarterly 39: 1-23. 

Miller, D. & M. J. Chen 1996. The simplicity of competitive repertoires: An empirical 

analysis. Strategic Management Journal 17: 419-439. 

Miller, K. D. 1992. A framework for integrated risk management in international business. 

Journal of International Business Studies 23: 311-331. 

101 



Milliken, F. J. & T. K. Lant 1991. The effects of an organization's recent performance history 

on strategic persistence and change: The role of managerial interpretations. P. 

Shrivastava, A. Buff & J. Dutton. Greenwich, CT, JAI Press. 7: 129-156. 

Miner, A. S. & S. Mezias 1996. Ugly duckling no more: Pasts and futures of organizational 

learning research. Organization Science 7(1): 88-99. 

Nelson, R. R. & S. G. Winter 1982. An evolutionary theory of economic change. 

Cambridge, MA, Harvard University Press. 

OECD 1997. Globalisation and small and medium enterprises, Paris, OECD. 

Ohmae, K. 1985. Triad power. New York, Free Press. 

Ohmae, K. 1995. The end of the nation state: The rise of regional economies. New York, 

Free Press. 

Oskamp, S. 1982. Overconfidence in case-study judgments. Judgment under uncertainty: 

Heuristics and biases. D. Kahneman, P. Slovic & A. Tversky. Cambridge, England, 

Cambridge University Press: 287-293. 

Oviatt, B. M. & P. P. McDougall 1994. Toward a theory of international new ventures. 

Journal of International Business Studies 1: 45-64. 

Oviatt, B. M. & P. P. McDougall 1995. Global start-ups: Entrepreneurs on a worldwide stage. 

Academy of Alanagement Ereculire 9(2): 30-45. 

Oviatt, B. M. & P. P. McDougall 1999. A framework for understanding accelerated 

international entrepreneurship. Research In global strategic management: 

International entrepreneurship. A. M. Rugman & R. W. Wright. Stamford, CT, JAI 

Press: 23-40. 

Peng, M. W. & A. Y. Ilinitch 1998. Export intermediary firms: A note on export development 

research. Journal of International Business Studies 29(3): 609-620. 

102 



Pisano, G., R. M. Bohmer & A. Edmonson 2001. Organizational differences in rates of 

learning: Evidence from the adoption of minimally invasive cardiac surgery. 

Management Science 47(6): 752-768. 

Porac, J., H. Thomas, F. Wilson, D. Paton & A. Kanfer 1995. Rivalry and the industry model 

of Scottish knitwear producers. Administrative Science Quarterly 40: 203-227. 

Powell, W. W., K. W. Koput & L. Smith-Doerr 1996. Interorganizational collaboration and 

the locus of innovation: Networks of learning in biotechnology. Administrative 

Science Quarterly 41: 116-145. 

Rabino, S. 1980. An examination of barriers to exporting encountered by small 

manufacturing companies. Management International Review 20(1): 67-73. 

Rapping, L. 1965. Learning and World War II production function. The Review of 

Economics and Statistics 47(1): 81-86. 

Reason, J. 1997. Managing the risks of organizational accidents. Sydney, Australia, 

Ashgate. 

Reed, S., G. Ernst & R. Banerji 1974. The role of analogy in transfer between similar 

problem states. Cognitive Psychology 6(3): 436-450. 

Reuber, R. & E. Fischer 1997. The influence of the management team's international 

experience on the internationalization behaviors of SMEs. Journal of International 

Business Studies 4: 807-825. 

Ring, P. S. & A. H. Van de Ven 1994. Developmental processes of cooperative 

interorganizational relationships. Academy of Management Review 38(1): 7-23. 

Root, F. R. 1994. Entry strategies for international markets. Lexington, Mass, Lexington 

Books. 

Samiee, S. & K. Roth 1992. The influence of global marketing standardization on 

performance. Journal of Marketing 56(2): 1-17. 

103 



Sapienza, H. J., D. De Clercq & W. Sandberg 2005. Antecedents of international and 

domestic learning effort. Journal of Business Venturing 20(4): 437-457. 

Schneider, S. L. 1992. Framing and conflict: Aspiration level contingency, the status quo, and 

current theories of risky choice. Journal of Experimental Psychology: Learning, 

Memory, and Cognition 18: 1040-1057. 

Schoonhoven, C. B., K. Eisenhardt & K. Lyman 1990. Speeding products to market: Waiting 

time to first product introduction in new firms. Administrative Science Quarterly 35: 

177-207. 

Shaver, J. M. & F. Flyer 2000. Agglomeration economies, firm heterogeneity, and foreign 

direct investment in the United States. Strategic Management Journal 21(12): 1175- 

1193. 

Shepherd, D., A. Zacharakis & R. A. Baron 2003. VC's decision processes: Evidence 

suggesting more experience may not always be better. Journal of Business 

Venturing 18(3): 381-401. 

Shoham, A. 1998. Export performance: A conceptualization and empirical assessment. 

Journal of International Marketing 6(3): 59-81. 

Shrader, R. C. 2001. Collaboration and performance in foreign markets: The case of young 

high-technology manufacturing firms. Academy of Management Journal 44(1): 45- 

60. 

Shrader, R. C., B. M. Oviatt & P. P. McDougall 2000. How ventures exploit tradeoffs among 

international risk factors: Lessons for the accelerated internationalization of the 21st 

century. Academy of Management Journal 43(6): 1227-1247. 

Smith, K. G., K. A. Smith, J. D. Olian, H. P. J. Sims, P. D. O'Bannon & J. A. Scully 1994. 

Top management team demography and process: The role of social integration and 

communication. Administrative Science Quarterly 39: 412-438. 

104 



Staw, B. M., L. E. Sandelands & J. Dutton 1981. Threat-rigidity effects in organizational 

behavior: A multilevel analysis. Administrative Science Quarterly 26: 501-524. 

Stevenson, H. H. & D. E. Gumpert 1985. The heart of entrepreneurship. Harvard Business 

Review 63(2): 85-94. 

Stinchcombe, A. L. 1965. Social structure and organizations. Handbook of organizations. J. 

G. March. Chicago, IL, Rand McNally: 142-193. 

Sullivan, D. 1994. Measuring the degree of internationalisation of a firm. Journal of 

International Business Studies(2): 325-342. , 

Takeuchi, R., P. E. Tesluk, Y. Seokhwa & D. P. Lepak 2005. An integrative view of 

international experience. Academy of Management Journal 48(1): 85-100. 

Tallman, S. & J. Li 1996. Effects of international diversity and product diversity on the 

performance of multinational firms. Academy of Management Journal 39(1): 179- 

196. 

Teece, D. J., G. Pisano & A. Shuen 1997. Dynamic capabilities and strategic management. 

Strategic Management Journal 18(7): 509-533. 

The Economist 2001. How countries go high-tech. The Economist. 361: 12. 

The Economist 2004. Champ or chump? The Economist. 

Tushman, M. L. & P. Anderson 1986. Technological discontinuities and organizational 

environments. Administrative Science Quarterly 31(3): 439-465. 

Tversky, A. 1977. Features of similarity. Psychological Review 84(1): 77-110. 

Tversky, A. & D. Kahneman 1974. Judgments under uncertainty: Heuristics and biases. 

Science 185: 1124-1131. 

Udayagiri, N. D. & S. Balakrishnan 1993. Learning curves and knowledge spillovers: The 

case of semiconductor memories. Working paper. University of Pennsylvania. 

105 



Uzzi, B. & J. J. Gillespie 2002. Knowledge spillover in corporate financing networks: 

Embeddedness and the firm's debt performance. Strategic Management Journal 23: 

595-618. 

Vermeulen, F. & H. Barkema 2002. Pace, rhythm, and scope: Process dependence in building 

a profitable multinational corporation. Strategic Management Journal 23: 637-653. 

Vernon, R. 1966. International investment and international trade in the product cycle. 

Quarterly Journal of Economics 80: 190-207. 

Vernon, R. 1979. The product cycle hypothesis in a new international environment. Oxford 

Bulletin of Economics and Statistics 41(4): 255. 

von Hippel, E. 1986. Lead users: A source of novel product concepts. Management Science 

32(7): 791-805. 

Walsh, J. P. & G. R. Ungson 1991. Organizational memory. Academy of Management 

Review 16(1): 57-91. 

Williams, K. Y. & C. A. O'Reilly 1998. Demography and diversity in organizations: A 

review of 40 years of research. Research in Organizational Behaviour 20(1): 77-140. 

Williamson, 0. E. 1985. The economic institutions of capitalism. New York, Free Press. 

Wood, J. V. 1989. Theory and research concerning social comparisons of personal attributes. 

Psychological Bulletin 106(2): 231-248. 

Yli-Renko, H., H. J. Sapienza & D. Mani 2004. Internationalization and social capital: 

Effects on the survival and growth of young, technology-based firms. Paper presented 

at Babson Kauffman Entrepreneurial Research Conference, Glasgow, UK. 

Yip, G. S. 1992. Total global strategy: Managing for worldwide competitive advantage. 

Englewood Cliffs, NJ, Prentice-Hall. 

Zacharakis, A. L. 1997. Entrepreneurial entry into foreign markets: A transaction cost 

perspective. Entrepreneurship Thoery and Practice 21(3, Spring): 23-39. 

106 



Zaheer, S. 1995. Overcoming the liability of foreignness. Academy of Management Journal 

38(2): 341-363. 

Zaheer, S. & E. Mosakowski 1997. The dynamics of the liability of foreignness: A global 

study of survival in financial services. Strategic Management Journal 18(6): 439- 

464. 

Zahra, S. A. 1996. Technology strategy and new venture performance: A study of corporate- 

sponsored and independent biotechnology ventures. Journal of Business Venturing 

11: 289-321. 

Zahra, S. A. & G. George 2002. International entrepreneurship: The current status of the field 

and future research agenda. Strategic entrepreneurship: Creating a new mindset. M. 

A. Hitt, R. D. Ireland & D. L. Sexton. London, UK, Blackwell: 255-288. 

Zahra, S. A., R. D. Ireland & M. A. Hitt 2000. International expansion by new venture firms: 

International diversity, mode of market entry, technological learning, and 

performance. Academy of Management Journal 43(5): 925-950. 

Zollo, M. & J. Reuer 2005. Experience spillovers across corporate development activities: 

Theory and evidence on the influence of alliance experience on acquisition 

performance. INSEAD Working Paper Series. Fontainebleau, France: 1-59. 

107 


