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Abstract

This study examines the role of social capital and knowledge in the
internationalisation of small- and medium-sized enterprises (SMEs). In particular, it

1s concerned with uncovering the differential effects of social capital types on SMEs’

international growth and mode choice.

Using a mixed methodology that combines case studies with a survey of knowledge
intensive SMEs in a developing economy context viz., Indian software SMEs, the
study found that knowledge — both market knowledge and knowledge intensity — is a
vital driver of international growth. Social capital, particularly bridging social
capital, could facilitate early-stage international growth but could, over time, get
“exhausted”. Thus knowledge may be a more enduring source of international
growth. As for mode choice, this study seeks to contribute to extant understanding of
SMEs’ modal commitment, by invoking the emerging concept of the
micromultinational, which 1s an SME that goes beyond mere exporting to establish a
presence 1n international market(s). Modal commitment (1.e., the propensity for an
SME to become a micromultinational) seemed to be significantly associated with

social capital — specifically bonding social capital — rather than knowledge.

Thus a contribution of the study pertains to the relative role of social capital and
knowledge in SME internationalisation. It was also seen, particularly from the case
studies, that social capital may facilitate the creation and acquisition of knowledge,
and therefore internationalising SMEs may do well to direct their efforts to

knowledge-enhancement within networks.
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CHAPTER ONE

INTRODUCTION AND OVERVIEW

1.1 Introduction

Internationalisation constitutes a core area of interest to international business (IB)
researchers (Buckley, 2002). Despite a general preoccupation with large
multinational enterprises, recent years have seen a surge in the study of
internationalisation of small- and medium-sized enterprises (SMEs), especially in
knowledge intensive industries (Etemad and Wright, 2003; Peng, 2001). While
Young (1987) was among the first to highlight the emerging importance of the
Internationalisation of knowledge intensive smaller firms, such interest caught on
fairly rapidly within the IB field as evident from the following observation seven

years later by Wright and Ricks (1994, p.699) on significant trends in IB research:

“Another, even newer thrust of research activity is international entrepreneurship and
the internationalization of small business. In the emerging global environment,
entrepreneurs and their businesses become less limited to domestic markets. Even small
firms are entering the realm of international business...International players in the
world of tomorrow will no longer be limited to big business.”

It was, coincidentally, in the same year that entrepreneurship scholars, Oviatt and
McDougall (1994), profoundly influenced the IB community with their 1deas on the
accelerated internationalisation of so-called international new ventures, resulting in
considerable research activity over the subsequent decade (Zahra, 2005), at the
intersection of 1B, entrepreneurship and strategy (Oviatt and McDougall, 2005;
Zahra and George, 2002). As seen above, Wright and Ricks (1994) did not clearly
delineate between interest in the internationalisation of small firms and of new firms.

It is suggested here — at the risk of oversimplification and while acknowledging that



exceptions exist — that IB scholars have tended to focus on smaller firms (e.g., Bell,
Crick and Young, 2004; Coviello and Munro, 1997; Jones, 1999) and

entrepreneurship scholars on younger firms (e.g., Autio, Sapienza and Almeida,

2000; Yh-Renko, Autio and Tontti, 2002; Zahra, Ireland and Hitt, 2000).

The present study, which is clearly rooted within a tradition of IB scholarship,
focuses on the smaller firm but liberally draws upon the work of such
entrepreneurship scholars as Autio, Oviatt, McDougall, Sapienza, Yli-Renko and
Zahra. The rationale for deeming this entirely appropriate is two-fold. First, both
smaller and new firms are resource-constrained, and 1t generally takes
resourcefulness on their part to engage with international markets (Zahra, 2005).
Second, common to both IB and entrepreneurship researchers 1s the routine
utilisation of Johanson and Vahlne’s (1977) i1deas as a starting point or point of
departure (e.g., Sapienza, Autio and Zahra, 2003; Young, Dimitratos and Dana,
2003), thus facilitating synthesis and cross-fertilisation of emergent thinking on
internationalisation. Indeed, in his review of the international management literature,
Wemer (2002, p.283) has clearly included such work as Autio et al (2000) and Zahra
et al (2000) under the sub-field of internationalisation. It 1s to this area that the

present study seeks to make a contribution.

The opening chapter of this doctoral thesis provides an overview of the specific way
in which the study seeks to do so. It is organised 1n the following way. In the next
section, some of the literature that primarily informs this study 1s highlighted, and the

theoretical approach taken identified. Subsequently, the intended contribution 1is



outlined by drawing attention to the gaps in the literature being addressed and the
study’s aim, objectives and research questions. This is followed by a discussion of
choices made in carrying out this piece of research, notably in terms of the empirical

setting chosen and the research design. Finally, an indication is given of the structure

of the remainder of this doctoral thesis.

1.2 Theoretical Approach

The founding premise for this study i1s Penrose’s (1959, p.24) view of firms as a
“collection of productive resources, the disposal of which between different uses and
over time 1s determined by administrative decision”. She proposed that growth is a
natural objective for firms and that the firm’s resources influence its growth. Market-
seeking internationalisation, which 1s the form of internationalisation of concern to
the present study, 1s a route to firm growth. According to Luostarinen (1980, p.64),

“Internationalisation can be regarded as one of the alternative growth strategies in

general”.

Drawing on resource-based scholarship, two key resources influencing growth can be
identified — one that is internal to the firm viz., knowledge (Ambrosini, 2003; Grant,
1996) and another that emanates from inter-firm relationships viz., social capital
(Adler and Kwon, 2002; Gulati, 1999). A synthesis of the internationalisation
literature (in Chapter Two) reveals that these constructs (knowledge and social

capital) are vital in determining international growth and also, arguably, modal

commitment.



Bell and Young (1998) rightly point out that there is no unanimity in the definition of
the term, ‘internationalisation’. Welch and Luostarinen (1988, p.36) define
Internationalisation as “the process of Increasing involvement in international
operations”, which is similar to Young et al’s (1989) definition. Subsequently they
explicitly recognised that internationalisation involves both outward (e.g., market-
seeking) and inward (e.g., resource-seeking) activities (Welch and Luostarinen,
1993). Thus internationalisation is an evolutionary process for many firms and has
also been defined as “the process of adapting firms’ operations (strategy, structure,
resources, etc.) to international environments” (Calof and Beamish, 1995, p.116). It
1s thus an 1ssue of importance for firms, and often results in useful learning outcomes
for firms (Zahra et al, 2000) and has a significant impact on their performance (Lu
and Beamish, 2001). The selection of definitions referred to above indicates the
commonalities 1n scholars’ perception of this phenomenon: it is a process of the

development of a firm’s cross-border operations. This 1s the understanding of

internationalisation that 1s adopted for this study.

As noted, a significant development, at the intersection of international business, and
entrepreneurship, has been the growing interest in the internationalisation of
resource-constrained firms, such as small and new firms (Westhead, Wright and
Ucbasaran, 2001; Zahra, 2005). Among such firms, a specific type of firm of
continued interest 1s the smaller knowledge intensive firm (Bell, Crick and Young,
2004; Young, 1987), many of which internationalise proactively and rapidly (Knight
and Cavusgil, 2004), and go beyond exporting to utilise higher-commitment modes

of international operations (Dimitratos, Johnson, Slow and Young, 2003). The latter



1s significant because the issue of mode choice has Increasingly been rather neglected

in the small firm internationalisation literature.

As noted, the work of Oviatt and McDougall (1994), which challenged traditional
notions of internationalisation as a gradual process (Johanson and Vahlne, 1977),
provided considerable impetus to internationalisation research. It has since been
argued that there are many complementarities between the two approaches as they
both primarily utilise a knowledge-based conceptualisation, albeit with differing
emphases (Sapienza, Autio and Zahra, 2003; Yli-Renko, Autio and Tontti, 2002).
Madsen and Servais (1997, p.570) point out that “many basic assumptions and the
dynamic process (state and change aspects) underlying the internationalisation
process of [Oviatt and McDougall] are not necessarily different from what 1s outlined
1in the original [model of Johanson and Vahlne].” Furthermore, Johanson and Vahlne
(2003) have latterly revised their original thinking. Their more recent views marry a
knowledge-based approach with a network perspective, as have those of McDougall

and Oviatt (2003), as will be seen 1n greater detail in the next chapter.

This study of SME internationalisation 1s based upon a three-fold premise. First,
there has been a growing emphasis on integrating network perspectives with the
dominant knowledge-based conceptualisation of internationalisation (Johanson and
Vahlne, 2003; McDougall and Oviatt, 2003). Second, the social capital concept
provides a very useful — and increasingly used — means of conceptualising networks
and the benefits accruing from them (Adler and Kwon, 2002). Third, despite

pioneering work on the role of social capital in mnternationalisation 1n recent times



(e.g., Aremus, 2002) there are vital gaps that need to be addressed by scholarly
research, such as the differential role of social capital types. This particular

shortcoming is a major motivation for the present study, which draws upon both

knowledge- and social capital-based theoretical perspectives.

1.3 Research Questions

The focus of this study 1s on outward market-seeking internationalisation, which
involves two decisions on the part of firms: choice of market and choice of mode
(Tallman and Yip, 2001). The former influences, directly or indirectly, various
aspects of internationalisation such as market diversity, international intensity (i.e.,
the proportion of revenues accruing from international business) and international
growth. This study 1s concerned with the last-mentioned, viz., international growth.
Additionally, the issue of mode 1s also considered in this study, with a view to
broadening the scope of the contribution to SME internationalisation that this study

hopes to make.

Despite useful prior research, two conceptual gaps in the SME internationalisation

literature are 1dentified, concerning;:

e The aspect of mode choice has been underplayed in the small firm
internationalisation literature (Dimitratos, Johnson, Slow and Young, 2003)

e As noted, little is known about the differential role of forms of social capital

(e.g., bridging versus bonding social capital)



Therefore, the study’s central research questions are:

I. Do firms with a higher stock of knowledge (a) achieve greater international
growth and (b) utilise higher-commitment modes, compared to firms with a lower
stock?

2. Do firms with a higher stock of social capital (a) achieve greater international
growth and (b) utilise higher-commitment modes, compared to firms with a lower

stock?

3. Do social capital types influence international growth and mode choice

differentially?

Additionally, an empirical gap in the SME internationalisation literature 1s noted, viz.

e There 1s a dearth of hterature on SME internationalisation mm a developing

economy context (Ibeh, 2003; Zafarullah, Al1 and Young, 1998).

It 1s argued in this study that a developing economy context would constitute an
appropriate setting to address the above research questions in the light of often
accentuated resource constraints and collectivism (Hofstede, 1980) that may lead

firms based in such a context to proactively leverage networks (Redding, 1995).

Taking all of the above (i.e., the two conceptual gaps and one empirical gap) into
consideration, this study seeks to make the following contributions. First, 1t seeks to
strengthen efforts to renew interest in mode choice in SME internationalisation
research by studying modal commitment as an outcome of knowledge and social

capital. In so doing it seeks to take forward — at least by a small step — the emerging



concept of the micromultinational (nMNE) i.e., a smaller firm that goes beyond
exporting to employ higher-commitment modes (Dimitratos et al, 2003). Second, it
seeks to deepen extant understanding of types of social capital and their differential
influence on internationalisation, and thereby to provide a more nuanced
understanding of the use of an internationalising SME’s resources, with special

reference to social capital types. Third, it seeks to empirically study a developing

economy setting, on which there 1s a dearth of literature.

1.4 Research Design

Given the key constructs of social capital and knowledge in this study, a suitable
empirical setting to test the model would comprise knowledge intensive SMEs. Even
within knowledge intensive industries, the knowledge intensity of individual firms 1s
known to vary (e.g., Autio et al, 2000). As argued above, a developing economy
context, where resource constraints are more acutely felt and (compensatory)
networks widely leveraged, would be very suitable for this study. Given these
considerations, the software industry in India, which has been cited as an excellent
example of a developing economy engaging with the wider global economy (Kobrin
1999), provides an ideal setting for the study. Chapter Three elaborates upon the
smaller knowledge intensive firm and the Indian software industry, which jointly

constitute the study’s empirical context.

In terms of research methodology, a mixed approach 1s taken where a survey-based
quantitative study in India’s five major cities for information technology is preceded

and followed by qualitative case-studies of four software firms in Bangalore, which



1s the city most prominently associated with the software industry in India. While the
pre-survey qualitative research provides insight into the phenomenon under study in
light of the study’s research framework (Birkinshaw, 2004) viz., internationalisation
of software SMEs in India, the quantitative study allows the falsifiable research
questions to be addressed. Post-survey qualitative research helps to shed light on
survey findings that may be inconsistent with the literature-derived hypotheses. The

resecarch methodology adopted in this study is elaborated upon in Chapter Four.

Detinitions of the key terms used in this study are provided below:
Internationalisation: a process of the development of a firm’s cross-border
operations. The focus of this study i1s on outward, market-seeking

internationalisation (derived by the author from the literature).

Knowledge: “‘information whose validity has been established through tests of
proof” (Libeskind, 1996, p.94).

Social Capital: “the sum of the actual and potential resources embedded within,
available through, and derived from the network of relationships possessed by an
individual or social unit. Social capital thus comprises both the network and the

assets that may be mobilized through that network™ (Nahapiet and Ghoshal, 1998,

p.243).

Knowledge Intensive Firm: a firm where the majority of 1ts employees comprise a
highly qualified workforce which is its most important resource and 1s engaged 1n
knowledge work — meaning that knowledge 1s inherent in the firm's main activities —

as its central preoccupation (derived by the author from the literature).



Small- and Medium-Sized Firm: A firm with fewer than 250 employees, based on

the European Union definition (Official Journal, 1996).

1.5 Conclusion

The introductory chapter has sought to present a broad overview of this study’s

research questions, the theoretical approach taken and the main contribution sought

to be made. This thesis 1s structured as follows:
Chapter 1: Introduction and Overview

Chapter 2: Review of the Literature

Chapter 3: Empirical Setting

Chapter 4: Research Methodology

Chapter 5: Findings of the Exploratory Case Studies
Chapter 6: Findings of the Quantitative Survey
Chapter 7: Findings of Explanatory Case Studies

Chapter 8: Conclusions and Implications

The next chapter provides the review of literature.

10



CHAPTER TWO

REVIEW OF THE LITERATURE

2.1 Introduction

Before presenting a review and synthesis of the small firm internationalisation
literature later in this chapter, two theoretical strands — resource-based and social
capital theories — are reviewed by way of background. This has utility in providing a
robust theoretical base on which to build the ensuing discussion of
Internationalisation, many ideas about which can be linked to resource-based and

social capital theories.

This chapter is structured as follows. The next section reviews literature on the
resource- (and especially knowledge-) based and social capital perspectives in

relation to the growth of the firm. Subsequently, based upon the foregoing resource-

based and social capital theoretical perspectives, the SME internationalisation
literature pertaining to growth 1s discussed. Thereafter gaps in the literature are

1dentified and three related streams of the internationalisation lhiterature — arising

from these gaps — are discussed, on the basis ot which research questions and

corresponding hypotheses are 1dentified.

2.2 The Growth of the Firm

2.2.1 Knowledge and the Growth of the Firm

The growth of the firm 1s an issue of interest to scholars in fields as diverse as

international business, entrepreneurship, marketing and strategy. It was the focus of

Penrose’s (1959) work, which 1s widely perceived as a key precursor of the

11



Resource-Based View (RBV). Penrose conceived of firms as bundles of resources
held together by an administrative framework. She suggested that firms grow as they
exploit resources that are “lumpy” and in excess, as they cannot be traded; instead
they are best utilised in expanding the firm’s activities. In other words,
diversification may provide a vital avenue for the exploitation of excess rent-yielding
resources (Teece, 1980; Montgomery and Wernerfelt, 1988) especially because
trading such resources can be hindered — particularly in the case of knowledge — by
transaction costs (Teece, 1980). The RBV 1is said to be the most dominant

perspective 1n strategic management (Bamey 2001), and its influence on

international business, including small firm internationalisation, 1s evident in Peng’s
(2001) discussion of the contribution of the RBV to the field of international

business, as depicted below:

Table 2.1: The Resource-Based View in International Business

o _ | Firmsize
Sophistication of | | Small | Large
international | Mature | | MNC Management
operations Start-Up International entrepreneurship | Market entries

Source: Adapted from Péng, 2001 (p. 810)

Using the RBV, and therefore Penrose, as a starting point in terms of the theoretical
background to a study on small firm internationalisation is both appropriate and
relevant given that, as will be expanded upon presently, internationalisation 1s an
important means of firm growth (Casson, 1992; Luostarinen, 1980). Furthermore, the
RBYV is evident in the dominant perspectives in small firm internationalisation, viz.,

Johanson and Vahlne’s (1977) internationalisation process and Owviatt and

12




McDougall’s (1994) international new venture approaches, which provide the main

bases for the model that is developed and tested in this study.

The RBV 1s concerned with, among other issues, characteristics of resources that
make them a source of competitive advantage (and growth) to firms. A well-known
treatment of this i1ssue 1s found in Peteraf (1993). Synthesising ideas from other RBV
scholars as well, she 1dentifies four “cornerstones” of competitive advantage with
respect to resources viz., (a) heterogeneity; (b) ex ante limits to competition (1.e.,
acquisition of resources at a price lower than the discounted net present value); (¢) ex
post limits to competition (1.¢., difficulty to imitate or substitute); and (d) imperfect
mobility (1.e., firm-specificity). Resource heterogeneity 1s highlighted by Bamey
(1991) as the basis for heterogeneity of firm strategies. Similarly the ex ante limits to
competition are discussed in Barmey’s (1986) exposition on factor markets where he
argues that unless a firm 1s lucky or has superior information, the price 1t pays in a
competitive factor market fully capitalises the rents from the asset. As tfor ex post
limits, Dierickx and Cool (1989) have noted that mechanisms such as causal
ambiguity hinder imitability and substitutability. Imitability 1s further rendered
difficult owing to their historic determination, social embeddedness within the

organisation and tacitness (Barney, 1991).

Given these characteristics, it is understandable that knowledge should have attracted
widespread attention as a resource of particular significance (Grant, 1996; Kogut and
Zander, 1992; Nonaka, 1994). While other types of resources — including physical

assets (Collis and Montgomery, 1995) — can be vital, knowledge has been viewed by
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some scholars as the most significant resource for firms (Grant, 1996). As Zack
(1999: x) comments, “Today, knowledge is being considered the most important
strategic resource, and the ability to create and apply it the most important capability
for building and sustaining competitive advantage”. From the perspective of the
internationalisation literature, this is of immense significance as knowledge can be
identified as the core of the dominant perspectives (Johanson and Vahlne, 1977;
Oviatt and McDougall, 1994), thus rendering possible an integrative knowledge-
based conceptualisation of internationalisation, where these apparently disparate

strands of the literature can be partially reconciled (Autio and Sapienza, 2000;

Sapienza, Autio and Zahra, 2003; Yli-Renko, Autio and Tontti, 2002).

The importance of knowledge to the growth of the firm follows closely from a
similar emphasis 1n Penrose’s (1959) own work. She viewed the ability of managers
to Integrate resources, 1.e., managerial knowledge, as a vital growth-facilitating
resource of the firm. Spender (1994), suggests that “organizational knowledge 1s the
key to competitive advantage” because such knowledge allows the coordination of
resources which 1n turn leads to ‘““‘viable bundles” of resources. In other words,
Spender (1994) strongly echoes Penrose as he argues that competitive advantage 1s
not merely explained by individual resources but by a different type of resource, viz.,
knowledge; this refers to the coordination of resources, which inheres 1n the activity
itself and therefore the firm (rather than its individual members). Thus, competitive
advantage has come to be seen as based on knowledge, not raw materials. Further,
Penrose saw tacit knowledge as being particularly vital. The importance of tacit

knowledge is subsequently seen in the work of Kogut and Zander (1992, 1993, 1996)

14



where the firm is viewed as a social repository of knowledge. This is consistent with
Demsetz’s (1991: 172) conceptualisation of firms as “repositories of specialized

knowledge and of the specialized inputs required to put this knowledge to work”.

The importance of knowledge is reiterated by Liebeskind (1996) who defines
knowledge as “Information where validity has been established through tests of
proot”. She suggests that in the modern industrial environment, Ricardian rents (i.e.
rents generated by unique firm-specific assets) commonly accrue from firms’
knowledge. Grant (1996) throws further light on the role of knowledge by
distinguishing between the specialist knowledge residing in individual organisational
members and the key task of organisational capability viz. that of integrating
disparate bodies of specialised knowledge. This capability 1s akin to Penrose’s
managerial knowledge and Spender’s organisational knowledge. One implication of

the importance of knowledge 1s that firms must, i1n general, actively protect their

knowledge (Liebeskind, 1996).

The acknowledged importance of knowledge has led to an emergent view 1n the
strategy literature referred to as the “knowledge-based view” (KBV) of the firm.
According to Grant (2002, p.133), “The emerging ‘knowledge-based view of the
firm’ is not a theory of the firm in any formal sense. It 1s more a set of 1deas about
the existence and nature of the firm that emphasize the role of knowledge.” The
theoretical foundations of the study are consistent with the following notions outlined
by Grant (2002): (a) the great importance of knowledge as a productive resource, (b)

the variation in transferability of knowledge — 1t 1s high for explicit knowledge and
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low for tacit knowledge (skills, know-how, and contextual knowledge); knowledge
Intensive industries may therefore enjoy increasing returns, (c) knowledge is more
expensive to create than replicate, leading to potential economies of scale, (d)
specialisation leads to greater efficiency in knowledge creation and storage, and (e)

the requirement, often, for many types of knowledge in firms’ operations.

Thus far 1t has chiefly been argued that (a) firm resources are a vital determinant of
firm growth and (b) knowledge is a resource of paramount importance. However the
firm 1s not the only source of vital resources. It has been recognised that resources,
including knowledge, may accrue from inter-firm relationships (Birkinshaw, 2000;
Dyer and Singh, 1998; Gulati, 1999). This phenomenon is the central tenet of social
capital theory (Adler and Kwon, 2002; Burt, 1992; Coleman, 1988; Putnam, 2000),
which 1s particularly significant to this discussion owing to the link between social
capital and knowledge that has been theoretically argued (Nahapiet and Ghoshal,
1998) and empirically demonstrated (Tsa1 and Ghoshal, 1998). Scholars such as Lee,
Lee and Pennings (2001) have called for a holistic approach to resources, particularly
in the context of the resource-constrained firm, by integrating internal resources
(especially knowledge) and external relationships (specifically social capital). The

discussion now turns to soctal capital theory.

2.2.2 Social Capital and Growth
The historical origins of social capital theory stem from the discipline of sociology.

According to Portes (1998), it was Bordieu (1986, p.248) who provided the first

systematic analysis of social capital, which he defined as “the aggregate of the actual
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or potential resources which are linked to possession of a durable network of more or
less 1nstitutionalized relationships of mutual acquaintance or recognition”. The
concept became noteworthy with the work of Coleman (1988, p.108) who articulated

the “appropriability” of social structure and that of Burt (1992), despite their

differing views.

Burt’s (1992) notion of structural holes pertains to the distance between non-
redundant ties (essentially Granovetter’s (1973) weak ties), which, when spanned,
could result in new information. Coleman (1988) however takes an opposite view,
arguing that 1t 1s within closed networks (i.e., through strong ties) that vital
information 1s obtained. Despite these differences, their work — as also that of
Putnam (1993, 1995) — led to consensus on the main tenet of social capital theory,
viz., that actors, including firms, can (and do) derive resources from external
relationships (Burt, 1992; Coleman, 1988). This 1s distinct from intellectual
capability that resides within firms and individuals. Thus, according to Burt (1997,
p.339), “While human capital refers to individual ability, social capital refers to

opportunity’.

That one kind of social tie (e.g., friendship) can achieve a different purpose (e.g.,
work-related advice) 1s, as such, a long-held belief 1n sociology (Portes, 1998).
Social relations — as distinct from market or hierarchical relations — underlie social
capital. Of course, market or hierarchical relations may, over the course of time
through repeated interaction, yield social relations — and therefore social capital

(Adler and Kwon, 2002). The social capital concept has formalised the notion that
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benefits can be derived from social ties and encapsulated it in a manner that has
attracted considerable interest beyond the confines of sociology. Adler and Kwon
(2002) note that social capital theory has been applied to a variety of contexts
including the study of career success (Burt, 1992), job searches (Granovetter, 1973),
inter-unit exchange and knowledge creation (Nahapiet and Ghoshal, 1998; Tsai and
Ghoshal, 1998), enhancement of new venture creation (Walker, Kogut and Shan,

1997) and containment of firm dissolution (Pennings, Lee and van Witteloostuijn,

1998).

However a casualty of this growing interest in social capital has been definitional
precision. Authors have tended to emphasise differing facets of social capital. Leana
and Van Buren (1999) suggest that two broad patterns emerge among definitions of
social capital. The first entails an emphasis of the “private good™ nature of social
capital 1.e., social capital 1s appropriated by the actors who are directly involved,
such as for personal career gain (e.g., Burt, 1997; Granovetter, 1973). The second 1s
more concerned with the “public good” nature of social capital 1.e., benefits may
accrue for actors from social capital despite not having invested 1n it, such as civic
benefits from being part of a community (e.g., Coleman, 1988; Putnam, 1993).
Another issue of note in terms of the variety of ways in which the social capital
construct has been employed 1n social science research i1s the multiplicity of levels of

analysis — including individual, organisational and national levels.

Thus, care is required in choosing the definition of social capital used 1n research

such as the present study. Following other management scholars (e.g., Bolino,
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lurnley and Bloodgood, 2002; Inkpen and Tsai, 2005), this study adopts Nahapiet
and Ghoshal’s (1998, p.243) definition of social capital as “the sum of the actual and
potential resources embedded within, available through, and derived from the
network of relationships possessed by an individual or social unit. Social capital thus

comprises both the network and the assets that may be mobilized through that

29

network™. The rationale for this choice is three-fold. First, this definition 1is

conducive for research on firm-level social capital, including social capital derived
from nter-firm relationships, which is the focus in the present study. Second, this
definition 1s integrative of previous work, which is useful given the diversity of
views on social capital; for instance, it combines both the public and private good
perspectives (Inkpen and Tsai, 2005) and is neutral on the dimension of bridging

versus bonding social capital (Adler and Kwon, 2002), which 1s discussed presently.
Third, Nahapiet and Ghoshal’s (1998) definition — along with their 1deas —

establishes a relationship between social capital and knowledge wherein repeated and
intensive social interaction facilitates the transfer of knowledge (Yli-Renko et al,
2001; Zahra et al, 2000). This approach therefore sits harmoniously with the
knowledge-based view of the firm discussed above. (It also later emerged from

Vahlne (2003) that, coincidentally, this was the definition that guided Johanson and

Vahlne’s (2003) updated thinking on internationalisation).

Nahapiet and Ghoshal (1998) distinguish between three aspects of social capital, viz.,
structural (configuration of linkages among actors), relational (the nature of
relationships, e.g., respect), and cognitive (shared systems of meaning); various

authors differ in their emphasis on and selection of these aspects. This discussion 1s
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concerned primarily with the relational aspect. Structural and cognitive aspects are

de-emphasised primarily for pragmatic reasons. The structural aspect of social capital
1s typically operationalised in “purist” social network research through measures of
spatial aspects of networks that are rarely used in the internationalisation literature
that this study informs. Similarly, prior social capital research — and
Internationalisation literature (for an exception, see Zahra, Korri and Yu, 2005) —
have tended to neglect the cognitive aspect and hence building a link to previous
work will not be straightforward and is hence not attempted here. While these very
reasons may warrant their inclusion in research such as this, the view taken here 1s
that a focus on the relational aspect alone will yield sufficient novel insight that can,

importantly, relate well to the prior literature that this study seeks to extend.

Benefits arising from social capital are information, influence and solidarity (Adler
and Kwon, 2002). Of these, information 1s seen as especially vital in the business
context (Gulati, 1999). Information benefits may be 1n terms of access, timing and
referrals (Burt, 1992); also, these can be considered in terms of the volume, diversity
and richness of information (Koka and Prescott, 2002). Such benefits can result 1n
the growth of the firm (Florin, Lubatkin and Schulze, 2003), including international
growth (Yli-Renko et al, 2002). Social capital signals legitimacy (Burt, 1992) and
provides a guiding frame of reference particularly when actors have tew peers (Burt,
1997). Social capital enhances returns on other resources, e.g., human capital
(Coleman 1988). Social capital 1s increased through trust resulting from obligation or
threat of censure (Coleman, 1988; Granovetter, 1985) However the effects are not

exclusively positive; negative effects of social capital include the potential to exclude
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actors from a network and the negligence of responsibility that may arise from

overdependence on the goodwill of others (Adler and Kwon, 2002).

A useful concept in the social capital literature, with potentially Interesting
implications for management research, is the distinction between bridging and
bonding social capital, a distinction attributed to Gittell and Vidal (1998) and
popularized by Putnam (2000) and Woolcock (1998). Putnam (2000, p.22) asserts
that “of all the dimensions along which forms of social capital vary, perhaps the most

important is the distinction between bridging (or inclusive) and bonding (or

exclusive)”.

According to Putnam and Goss (2002, p.11), “Bonding social capital brings together
people who are like one another in important aspects (ethnicity, age, gender, social
class, and so on), whereas bridging social capital refers to social networks that bring
together people who are unlike one another”. In other words, bonding social capital
pertains to social groups that are homogenous or similar; bridging social capital
pertains to heterogeneous or dissimilar groups (Putnam, 2000). At a basic social
level, an individual’s parents represent the former, while acquaintances through
community activities (e.g., church membership), the latter (Beugelsdijjk and
Smulders, 2003; Davidsson and Honig, 2003). Putnam (2000, p.363) notes that
“...bridging and bonding social capital are good for different things”. More
specifically, he suggests that “Bonding social capital 1s...good for “getting by, but

bridging social capital is crucial for “getting ahead” ” (Putnam, 2000, p.23). Bonding
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social capital is characterized by higher levels of trust, but bridging ties are more

likely to yield new information, ideas and opportunities (McEvily and Zaheer, 1999).

It 1s interesting that in his treatise on social capital, Putnam (2000, p.22) introduces
the notion of “many different forms of social capital” — including bridging and
bonding — 1n the context of a discussion of the potentially negative outcomes of
social capital. It has been noted of social capital that “there are also a number of less
beneficial aspects, which are under-explored in the current empirical literature”
(Edelmen, Bresnan, Newell and Scarbrough, 2004, p.S59). Furthermore, Putnam and
Goss (2002, p.8) point out that “although the phrase *“social capital” has a felicitous
ring to 1t, we must take care to consider its potential vices, or even just the possibility
that virtuous forms can have unintended consequences that are not socially
desirable.” For instance, Hitt et al (2002, p.357) point out that social capital may be
unhelpfully “sticky’” and that “ties within one network may forestall ties in other
networks”. In particular, the potential 1ll effects of bonding social capital, such as
groupthink and a loss of originality, have been highlighted (Beugelsdyk and
Smulders, 2003). While taking due cognizance of these observations, 1t 1s however
important not to overlook the virtue of social capital in general and bonding social
capital in particular (Davidsson and Honig, 2003). A recent study of
intraorganizational social capital in relation to a project team revealed that building

bridging social capital in the absence of bonding social capital 1s difficult (Newell,

Tansley and Huang, 2004).
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It 1s acknowledged here that in reality, most forms of social capital are a blend
between bonding and bridging ties (Putnam and Goss, 2002) and this distinction can
be somewhat artificial (Adler and Kwon, 2002), which poses a challenge for
operationalising these constructs. Despite this, the distinction is an important one and
Putnam (2000: 23) exhorts scholars to, “like researchers on global warming...make
do with the imperfect evidence that we can find, not merely lament its deficiencies”.
It 1s argued here, therefore, that there is considerable utility in this distinction since
many ties can be considered as predominantly one or the other, based on which the
role of the tie would vary. One helpful approach is taken by Hitt at al (2002) who
distinguish between firms within and outside the network as sources of bonding and
bridging social capital, respectively. Another is to attribute, a priori, a predominance
of a bridging or bonding nature to a set of relationships — for example, family ties

represent bonding social capital and relationships through networking organizations

represent bridging social capital (Davidsson and Honig, 2003).

[t would be useful, for clarity, to prevent the blurring of the distinction between
bridging and bonding social capital and that between strong and weak ties
(Granovetter, 1973). Putnam (2000) 1s culpable of being less than precise 1n
statements such as: ““...bridging and bonding social capital are good for different
things. Strong ties with intimate friends may ensure chicken soup when you’re sick,
but weak ties with distant acquaintances are more likely to produce leads for a new
job” (Putnam, 2000, p.363). Elsewhere 1n the same work, he explicitly makes
reference to Granovetter (1973) while introducing the notions of bonding and

bridging social capital (Putnam 2000, p.23). However there 1s more clarity
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subsequently. Putnam and Goss (2002, p.10) distinguish between “thick versus thin
social capital”, akin to “a closely related distinction between ‘strong ties’ and ‘weak
ties’”. The emphasis is on “frequency of contact and closedness”, i.e., on intimacy.
They make a separate distinction between bridging and bonding social capital, where
the emphasis 1s on demographic similarity in aspects like ethnicity, gender and age
(Putnam and Goss, 2002, p.11). Furthermore, Woolcock (personal communication)
offers the following helpful understanding of the difference between the
bridging/bonding and strong/weak distinctions: “while there is much empirical
overlap, 1n principle the distinction is that Granovetter's “ties” refer (primarily) to

frequency of social interaction, whereas bonding/bridging...is more a demographic

divide.”

Unhike the resource-based view, which 1s primarily a product of 1deas from
economists (notably Penrose), social capital, as seen, 1s a contribution from the
sociology discipline, albeit one that has been enriched subsequently by other
disciplines (including economics). Combining these perspectives 1s consistent with
the interdisciplinary nature of strategic and international management research
(Buckley, 2002; Zahra and Dess, 2001). Scholars such as Lee, Lee and Pennings
(2001, p.616) have explicitly argued for the complementarity of resource-based and
social capital related theories, stating that “these theories ought to be synthesized”
particularly in the case of resource-constrained firms such as start-ups (and by
extension, smaller firms), which need to “develop firm-specific assets while
obtaining complementary external resources through their social networks”.

Furthermore, the work on social resource and network resources by sociologists Lin
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(1999) and Gulati (1999), respectively, facilitates the integration of the RBV and

social capital theory, offering a more holistic view of growth, as depicted below.

Figure 2.1: A Holistic View of Growth

Firm Resources

Growth

_

Social Capital

Such an approach (integrating knowledge and social capital) is taken next in the
subsequent synthesis of the internationalisation literature. Consequently, the resultant
framework 1s likely to be partial, but having the strength of parsimony; furthermore,
it 1s found to resonate with two dominant perspectives in the internationalisation
literature, viz., those of Johanson and Vahlne (1977) and Oviatt and McDougall
(1994), thereby allowing a fruitful synthesis of views that are normally perceived as
contradictory. While the resultant model 1s expected to apply in a range of settings, a
particularly useful empirical context in which to test it pertains to firms that are
resource-constrained (and therefore particularly likely to leverage social capital) and
knowledge intensive (and therefore particularly likely to leverage knowledge). Thus a
logical choice for the empirical setting 1s a sample of knowledge intensive SMEs; this
1s elaborated upon 1n the next chapter on the study’s empirical context. For the

present, the discussion turns to internationalisation as a means for firms to achieve

growth.
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2.3 International Growth of the Firm

2.3.1 Knowledge and International Growth

As Luostarinen (1980, p.64) has pointed out, “Internationalisation can be regarded as
one ot the alternative growth strategies in general”. The following discussion of the
small firm internationalisation literature, in keeping with the theoretical foundation
of the study selectively reviews ideas pertaining to knowledge and social capital; of
particular relevance are the ideas of Johanson and Vahlne (1977, 2003) and Oviatt
and McDougall (1994) / McDougall and Oviatt (2003). Many reviews of the
internationalisation literature typically categorise the literature in terms of four or six
main theoretical strands such as international trade theory, foreign direct investment
(FDI) theory, internalisation theory, stages theory, the network approach and
international new venture theory. In this review, a different approach is taken. Here,
the focus of the review 1s on unearthing key determinants pertaining to resources
(especially knowledge) and social capital. In so doing, it still covers all the key
internationalisation literature that a study of this nature must take into account. In the
interest of parsimony, however, 1t focuses on the key determinants, and the resultant
model 1s therefore, by design, partial and not comprehensive. This approach (of
selectivity) 1s however commonly taken in many management studies (e.g., Autio et
al., 2000). The starting point for the discussion below 1s Johanson and Vahlne’s
(1977) thesis and the central point here 1s the role of market knowledge.

Subsequently, the importance of knowledge intensity, drawing on the 1deas of Oviatt

and McDougall (1994), 1s highlighted.
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2.3.1.1 Market Knowledge and International Growth

In the 1970s, international business scholars, notably Johanson and colleagues
(Johanson and Vahlne, 1977; Johanson and Wiedersheim-Paul, 1975), argued that a
firm’s market knowledge determines its internationalisation. Similar ideas emanated
from neighbouring Finland, through the wor<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>