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Abstract

This paper employs a multi case study to investiglaé market entry of eight Finnish small
and medium-sized software firms into the Japaneatkeh through network relationships.
The findings suggest that firms which were activedeking market opportunities in Japan
used formal or mediated relationships, whereasiymdsms were invited into the market
through their informal relationships. Findings imst study highlight the important role of
mediated relationships with non-profit governmewied consulting firms and exhibition
organizers which, in earlier studies, had beenelgrggnored. These mediated relationships
were found to play a central role for firms which dot have other (formal or informal)
relationships available for the market entry. Thesearch findings differ somewhat from the
earlier studies which have focused on internatisaibn without any particular target
country. When firms focus on a particular markkg tole of network relationships does not

seem to have a major impact on the choices ofdoreiarket or entry mode.

KEYWORDS: Networks, Internationalization, Markettsn Software firms, SMEs, Finland,

Japan, Case study

1. Introduction

The importance of network relationships on firmsternationalization behavior has been
highlighted in many studies. Especially in researelated to small and medium-sized
enterprises (SMESs) in the high-technology sectwesé network relationships between firms

or individuals have been seen as determinants tnationalization (Coviello, 2006;



Coviello & Munro, 1995, 1997; Crick & Spence, 20080en et al., 2004; Zain & Ng, 2006).
These studies have commonly challenged earliereiental internationalization models
(Bilkey & Tesar, 1977; Johanson & Vahilne, 1977; aldon & Wiedersheim-Paul, 1975;
Luostarinen, 1979) by suggesting that a network r@gpgh can better explain the
internationalization of small entrepreneurial firms

In current literature, researchers (Coviello & Mont995, 1997; Moen et al., 2004; Zain
& Ng, 2006) have found that formal and informalwetk relationships have a significant
impact on high-technology SMEs’ market and entrydsm@hoice. However, these studies
have investigated firms’ internationalization inveml markets, without focusing on any
specific target country, and analyzed mainly ihitisarket entries and entry mode choices.
Although there are some studies related to intemnalization through network relationships
into a particular country, such as Ukraine (Bridgear, 1999), these studies have focused on
large multinationals. Due to the differences betwéarge-sized firms and SMEs, these
findings are not comparable (Lindgvist, 1988). Hiere, studies focusing on the
internationalization of SMEs in the software indysinto a particular country through
network relationships remain non-existent.

As commonly known, firms’ major intention in expangl internationally is to get access
to markets which offer a large customer base feir foroducts and services. Thus, firms tend
to favor countries with attractive markets sincesth countries provide opportunities for
greater returns (Agarwal & Ramaswami, 1992). Retefindings related to high-technology
SMEs are parallel. The conceptual study of Bell agét (2003) suggests that small
entrepreneurial firms start to seek competitiveaadzges and sales opportunities in several
countries soon after establishment. In additioa,a@mpirical findings of Ojala and Tyrvainen

(2007) indicate that small and medium-sized soféwims enter to the leading software



markets at a very early phase in their internativaton process. A limited domestic market,
niche market segments, and high research and geweld costs can function as drivers for
entering markets with a large customer base anchpaing power (Bell et al., 2003; Ojala &
Tyrvainen, 2007).

Due to these reasons, this study focuses on smadhish software firms’
internationalization into the Japanese market thinonetwork relationships. The Japanese
market was selected for this study due to its itgpme for foreign software firms. Japan is
the second largest market for software productd @k12006); therefore Japan can be
characterized as ‘leading market’ for software firmin addition, Japan External Trade
Organization has ranked ICT industry in Japan asmbst attractive sector for foreign firms
(JETRO, 2007). However, Japan has commonly beed ei$ a difficult country to enter for
foreign firms (e.g., Czinkota & Kotabe, 2000).

This paper proceeds as follows: the literaturetiregato industrial networks and networks
in the internationalization process of small andlimen-sized software firms is reviewed first.
Based on earlier literature the need for the rebeigrrecognized and four research questions
are presented. Then the research method applidsirstudy is described. Thereafter, the
findings from eight case firms are presented fo#ddvby an analysis and research findings.

Finally, the last section summarizes the reseandnsaggests some future research directions.

2. Literature Review

The network approach has been widely used to exples internationalization of different

types of firms in various industry segments. Thetseb-section presents literature related to

industrial networks and internationalization ofnfs. Thereafter, current research findings



related to the network relationships in the intéovalization process of small and medium-
sized software firms in the fields of internatiomatrepreneurship and international business

are presented.

2.1. Industrial Networks

According to Johanson and Mattsson (1988), a fgrddpendent on resources controlled by
other firms and can get access to these resouycgeveloping its position in the network. In
these networks, firms have common interests in ldpugy and maintaining relationships
with each other in a way that provides them mubelefits (Johanson & Mattsson, 1988;
Johanson & Vahlne, 2003). Thus, in different masket firm can have relationships with
various actors, such as customers, distributorspplsrs, competitors, non-profit
organizations, public administration, and so onvéepment of relationships with other
actors in the market can be active or passiveciiveanetworking, the initiative is taken by
the seller, whereas in passive networking theatith comes from the buyer’'s direction
(Johanson & Mattsson, 1988). Network relationshygsween firms can be divided into
formal, informal (Birley, 1985; Coviello & Munro,9B5, 1997; Westphal et al., 2006), and
intermediary (Havila et al., 2004). Formal relasbips are related to business activities
between two or more actors in the network, wheiaemal relationships are related to
relationships between family members and friends/{€lo, 2006; Coviello & Munro, 1995;
Westphal et al., 2006). In intermediated relatigpshthere is no direct contact between the
seller and the buyer, but there is a third parat ttonnects the buyer and the seller together

(see e.qg., Ellis & Pecotich, 2001; Havila et ab02).



In the network approach (Johanson & Mattsson, 1988rnationalization means that a
firm starts to develop relationships with anothemfthat belongs to a network in a foreign
country. Relationships between firms can act agdg® to new markets and make it easier
for a firm to get into networks in foreign markd®ohanson & Vahlne, 1990). The main
differences between incremental internationalizattoodels (e.g., Bilkey & Tesar, 1977,
Johanson & Wiedersheim-Paul, 1975; Luostarinen918nd the network model are that the
network model is not gradually progressing in nataind it ignores countries where a firm is
entering to (Johanson & Vahlne, 2003). Although rieenvork model has gained a great deal
of support from studies related to large multinadlocorporations (Bridgewater, 1999; Salmi,
1995) as well as to SMEs (Bell, 1995; Bell et 2004; Coviello & Munro, 1995, 1997;
Chetty & Campbell-Hunt, 2003; Moen et al., 2004)ere has also been some criticism
towards its capability to explain some aspectstgrnationalization. For instance, Malhotra
et al. (2003) criticize the network approach duetgonon-predictive and ad hoc nature. In
addition, Malhotra et al. (2003) and Bell (1995pmose that the network approach cannot be
used to explain the internationalization of thosend$ that do not have any network

relationships available.

2.2. Networks in the internationalization proce$small and medium-sized software firms

This sub-section presents research findings retatéte internationalization process of SMEs
in the studies which investigate network relatiopshin the market entry. In addition, the
majority in their sample consists exclusively oftg@are firms.

The findings of Coviello and Munro (1995, 1997)ated to New Zealand based small

software firms imply that the choice of entry maaled market selection depend on firms’



formal and informal network relationships which Bws over time. The network
relationships of a firm first give access to psgelly close markets and, in time, these formal
and informal relationships also facilitate the nedrlentry to psychically distant markets
(Coviello & Munro, 1997). These findings suppor incremental internationalization model
(Johanson & Wiedersheim-Paul, 1975), with the etioapthat the internationalization
process of small software firms was found to beyvapid, included fewer stages, and a
number of different entry modes were used simutiasly. Later study of Coviello (2006),
related to the network dynamics of early-stagevan# firms, gives support to the idea that
initial market entries of software firms are asatmil more with formal (economic)
relationships than with social relationships wiimily members or friends.

Bell (1995) investigated the internationalizatioh ssmall software firms in Finland,
Ireland, and Norway by testing the relevance ofdneental internationalization models in
explaining the internationalization behavior of dée firms. He found that the
internationalization process of small software fris related to customers’ followership,
niche markets, and industry-specific charactesstather than systematic steps or stages. The
study of Bell (1995) also suggests that the netwet&tionships of a firm can explain the
internationalization process of small software frto some extent, but are incapable of
explaining the internationalization of firms withowetwork contacts to particular markets.

The study of Moen et al. (2004) focuses on inteonalization of small and medium-
sized Norwegian software firms through network tieteships. They found that these
relationships determine the entry mode and maidetson of software firms. These findings
support the earlier study of Coviello and Munro9QZp claiming that small software firms
first internationalize to nearby countries, wherkdsr market choices are less dependent on

psychic distance. The findings of Moen et al. (2004ly give limited support to the



incremental internationalization model (JohansonWdedersheim-Paul, 1975) related to
firms’ international experience, selected entry madd internationalization stages.

Crick and Spence (2005) studied the internatioaibn strategies of 12 UK high-
technology SMEs. They found that internationalimatdecisions involve a number of factors
that are mainly related to a firm’s networks ansbrgces. Although the firms were capable of
using existing networks to increase their busirsedsvities in existing markets, they could
only use these relationships to a limited extenenvientering new markets. In their study,
none of the firms followed the incremental interoadlization model (Johanson &
Wiedersheim-Paul, 1975). The main conclusion ofcikCrand Spence (2005) is that
understanding the internationalization of high-temlbgy SMEs requires a combination of
various theories, because a single theory cantigtexplain the internationalization behavior
of high-technology SMEs.

In their study, Zain and Ng (2006) examine the iotpaf network relationships on the
internationalization of Malaysian high-technologWSs. The research results in their study
indicate that network relationships activate andtivate case firms’' internationalization
behavior. They also found support to propositiolnat thetwork relationships affect case
firms’ target market and entry mode choice. The ka&entry of the firms was seen to be
more related to the opportunities created by ndtwelationships than to strategic decisions

by managers.

2.3. Summary and Research Questions

Current studies have discovered support for thendlaat the network approach is applicable,

to some extent, to explain the internationalizatémigh-technology SMEs. However, these



studies (Bell, 1995; Coviello & Munro, 1995, 19%#jck & Spence, 2005; Moen et al., 2004;
Zain & Ng, 2006) have not focused on market entryahy specific target country. Thus,
research related to internationalization of smalll anedium-sized software firms through
network relationships into a particular country eams non-existent. There are several issues,
related to market entry through network relatiopshinto a particular country, which earlier
studies have been unable to explain satisfactdrilgtly, as the theoretical framework of Bell
et al. (2003) and empirical findings of Ojala angrviinen (2007) suggest, entrepreneurial
firms start to seek sales opportunities in leadimaykets soon after establishment due to a
limited domestic market, niche market segments, tagd research and development costs.
For firms focusing on leading software markets lisas USA and Japan), the importance of
different kinds of network relationships (formahfarmal, intermediary) they use when
entering these markets is still unknown. In additiearlier studies (Birley, 1985; Coviello,
2006; Coviello & Munro, 1995, 1997; Westphal et aD06) have found support for formal
and informal network relationships, whereas the rol third parties (triadic intermediary
relationship) in market entry process has receiles$ attention (Havila et al., 2004).
Secondly, due to the lack of country specific fotusearlier studies, it is not clear how
actively firms develop their network relationshigwhen entering into a particular country.
Thus, question is about whether firms actively digyeheir network contacts to get into the
market or whether the market entry takes placetaaeclient followership (Bell, 1995) where
the initiation comes from the buyer’s direction.dther words, is a firm actively developing
their network relationships on entry to a spedfitintry or just passively driven there by the
customer, merely being one country among a numbpossible countries. Thirdly, current
literature (Coviello & Munro, 1995, 1997; Zain & N@006) suggests that network

relationships have a significant impact on highitextiogy SMEs’ market and entry mode



choice. However, if a firm focuses on a particutarket (in this study, the Japanese market),
it is unknown to what extent the network approaah explain the choices of its market and
entry mode.
For these reasons, the study deals with the topio the viewpoint of entry into the
Japanese market. Investigating the following qoestis of particular interest in this study:
1. What kinds of network relationships (formal, infamintermediary) do firms use in
entering the Japanese market?
2. What does the firms’ activity consists of when depeng network relationships for
the market entry into the Japanese market?
3. To what extent do the network relationships imghetmarket entry choice?

4. To what extent do the network relationships imgletentry mode choice?

3. Research Method

Following suggestions by Eisenhardt (1989) and (1®94), the multiple case-study method
was selected for this study due to the explanatatyre of the research question. Eisenhardt
(1989) argues that multiple case-study enableg/stggatterns that are common to the cases
and theory under investigation. The case study adetllso makes it possible to explain the
significance and cause-and-effect relationshigh®fexamined phenomena (Yin, 1994).

The case firms selected satisfied the followingecia: they a) have the headquarters in
Finland, b) have direct business operations inJdyganese market, c) are doing business in
the field of software, and d) have a maximum of B@fployees worldwide. In this study, the

case firms were selected based on the definitioBMEs, i.e., covering firms with 500 or



fewer employees at the time of interviews. Howetlez,case firms identified for this study fit
also pretty well to the Finnish government’s anddpean Union’s definition for SMEs as
firms with less than 250 employees (OECD, 2003g, wuthe reason that only one of the case
firms had more than 250 employees at the time efittterviews. In fact, when this firm
started their internationalization to the Japaneweket, they had only 205 employees.
Focusing on one single sector in this study hepsomplement existing studies related to the
software industry (Bell, 1995; 1997; Coviello, 20@bviello & Munro, 1995, 1997; Moen et
al., 2004) and reduces the potential for confusesplts (Rouse & Daellenbach, 1999). In
addition, it enables comparing research resultsatdier findings in the software industry,
especially those related to internationalizatiorotigh network relationships. In this study,
Finland was chosen as the country of origin dugstemall and open economy with a very
limited domestic market. For Finnish high-techngd @MEs, internationalization is generally
a common growth strategy (Autio et al., 2000). dapas chosen as the target country for the
following reasons: Firstly, Japan has the secorgkeit market for software products. Thus, it
is among the leading markets for software firmsdfely, as recognized in several studies
(e.g., Czinkota & Kotabe, 2000; Namiki, 1989), Jajpm also a very challenging country to
enter and conduct successful business. Thirdlypsihg Finnish software firms in Japan
enabled addressing the target group to a largagXie using a qualitative case-study method.
Suitable firms for this study were identified fraire websites of the Finnish Chamber of
Commerce in Japan and Finnish Software BusinesstéZh) as well as from a list of firms in
the publication “Software Product Business Clustdfinland 2005”. By using these sources
a total of nine suitable firms were identified. Ehefirms were contacted with an e-malil
request to attend the research. Eight of the nimesfresponded and were willing to share

their knowledge and experience of the Japaneseamark



Altogether 16 semi-structured open-ended intervigsgse conducted with managers in
each firm’'s headquarters in Finland and their umtdapan. All executives (CTO, Director,
Executive Vice President, President, Managing DimecSales Administrator) interviewed
had an in-depth knowledge of their firms’ interoatl operations and entry into the Japanese
market. The 60-90 minutes long interviews weretdllyi recorded, carefully listened to, and
transcribed verbatim with the help of a word preoes A second listening was made to
ensure correspondence between the recorded argtritled data. Complete case reports
were sent back to the persons interviewed to engsalidity and authenticity of the collected
data. Whenever interviewees in the case firms faamde inaccuracies in the text, these were
corrected based on their comments. In addition,estelephone and e-mail interviews were
used to collect further information from the intewees. The collected data was also
compared with other sources, such as websitesrandbreports of the case firms.

In the data analysis, guidelines suggested by Béeh (1989) and Yin (1994) were
followed. All eight individual cases were writtemtoas standalone case histories. After that,
the unique patterns of each case were identifiedl Eimilar patterns categorized under
common themes. This helped to organize and sumendhig collected data. In addition,
analytical tools were applied within and acrossdases as proposed by Miles and Huberman
(1994). For instance, checklists and event listiwgse used to identify critical events related

to market entry and networking of each case firm.

4. Research Findings

First, this section presents the overview of treedams’ market entry to the Japanese market.

Thereafter, a framework for analyzing the focaatiehships and firms’ activity in the market



entry is developed based on earlier literature a@ade findings. Finally, short case
descriptions are provided to show how the netwethitionships influence the market and

entry mode selection of the case firms.

4.1. Overview of the case firms

The average number of employees in the case firms #27. All the case firms were
established between 1990 and 2000, except for @rthat was established already in 1966.
Firms had operated in the Japanese market frora threeven years. Table 1 summarizes key
information for the case firms and demonstratesctee firms’ foreign direct investments
until the market entry to Japan. Entry modes useddeh case firm in Japan are presented in
a chronological order. In addition, the case firner’get industry segments in Japan are

indicated.



Table 1

Key information on the case firms

Number of Year of Foreign direct business Entry modes in Japan Target industry
employees establishment operations segment in Japan
Firm A 30 1998 USA 1998 Representative 2002 Mobile phone
Hungary 2000 manufacturers,
Japan 2002 telecom operators,
and electronics
industry
Firm B 90 1992 USA 2000 Representative office 2002 Mobile phone and
Japan 2002 semiconductor
manufacturers
Firm C 300 1966 Sweden 1995 Distributors 1999 Building and
USA 1999 Representative office 2000 construction industry
Malaysia 1999 Subsidiary 2001
Germany 1999
UK 1999
Japan 2000
Firm D 240 1990 USA 1998 Representative office 1999 Banks, financial
Japan 1999 Subsidiary 2000 institutions, Internet
operators
Firm E 100 1995 USA 1998 Direct sales 1999 Banks, financial
Japan 2000 Subsidiary 2000 institutions, fortune
500 companies
Firm F 210 1991 Sweden 1999 Distributor 1997 Telecom operators,
Hong Kong 2000 Joint Venture 2001 R&D companies
Japan 2001 Subsidiary 2005 related to mobile
networks
Firm G 12 1998 Japan 1999 Joint venture 1999 Mobile game players
Firm H 35 2000 UK 2000 Corporate 2003 Video game players
Japan 2003 in broadband

networls

4.2. Framework for analyzing the focal relationshgnd firms’ activity in the market entry

Based on the interviewed data and earlier studetey, 1985; Coviello, 2006; Coviello &

Munro, 1995, 1997; Havila et al., 2004; Westphalet2006), it seems reasonable to classify

the focal relationships that the case firms usednfarket entry in formal relationships,

informal relationships, and mediated relationskge(Table 2).

In this framework, formal relationships are relatedexisting business relationships,

whereas informal relationships are related to i@tahips with friends, as presented in earlier



studies (Birley, 1985; Coviello, 2006; Coviello &uvro, 1995, 1997; Westphal et al., 2006).
The third group consists of mediated relationshigsch are relations mediated by non-profit
government-owned consulting firms or exhibition amgers. These mediated relationships
differed somewhat from the intermediary relatiopshpresented in Havila et al. (2004) or
Ellis and Pecotich (2001), because the mediatiggrorations in this study did not have
business transactions either with the buying orsfieng party. The main purpose of these
mediating organizations is promoting, encouragiagd facilitating business-to-business
linkages between a buyer and a seller. Importafi¢hese kinds of non-commercial ties is
also highlighted in the study of Christensen anddimark (1993). In addition to the type of
the relationship, firms’ activity in the networkirmpgocess is categorized as being either active
or passive. Active networking describes a situatitrere the case firm takes the initiative to
network for the purpose of market entry whereassigasnetworking refers to a situation

where the initiative comes from outside of the firm

Table 2
The focal relationships and firms’ activity in matlentry
Formal Informal relationships Mediated
Relationship relationships
Active D,H - A C EF
Passive - B, G -

4.2.1. Active Market Entry through Formal Relatibips

Firms D and H were actively seeking business oppdres in the Japanese market and were
able to use their existing formal relationships daarket entry. These firms recognized Japan

as a very attractive market for their software pidd due to the large number of potential



target customers and sophisticated industry strectDne informant at firm H commented
their reason for the market entry in the followingy:
“The nature of our product, if we think about &,technology used in videogames,
including the aspect of broadband. The markets evtieese both [markets for
videogames and broadband connections] are advaameedapan and South-
Korea.”

Firm H used their existing relationships with theistributor, who marketed and sold their
products worldwide, for the market entry. With thelp of this relationship, they found a
large Japanese corporation interested in theiwsoft Firm H noticed that successful market
entry into the Japanese market also required a gl of financial resources and local
knowledge. They decided to sell their shareholdmghe Japanese corporation in question
and corporated with them in 2003. This strategybltha successful market entry. One unit
of the Japanese corporation started to sell an#enfirm H’'s products in Japan and in other
East and Southeast Asian markets.

Firm D utilized their current business relationshiwith a large international firewall
provider, whose products worked together with fibs products, for the market entry. By
using this relationship, they got access to theesdistribution channel that already sold the
products of their partner in Japan. Close contaits the large firewall provider also enabled
easy networking with potential customers, becaiise D was able to benefit from the
references and existing contacts of their partherl999, they established a representative

office in Japan, and transformed it into a saldssliary in 2000.



4.2.2. Passive Market Entry through Informal Relaships

Firms B and G were not actively internationalizithgir business into the Japanese market,
although they recognized Japan as a very attrantewdet for their products. In both cases,
the initiation for market entry came through aromfal relationship.

Firm B internationalized to the Japanese markebudn informal relationships with
managers of a microprocessor designer firm locatdatie UK. This microprocessor design
firm was entering the Japanese market, and théemgal customer in Japan needed a video
codec that could be used together with their mioogssors. Firm B developed video codecs
for mobile phones, and the managers of these fkmesv each other well from their earlier
jobs. By using this informal relationship, the noigrocessor designer firm contacted firm B
and introduced firm B to a customer in Japan. FAgot access to the Japanese market and
in 2002 they established a representative offickapan.

Firm G’s entry to the Japanese market was initiatetheir management team’s Japanese
friends. These friends in Japan realized that fie'a game solutions had a huge market
potential in Japan. One informant at firm G expaainhis in the following manner:

“Our business in Japan is based on a product vigih temand...We were a fast
internationalizing firm in the field of mobile tesblogy and we had long-term
relationships from earlier businesses with persondapan. They had a good
position [and willingness] to establish this kindcompany [joint venture].”
Thus, using these earlier personal relationshipsy fformer jobs enabled the market entry.
Firm G established a joint venture with their Jagsan partners in 1999. By using local
personnel, they were able to network in the maakel get access to telecom operators who

deliver their mobile games to consumers.



4.2.3. Active Market Entry through Mediated Relasioips

Firms A, C, E, and F were actively searching bussnepportunities in the Japanese market,
but did not have any existing formal or informdbt®nships that they could use for entering
the market. These firms networked actively with 4poafit consultancy organizations or
participated in exhibitions. These kinds of mediatelationships acted as focal relationships
for networking with customers or distributors irpda.

Firm A started to search a suitable distributothe Japanese market with the assistance
of a Finnish non-profit consultancy firm. By usitigs relationship, they were able to identify
a suitable firm for delivering their products in@0 One informant at firm A highlighted this
as follows:

“The target group for our products are actors ie thobile industry, such as
mobile phone manufacturers, operators, and relakectronic industry. This is
strong in Japan...We participated in Finpro’s [Fihnison-profit consultancy
association] export partnership visit to Japan wedfound a distributor for our
purposes.”
Firm A also sent a representative to Japan. Theeseptative worked together with the
distributor and gave technical support in the splesess. However, because selling firm A’s
products required in-depth technical knowledge fifs¢ distributor was unable to handle the
sales in the market. Therefore, firm A needed taml fa new distributor for the Japanese
market. The current distributor was discovered whthassistance of the earlier distributor.
Firm C used relationships with a Finnish non-prafiganization in finding a suitable

distributor for the Japanese market, and in 1999 ot two distributors who handled the



market. However, quite soon the other of the distors closed their business, and firm C
found themselves in a situation where they needdithd a new distributor or establish a unit
for the Japanese market. Firm C had good relatipashith the employees of their earlier
distributors and they understood the value of trexaployees, who had good contacts with
customers in the market. Due to this, firm C degiti® hire these employees, and in 2000
they established a representative office in Ja@ae year later they changed their operation
mode into a sales subsidiary.

Firm E used relationships with non-profit consultammrganizations both in Finland and
in Japan. By utilizing these relationships, firmvas able to acquire a better understanding of
the market, and started to develop relationshipéh \wbtential customers. Although the
relationships with non-profit organizations faatiéd the market entry, these organizations
did not help firm E in finding potential customearsdistributors in practice. Both customers
and a distributor were found by participating inhiéstions and contacting potential
customers directly.

Firm F was actively seeking business opportunitie¥apan and other Asian countries by
attending an exhibition in Singapore. This exhdtihelped them find a firm that was
interested in their products. In 1997, this firrarged to distribute firm F’'s products in Japan.
When their business started to grow in Japan, Rrdecided to establish a unit of their own
for the market. By using the relationships withitlddstributor in Japan, firm F found local
employees who worked for their distributor and gadd contacts with potential customers in
the market. They established a joint venture withrtJapanese partners in 2001, and changed

it to a sales subsidiary of their own in 2005.



Based on the case findings described above, Tafld-&ategorizes the case firms’ target
country and entry mode selection either into stfiatelecision or impact of the network

relationships.

Table 3
Impact of the network relationships to the targeindry and entry mode selection.
Target country selection Entry mode selection
Strategic decision  Networks  Strategic decision  wdeks
Firm A X X
Firm B X X
Firm C X X
Firm D X X
Firm E X X
Firm F X X
Firm G X X
Firm H X X

5. Analysis and Research Results

The findings from these eight case firms demorstthat market entry into the Japanese
market was facilitated by using formal, informahdamediated relationships. The firms (D
and H) that used formal relationships were ablede their existing business relationships
with their distributors in other markets, wheream$ B and G used informal relationships
with their friends in other countries. Friendshizsl been established in their earlier jobs and
there was no existing business activity betweemthEhese findings are consistent with the
earlier studies (Birley, 1985; Coviello, 2006; Gallo & Munro, 1995, 1997; Westphal et al.,
2006), which suggest that formal and informal relahips facilitate SMEs’ market entry.
Mediated relationships were important for firms (@, E, and F) that did not have any
existing relationships that they could use for rearéntry. These firms networked actively

with non-profit consultancy organizations in thaf@and/or host country, or participated in



exhibitions which enabled networking with potentdistributors for market entry. These

findings are somewhat consistent with Havila et(2004) suggesting that firms use triadic
relationships. However, unlike in the triad modélHavila et al. (2004), there were no

business transactions between the buyer and teematiary or between the seller and the
intermediary in the case findings. This findingtlights the importance of non-commercial

organizations in the market entry of small and medsized software firms as a valuable
resource when there are no other relationshipdadlaifor facilitating the market entry. This

finding gives also empirical support to the conaeptstudy of Christensen and Lindmark
(1993).

Case firms’ level of activity varied in the marlezitry process. In total, six out of eight
firms were actively seeking market opportunitiestie Japanese market by using their
existing formal relationships or mediated relatiups. They had selected Japan as the target
country due to the high market potential and adedniodustry structure that suited their
narrow product offering. This supports the framewof Bell et al. (2003) and empirical
findings of Ojala & Tyrvainen (2007) suggestingttisMESs in high-technology sectors tend
to enter leading markets early on in their inteoralization process due to their niche
product offering. In the cases of passive markdtyennitiation for market entry came
through informal relationships. These findings sgjghat firms which are actively seeking
market opportunities in a target country use tlegisting formal relationships or mediated
relationships to find their way into the market.tekhatively, firms that are not actively
seeking market opportunities in a particular couatg invited into the market through
informal relationships.

As the case descriptions demonstrate, networkioakdtips only had limited influence on

the choice of target country. This is somewhat msistent with the earlier studies (Coviello



& Munro, 1995, 1997; Zain & Ng, 2006) that haveestigated firms’ internationalization to
several different countries. Most of the firms hawhde a strategic decision to enter the
Japanese market, because of the market potentiah&ir products, before they started
actively developing their formal or mediated redaghips for market entry. Almost all of the
case firms produced their software for fields sashmobile phones, telecom networks, data
security and others that were regarded as vergcitte markets for foreign firms in Japan
(JETRO, 2007). A stronger influence of network tielaships on the target country choice
became evident in the passive market entry, whetation into the market came through
informal relationships (firms B and G). In theseses, the Japanese market was also
recognized as a potential market for the firms'duas, but the informal relationships opened
the way into the Japanese market. These findirgsarsistent with those of Lindqvist (1988)
proposing that due to the niche product offeringghtiechnology firms are forced to
internationalize into markets where their targestomers are located. This also supports the
empirical findings of Bell (1995) and the conceptoedel of Bell et al. (2003) stipulating
that knowledge-intensive firms tend to enter magketich suit their narrow product offering.
In addition to target country selection, the caedihgs give only limited support to that
network relationship might have influenced entrydmcselection on entering a particular
country. These findings somewhat contradict witHieastudies (Coviello & Munro 1995,
1997; Zain & Ng, 2006). Only in three cases (G,aHd F), there were obvious connections
between the nature of the network relationship thiedchoice of entry mode. In these cases,
network relationships led firms to use joint velsjrcorporation, or distributors. The entry
mode choice of the other five case firms’ was based their product strategy and
requirements for implementation and after-salespstp Presence in the market was

important due to the complex nature of the softwareducts which required close



cooperation with customers and/or distributors tigiwut the product life-cycle, including

sales process, implementation, and after-salesosupplthough firms C and F used

distributors and firm E direct sales as the firgire mode, after a very short time period they
started direct business operations in the markiees@ findings are consistent with Bell's
(1995, 1997) observation that the nature of a Brmtoduct offering and complexity of

software products is connected to that firms’ mametry strategies. It also supports the
findings of Burgel and Murray (2000) which sugg#sit requirements for customer support
affect the entry mode selection in high-technologiustries.

Finally, it may be noted that the case firms did generally follow the incremental
stepwise internationalization processes (Bilkey &sdr, 1977; Johanson & Wiedersheim-
Paul, 1975; Luostarinen, 1979) in entering the dapa market. Japan was chosen as the
target market very early in the firms’ internatibpation process, although it was not a
psychically close market to Finland (see for d.ggstarinen, 1979; Ronen & Shenkar, 1985).
This finding gives further support to earlier sesli(Bell, 1995; Coviello & Munro, 1995,
1997; Crick & Spence, 2005; Moen et al., 2004) \Wwhievestigate the internationalization

process of technology-intensive SMEs.

6. Summary and Further Research

This paper investigates the internationalizationSMEs in the software industry into the

Japanese market through network relationships.nidie interest in this paper is to evaluate
the types of network relationships, activity in ketrselection, and the influence of network
relationships on the firms’ choice for market amtire mode. This study reveals that the case

firms used three different kinds of network relaships for their market entry. Two of the



firms used formal relations with their distributons other markets; four of the firms

networked by using mediated relationships with goreent-based non-profit consulting

organizations or by participating in exhibitiongydatwo firms used informal relationships
with friends. Firms that were actively seeking ner&pportunities in Japan used formal or
mediated network relationships, whereas firms thate passive and not actively seeking
market opportunities in Japan were invited to tharkat through their informal network

relationships.

Interestingly, the research findings in this stutiffer somewhat from earlier studies
(Coviello & Munro, 1995, 1997; Moen et al., 2004ai@ & Ng, 2006), which have
investigated the internationalization of softwaitemg through network relationships to
several different countries. These studies haveodeyed strong support to the idea that
network relationships have a substantial role inosing the target country and entry mode.
However, in this study, when the focus was on eramgiinternationalization of software
firms into a particular country through networkatgnships, the network relationships did
not play such an essential role in the target eguctioice. This is in line with Crick and
Spence (2005) implying that existing network reaships have only limited role when a
firm is entering new markets. The role of the netwrelationships became evident in the
target country selection only in two of the eighses. The Japanese market was selected as
the target market due to the advanced industrgtsirel in Japan that suited the case firms’
niche product offering. Almost all the firms devedal their software for industry segments,
such as mobile phones, telecom networks or dataisgavhere the Japanese market offered
a huge market potential. The network relationshigd influence on the entry mode choice in
only three of the eight cases. The choice of eminge was mainly based on the high-level of

complexity of software products, which was also than reason why firms favored direct



business operations. A unit of their own in the kearenabled close cooperation with the
customers in the sales process and in the impletti@mtphase, and also made it possible to
offer after-sales services near the customers.

The main theoretical contribution of this studytlst it recognizes the importance of
mediated relationships with non-profit governmewned consulting firms or exhibition
organizers, which earlier network studies relatedhie market entry have largely ignored.
These mediated relationships act as focal linkdifors which do not have other (formal or
informal) relationships available for the marketrgnThis finding contradicts earlier studies
of Malhotra et al. (2003) and Bell (1995), whiclopose that the network approach cannot be
used to explain internationalization of firms thdd not have any network relationships
available. From the managerial point of you, mestlatelationships are a valuable resource
for SMEs that do not have network relationship e to facilitate their market entry.
These firms can benefit from non-profit consultfivghs when entering new markets and can
use their connections for further networking in theget country.

The main limitation of this study is in the geneilility of the research findings. This
study focused on a single industry by conductingualitative multi case-study. Although
findings in this study can be used to compare amptement earlier case findings related to
software firms, the results cannot be fully geneeal for other industries. Further research is
needed to test the generalizibility of these fimdirfor other vertical markets. Secondly,
because this study is based on the case methedychdindings can only be generalized to a
limited extent. Thirdly, as indicated earlier, theés a lack of research focusing on market
entry of high-technology SMEs through network rielaships into a particular country. Thus,
the findings in this study need further validatietated to other important software markets.

For instance, the Japanese market includes its gpecial characteristic and the market



differs culturally (Ronen & Shenkar, 1985) from ethmain software markets. These country
specific characteristics might elevate the rolenafdiated relationships highlighted in this

study.
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