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Abstract

The international dimension of e-business is ofeden for granted or simply overlooked, as it is
automatically assumed to be of a global natures Tgdper suggests an alternative approach by
addressing two main objectives — first, identifyititte unique characteristics of Internet-enabled
internationalization versus classical industriapra@aches to international market development; and
second, developing a conceptual framework of chainiyers firms must account for when planning
to employ Internet-based solutions in their intéoral operations. The first challenge is addressed
through a literature review, highlighting three maicritical differences, concerning -
internationalization process dimensions, generafmercial conditions, and internal organizational
changes. In turn, these serve as guidelines fareadihg the second challenge, revolving around the
conceptualization of a model focusing on net-, firamnd market-based change drivers, and their
interrelationships, captured by notions of adapitgbiflexibility, and readiness. The effort then

culminates in a list of propositions and invitattorfurther research.
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1. Introduction

Internet usage worldwide is growing rapidly, sugdag the one billion users mark in 2005 (CIA,
2007), and with it the extent and magnitude otdammercial potential and business uses. According
to the IMRG report, worldwide online sales are eted to reach half a trillion USD in 2007, with
cross-border sales growing sharply (Davey, 200fgrdfore, the Internet, more than ever, attrags th
attention of the business world.

In recent years, the adoption of the Internet asva channel for firms’ international developmens ha
captured the imagination of various scholars. Reiéeliterature is growing but still eclectic in e,
covering different aspects of Internet adoption fioternational operations and marketing. This
relatively new phenomenon and the mixed evidenedae from the limited experiences observed
thus far leave much room for further study on twenpses and limitations of Internet-enabled
internationalization.

This paper wishes to integrate various developmemtsrging from existing research on e-business
and its international marketing applications inteanerent framework of analysis. In this sense, it
answers earlier invitations to research on thegnatgon of e-business and export marketing strategy
(Donovan & Rosson, 2001, Karavdic & Gregory, 20BBtersen, et al., 2002, Samiee, 1998) while
extending the understanding of Internet-enablegtmaitionalization.

This is done by addressing two main objectivesrst,fidentifying the unique characteristics of
Internet-enabled internationalization versus ctadsindustrial approaches to international market
development; and second, developing a conceptaalefivork of change drivers firms must account
for when planning to employ Internet-based solgion their international operations. The first
challenge is addressed through a literature revéed,the second concerns the conceptualization of a
model focusing on net-, firm- and market-based gkatrivers, and their interrelationships.

First, a brief introduction to basic concepts agged with commercial use of the Internet will be
outlined. This will be followed by a presentatioh Internet-enabled internationalization, where its
characteristics and main differences from trad@loapproaches to internationalization will be

discussed. In the third section, an Internet-ermmhliéernationalization model will be conceptually



developed and presented, followed by a list of psitipns concerning predictions on the likelihodd o
successful international business conduct via titermet. Finally, a summary and suggestions for

further research will be provided.

2. Internet, e-business and internationalization

According to Hamill (1997), ‘Internet’ means a ‘metrk of networks’, and may be defined as a
network of interlinked computers throughout the @perating on a standard protocol which allows
data to be transferred between otherwise inconlpatiachines. Such networks link a wide range of
participants (individuals, companies, organizatjas/ernments, education and research institutions,
etc.), and supports the transfer of a wide rangiatd (text, graphics, audio, video, software)etc.
Commercial use of the Internet is associated watim$ such as ‘e-commerce’ and ‘e-business’,
however, differences between the two should befigldr Percival-Staunik’'s (2001) suggests that
while ‘e-commerce’ may be regarded as the buyirdysalling of goods and services on the Internet,
‘e-business’ is a term used for the same proces@nbal broader meaning, also relating to how the
Internet is changing the way firms do businessteeto their customers and suppliers, and address
marketing and logistical issues.

In order to properly analyze e-business in an magonal context, one should first refine what the
core sources of value creation uniquely enhancedidbyg the Internet for commercial purposes,

regardless of market specific contexts.

2.1 Value Creation in E-Business

Quelch & Klein (1996) suggest that the extent taclhnternet may change the rules of international
marketing depends on how much added value theire listernet communications and transactions
compared to existing alternatives. Therefore, ustdeding the unique value contribution potential
underlying e-business models also sheds light it international operations may be impacted. A

number of authors (Amit & Zott, 2001, Barua, et @001, Christensen, et al., 2002, Doern & Fey,



2006, Shneor, 2004) have taken on the challenggeatifying e-business value drivers and studying
them in various market settings.

Amit & Zott's (2001) value drivers’ model highlightfour interdependent sources of value creation,
namely — efficiency, complementarities, lock-indamovelty. Efficiencyindicates that value may be
created through reduction of information asymmstietween buyers and sellers, greater speed at
which information is transferred, reductions of tonser search and bargaining costs, availability of
wider selection range at lower costs, reductionwarious firm operational costs (e.g. distribution,
inventory management, marketing, sales, commupitgti etc.), scale economies, simpler
transactions, faster delivery, efcomplementaritiesndicates that value may be created through the
bundling of complimentary products and servicestizally or horizontally), the combination of
online and offline assets, the offering of compimaey goods not directly connected to the core
transactions, capitalizing on complementarities @gnactivities (e.g. supply chain integration) and
technologies, etd.ock-in indicates that value may be created through istmgaswitching costs for
customers and their encouragement to engage imtexppurchases (by means of loyalty programs,
virtual communities, familiarity with interface, e}, positive network externalities with growing
customer value the larger the customer base detshrd, finally,Noveltyindicates that value may be
created through innovation in new transaction simes, content, participants, etc.

In a study of thirteen Israeli-based firms concagte-business Shneor (2004) identified a fifth galu
driver which may be located between efficiency doak-in titled — ‘Availability’, indicating that
value may be created through greater firm exposugeer accessibility across boundaries of time and
geography, strengthening of brand awareness, exgamdarket share, etc. And as with previous
drivers, this driver is interdependent with thetrésrelated proposition has also been made by Doer
& Fey (2006), who based on a study of e-businesRRussia have identified a driver titled
‘Accessibility, referring to the extent to which customers hageess to goods and services and firms
have access to buyers and sellers. However, saloe,\in this case, is created by reducing seardh a
information costs, one may argue that their intiggron overlaps with Amit & Zott's efficiency

driver.



As the concepts of the Internet and the value iorealrivers associated with its commercial use have
been outlined, one can proceed to zoom out andigete the use of Internet and e-business models
in the context of international business. In orttedo so one should first account for environmental
conditions that may influence the employment okinet-based solutions for international market

development. The following section provides a bingfoduction to such concerns.

2.2 Environment and market conditions

As with traditional foreign market entries, condlits in new environments are of great importance for
the firm entering that market; however, new corrsitlens unique to the employment of e-business
models may emerge. In this context, Javalgi & Ram&001) have suggested four types of
‘infrastructures’ that influence e-commerce growtlioreign markets:

Information technology and telecommunication infinasture includes conditions as reflected by the
penetration of computer infrastructure, Interndtastructure, and communications and information
exchange infrastructure.

Socio-cultural infrastructureincludes organizations, institutions, social systeand associated
relationships, and the process by which resourcedstributed between them. Cultural elements
such as language, education level, belief and vajgtems, traditions and habits, all of which
influence technological innovations and entrepreiaéspirit.

Commercial infrastructuréncludes the availability, convenience, and gyalit services provided by
financial institutions and hardware manufacturaswell as access to - sophisticated programmers,
network access providers, providers of web andgdeservices, and market research organizations.
Moreover, the growth of e-commerce is dependentttan emergence of a new Internet-related
industry, not only enabling the technology but adéssuring security, reliability and affordability o
Internet-based services.

Government and legal infrastructyrevhich is related to industry promotion schemesl halancing
consumer protection and national interest protacfithese may include issues such as taxation and

electronic payment regulations, as well as concefnsecurity, privacy, liability, preventing cross-



border fraudulent activity, copyrights and intetlead property protection, database protection,
adherence to local advertising regulations, etc.

The importance of these elements have been widklyoavledged and led to growing literature on the
‘e-readiness’ of markets, especially in the contixtnarket entry selection strategies (Karavdic &
Gregory, 2005, Rothaermel, et al., 2006) and therpii@l contributions an Internet economy might
have for developing countries and markets (Dunco&bolla, 2006, Hinson & Abor, 2005, Lund &
McGuire, 2005, Pucihar & Podlogar, 2005). The nmfastous country e-readiness indicator is the
Economist Intelligence Unit's (EIU) e-readiness érd annually rating countries based on six
indicators — connectivity, business environmergpeymerce consumer and business adaptation, legal

and regulatory environment, and social and cultunfehstructure (Economist Intelligence Unit, 2006)

Once sufficient background information had beenvigied about the Internet and its commercial
potential, as well as on the related environmetalcerns for its international applications, we may

now explore the emergence of Internet-enablednatemalization, and its influences.

2.3 Internet-enabled internationalization

Internationalization is defined as the processnofdasing involvement in international operations
(Welch & Luostarinen, 1988). The definition of Imet-enablement, as is suggested in this paper, is
the incorporation of Internet technology and amlans into the firm’'s operations, enhancing
efficiency and transforming strategies to create feisiness models, adding customer value and
increasing company profitability through improvedfarmation exchanges and communications.
Combining these twdnternet-enabled internationalizatios defined here as the incorporation of e-
business models into the firm’s increasing involeelrin international value creation activities.
Attempting to capture the ‘increasing involvemeantriternational value creation activities’, thigopa
follows the course set by earlier research whicdus$ed on the international marketing dimension of

these efforts, involving market entry and servibeices. A number of authors (Hamill, 1997, Prasad,



et al., 2001, Samiee, 1998) have suggested ditfarlearacterizations of Internet's influence on

international marketing practices (for a summarthee approaches see table 1).

Table 1:

Internet and International Marketing

Article Areas of Internet influence

Hamill (1997) Communications- use of new tools (e-mail, online telephony, etith different

9%
o

actors in the firm’s international network, inclagdiinternal geographically dispers
units, or external actors such as clients, supplagents, distributors, etc.
Market Intelligence- easy one point access to enormous informatiomramal costs

(including — market and industry reports, profesaloand commercial directorie

w

media and journals, competitor information, regutatand legal information
customer preferences and opinions, etc.)

Sales promotion- launch of informative, interactive and transactifacilitating
websites as tools for disseminating company andiymto information, customer

interaction, and transaction processing.

Samiee (1998) Business process development of web-based proprietary tools facking orders
and transactions, negotiating contracts, asseasid@ntering new markets, etc.
Revenue generation development of websites and collaboration sclefmedirect

sales, promotions and communications by both sstadnd wholesalers.

Prasad et al. (2001)| Communication channels enabling two way interactive information exchesg
between prospective buyers and sellers, allowing ways to match demand and
supply, as well as adjust supply to demand.

Transaction channels enables new mechanisms for economic exchangesdme
prospective buyers and sellers.

Distribution channels- enables the use of new physical exchanges aptespecially|
relevant to digital products), but also adaptatminchannels to Internet unique

conditions as a service platform.

A refinement of the views presented by these aathmy include predictions of Internet’s influence
on the firm’'s use of communication channels (howctimmunicate with internal and external
members of the firm’'s network), transaction chasn@iow to process billing procedures and
payments), distribution channels (how to delived gmmomote products and services through new

actors and communication platforms), intelligenathgring channels (how to collect data about



competitors and market conditions), and businesegss engineering channels (how to improve
processes by technological adaptations to web-haagdrms).

However, these characterizations are generic inr@aand provide very limited insights into the
dynamic aspects enshrined in internationalizatimegss approaches. For the time being, it seerhs tha
no decisive conclusions are available concernimgitfiluence of Internet on international business
development. Karavdic & Gregory (2005) identify twohools of thought: one predicting little or no
impact, putting premium on the role of experienoced @ommitment in internationalization efforts,
while the other predicting speeding up export psses through an expansion of communication and
distribution channels. These conflicting approaatediect the growing debate on the extent to which
Internet-enabled internationalization is revoluizmg the way firms conduct international business,
and may, therefore, be different from traditiongp@aches to international expansion.

Notions of fast internationalization are also clgselated to what has been developed by a number o
scholars into the ‘born global’ phenomenon (Andens& Wictor, 2003, Borsheim & Solberg, 2004,
Gabrielsson & Kirpalani, 2004, Hashai & Almor, 2004night & Cavusgil, 1996, Madsen, et al.,
2000, Madsen & Servais, 1997, Moen, 2002, Moen &@&s, 2002, Rasmussen & Madsen, 2002,
Sharma & Blomstermo, 2003), defined as ‘small, tethgy-oriented companies that operate in
international markets from the earliest days ofirtlestablishment’ (Knight & Cavusgil, 1996).
However, very few of these authors equate Intemeleted or Internet-based firms with being ‘born
global’. Hence, the family of firms that may beidefl as ‘born global’ is a wider group incorporgtin
knowledge-intensive and technology-intensive firmbjch from inception view the world as their
target market. And this leads these firms to dgvefdernational markets based on cross-border
entrepreneurial networks of professionals, whichy neverage advantages enshrined in Internet
technology but are not completely dependent on it.

At this point, it is important to stress that therent paper does not limit its analysis to borobal
type firms, but may include traditional firms tteae in a sense ‘born-again global’, as defined ey B
et al. (2003). Hence, the focus is on the use et technology to develop international markets,
and not necessarily including knowledge-intensioe,technology-intensive fast internationalizing

firms from inception.



2.4 The Influence of the Internet on Internationation Efforts

The following section will provide an overview dig main predictions and findings emerging from
existing investigations into the influence of Imter on the firm’s internationalization efforts. $hi

discussion will revolve around three main pointsreference — potential changes to the firm's
internationalization process, changes to generainoercial conditions, and changes to the firms’

internal value-creation activities and organization

2.4.1 Changes to Dimensions of the InternationédineProcess

Faster internationalization

Petersen et al. have suggested three differedictians about the effects of the Internet on theesl

at which foreign market expansion will take plabejng either a moderate effect, inducing faster
expansion, or as causing rash unsuccessful foreapket expansion. Bearing these alternative paths
in mind, the most common prediction suggests tlygprioper adoption of Internet-enabled solutions
firms can internationalize faster, meaning that rearkets may be entered more quickly than
predicted by traditional approaches, such as theshlp Model and the Innovation Adoption Models
(Arenius, et al.,, 2005, Bennett, 1997, Borsheim @&lb8rg, 2004, Chrysostome & Rosson, 2004,
Donovan & Rosson, 2001, Forsgren & Hagstrom, 20@dmill, 1997, Hamill & Gregory, 1997,
Loane & Bell, 2002, Quelch & Klein, 1996).

This is explained by a number of reasons, as stefjéy Petersen et al. (2002) and Prashantham &
Young (2004): first, search costs for internatiooastomers and partners, as well as costs oflinitia
evaluation of their potential, are reduced; Secanak costs associated with international expansion
are reduced by conducting business online withidarelients, and especially those interested in
competitively-priced standardized products; Thaoinmunications costs with customers and partners
are reduced; And fourth, experiential knowledgd delvelop faster as employees interact with foreign

clients through more intensive cross-cultural ercjes.



However, other authors challenge such assumptmgisostome & Rosson (2004) claim that cost
savings are hard to achieve, may be less signtfit@m expected, and in some cases may even rise as
a result of Internet use. A rise in costs is asgedi with website creation, maintenance and upglatin
website translation and cultural adjustments, dfagerecruitment of specialized staff. Second, som
authors (Grant & Bakhru, 2004, Petersen, et aD22Tiessen, et al., 2001) challenge the prediaifon

a decreased effect of liability of foreignnessjmlag that national and linguistic adaptations asdlw

as the availability of local resources and captlj are all still necessary to communicate eiffett

with foreign customers and partners, and suppert#dvelopment of trust.

Wider internationalization

The Internet makes it possible for firms to insk@etously position themselves on many foreign
markets (Petersen, et al., 2002), and exportersmoagven need to decide which foreign markets to
serve, as customers everywhere are liable to platers (Bennett, 1997). In this sense, the locaifon
the firm or the customer becomes irrelevant, egfligan the developed world (Loane & Bell, 2002).
This is explained by the fact that when launchinvgedsite a firm may become global simply by virtue
of becoming available to anyone using the inteli@Hrysostome & Rosson, 2004), a claim also
strengthened by economic reasoning where oncecasik have been invested the costs of serving an
additional geographic market are very modest (Fersgk Hagstrom, 2001). Other explanations
involve the relative ease at which information cmming foreign market conditions, competitors,
potential partners, distributors and clients, may found online; and, therefore, help strategic
decisions towards certain foreign markets (Harhg7).

Opposition to this view has been raised in DonogaRosson’s (2001) findings in the fact that
location and country-of-origin effects persist intdrnet-based commerce, concluding that while
Internet may offer global reach, commerce is stilhducted locally. This is also supported by Gant
Bakhru (2004) claiming that local and national uefices greatly complicate the simple picture of
globally standardized Internet transactions, reagirinvestment in multi-lingual presentation of

content as well as accommodating technical anemestservices.
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From psychic distance to market potential basegrimdtionalization

A number of empirical studies indicate that firrmending to embark on international expansion
while using the Internet seem to be guided morenbyket prospects rather than by psychic distance
(as suggested by the Uppsala model). The logithfsrmay be found in Karavdic & Gregory’s (2005)
suggestion that if exporters want to exploit thie fotential of e-commerce, it is vitally importathtat

an export market has developed e-commerce infdatel with easy and affordable access to e-
commerce networks. These notions are also suppertedrically. Forsgren & Hagstrom’s (2001)
study of Internet-related firms from Sweden, haswshthat rather than cultural affinity or reduced
uncertainty, the main reason given for market enhgice was the maturity of markets in terms of
Internet usage levels. This was further supporte@drsheim & Solberg (2004), who found that all
four Norwegian Internet born global companies iairttsample have referred to technological level

and market volume as important criteria for theieinational market selection decisions.

Emergence of new ways for developing experientiahkedge

The literature identifies two main ways for acgugrimarket-specific information and experiential
knowledge — (1) an increased accessibility to mankielligence and the facilitation of intensive
cross-border interactions via the Internet platfowhich might be most suitable for resource limited
firms (Hamill, 1997, Loane, 2005, Petersen, et 2002); and (2) the incorporation of experiential
knowledge through foreign acquisitions, which midh# more suitable for resource-rich firms
(Forsgren & Hagstrom, 2001).

However, while authors agree that much helpful iekpknowledge may be found online, some are
concerned that it will not replace relevant tagitbWwledge, which may only be acquired through
lengthy time-consuming experiences. And this magriiecal enough to limit the actual helpfulness of

the Internet to SME’s in their efforts to penetritieeign markets (Chrysostome & Rosson, 2004).

So far, concerns relating to the Internet’s infleeeron dimensions of the internationalization preces
have been surfaced. In the following sectionsnéitia will shift to the changes Internet brings abo

to general commercial conditions and to the firinternal organization and practices.
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2.4.2 Changes to General Commercial Conditions

Emerging new forms of market service

Vila & Kiuster (2004) acknowledge the emergence haf tvirtual branch’ as a new non-physical
market entry option; serving as a distribution atelrio customers abroad, not requiring the creation
of physical sales outlets in foreign markets. Hosveempirical evidence shows a mixed reality where
such market-specific websites exist either indepatig or in addition to a supporting physical
presence in the target market, either via a loadier or through a firm’s own subsidiaries (Arexiu
et al., 2005, Borsheim & Solberg, 2004, Donovan &sson, 2001, Forsgren & Hagstrém, 2001,
Loane & Bell, 2002). In any case, one may argué ¢n&ry mode choices are closely related to the
context within which the firm operates — hence,vimg a major decisive role for local conditions

and preferences in choice of market service formats

Changing role of intermediaries

Internet adoption is associated with eliminatiorpodcess redundancies through direct interface with
customers, suppliers and strategic partners (Kaxdv¢regory, 2005, Prasad, et al., 2001). However,
as suggested by Quelch & Klein (1996), a changolg of intermediaries is more likely than their
disappearance. On the one hand, the Internet garecbend-users with producers directly, allowing
for speedy and responsive transactions, and threrefduces the importance of intermediaries; but on
the other hand, this may lead to inefficienciesatd by information overload. In this situation,
intermediaries may emerge as information collectidiftering, analysis, interpretation, and
dissemination mechanisms. And therefore, the atitiesource of agents and distributors becomes
information rather than inventory. This was showrPrashantham & Young's (2004) study of Indian
software firms, highlighting the role of Internedd®d intermediaries as trust facilitators with ptiss
clients abroad, as a source for commercial oppiigsn(projects, tenders, etc.), and as an arena fo

fair competitive bidding.
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Making markets

Klein & Quelch (1997) describe the emergence of mearket makers (MM'’s), bringing together
buyers and sellers through the creation of an entiarketplace, where interactive and often reag-tim
negotiations take place. They identify three fooh#81M’s including: auctions, single buyer markets,
and pure exchangesiuctions are online marketplaces where negotiations of eprietween
independent buyers and sellers are implementedaviystem-wide standard auction open to all
participants.Single buyer marketare markets established by a large buyer forupplgers, where
they respond to requests for quotes from differBrmh divisions. And pure exchangesare
marketplaces where individual buyers and sellees matched according to product offering and
needs, and price negotiations are held on a oranerbasis.

Adding to these, Villa & Kister (2004) introducduktvirtual trade shows, either conducted online
parallel to an offline exhibition or conducted ordwline. This new platform may be viewed as a
combination of market maker and promotional toalfilfing the same function of bringing buyers
and sellers together to common arenas of exchange.

MM'’s are manifestations of re-intermediation trenctsuntering disintermediation trends in traditiona
channels. The new market making intermediary caveseoth suppliers and buyers more efficiently
through personalized refinement of large amountsinédrmation, transaction facilitation, order
processing, arranging credit and finance, contgcfimtential partners to address commercial

opportunities, serving as an insurance seal fet-inorthiness of unfamiliar firms, etc.

Leveling the playing field

Various authors (Chrysostome & Rosson, 2004, Podedns, 1997, Prashantham & Young, 2004,
Quelch & Klein, 1996) discuss different elementsotigh which the competitive playing field is

leveled. These elements include: reduced costsdatd technology, equal availability of cheap and
valuable market information, more efficient capitidws, availability and use of trusted market
makers, and the leveraging of relationships viarmdtional business networks; all thanks to which,

smaller firms are better able to compete with |diges on a more leveled basis.
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However, small businesses will also face increasethpetition once using the Internet for
international business development. And in suclessabmited resources will make it difficult to
compete with larger firm's budgets and prices (Ghsfome & Rosson, 2004). Still, competitive
solutions may be found in collaborative arrangementbusiness networks and strategic alliances,
which are also important for generating traffiauebsites and business opportunities to firms (R&on
Jevons, 1997). These are supported by the conitgabivthe Internet facilitating intra- and inter-

organizational coordination (Prasad, et al., 2001).

Increasingly competitive pricing

Pricing policies are influenced by a number of depments arising from Internet use, pressuring
firms towards more internationally competitive jpmg: Quelch & Klein (1996) suggest that through
the Internet customers may quickly become awarprigke discrimination and may not tolerate it,
pointing to the role of ‘smart agents’ searching tiet for products according to pre-specified Gete
revealing different prices and suppliers, and kat #idding pressure towards standard pricing across
borders. Moreover, Karavdic & Gregory (2005) sugdieat by simplifying transactions and reducing
distribution costs, products may be offered at mmympetitive prices online, also suggesting that
online transactions allow individual customers tnéfit from scale economies through demand
aggregation and bulk purchasing options.

However, when SMEs are concerned, it is importanhote Chrysostome and Rosson’s (2004)
concern that price transparency makes SME'’s lifeenttifficult rather than easy, as they may find it

harder to match larger competitors’ budgets ancepriferings.

Mass customization

Prasad et al. (2001) claim that the Internet esalviarketers to target specific groups or individual
and answering their particular needs through aiagymassive databases of customer preferences and
characteristics. In this context, Karavdic & Greg@R005) identify three benefits emerging from
utilizing e-commerce in product adaptation, inchgdi improved competitiveness and quality of

service, building and usage of marketing datab&segrofiling customers and creating personalized
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offers for them, and mass customization of prodactd services, allowing customers to receive

customized solutions at mass market prices.

Customer is king

According to Methlie (2000) since customer values actually the supplier's value proposition, and
this value proposition changes once a business snimte the net, a customer-centric perspective
should be adopted. Further strengthening this np#ercival — Straunik’s (2001) claims that in the
Internet era the customer is king. Thanks to dewimsymmetries in information, customers are no
longer loyal out of necessity, but rather out obick. The Internet arms customers with similar
information companies have, thanks to the abilitg@mpare products instantly online, making them
‘price-makers’ and not just ‘price takers’. Undersing customer needs and matching their
expectations will persuade customers to make paeshand return for repeated purchases.

In this context, Rayport & Sviokla (1994) suggestdat by moving online three basic value
proposition components fundamentally change — obrftehat the company is offering), context (how
the company offers it), and infrastructure (whadtdas the transaction to occur). Different conent
information about products replace the productesedves. Different context as electronic on-screen
transaction replaces a face-to-face transactiond Aifferent infrastructure as computers and
communication lines replace physical shops and cemtiad areas. These challenges are further
complicated by adding an international dimensiortrémsactions, requiring adaptations of content,
context, and infrastructural dimensions of the ggbopositions to differing customer preferencesd an

tastes in different national markets.

Emergence of niche markets

Klein & Quelch’s (1996) claim that small firms offieg specialized niche products may find critical
mass of potential customers to succeed througlvdke international reach of the Internet. Vila &
Kister (2004) suggested more cautiously that sagnsidn exists between market concentration

strategy, preferring to address niche markets,thedindifferentiating strategy preferring to deyelo
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global segments based on the high reach the Ittenables. Still, they recognize that the formes ha

received most of the support in the existing litera thus far.

2.4.3 Changes to the Firm’s Internal Organizatiod Bractices

Emergence of Intranets

According to Quelch & Klein (1996) creating intetnaetworks facilitating communications and
transactions among employees, suppliers, indepéndamractors, and distributors may be the
Internet’s principal value for MNCs. The types atdérnal communications an intranet can support
includes: one-to-many broadcasts of corporate igsliproduct and market news to different divisions
around the world, as well as providing access topany databases, phone directory and reports; it
also can facilitate many-to-one communication fdoimation collection from specific divisions and
individuals worldwide; moreover, it supports mayriany communication in the form of real-time,
synchronous audio and video discussions betweeratipg units, as well as the ability to hold real-
time cross-location training sessions; and findilyns may also use intranets for conducting irdérn
transactions between autonomous units within tgarozation, or as limited access areas for sugplier

to compete in internal bidding for supply contramtsubcomponents to different units world-wide.

Automation of processes

Samiee (1998) proposed that the use of the Intenagtenable the automation of business processes
that were traditionally performed manually, inclugli- bidding, purchasing, inventory management,
order and shipment tracking. In addition, Prasadl.e(2001) suggest that the Internet can enhance
productivity and effectiveness of sales force tiglothe automation of process supporting field sales
forces and integrating dispersed sales activity antcentral information structure; these may inelud
the provision of up-to-date information on custospgsrospects, products, promotions, prices, and
competitor offerings; automation of repetitive tasguch as proposal development, pricing, provision
of product literature, compiling sales reports, auheduling sales calls; as well as improving

customer contact efficiency through informationpuioritized leads.
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Establishing new units and procedures in suppothtarnet operations

Samiee (1998) claims that Internet presence ih@reiree nor a one-time expense; involving costs
associated with hardware, software and trainedopeed that can continually manage and update the
firm’'s websites. However, beyond ongoing websitmaggement, Quelch & Klein (1996) highlight the
need of multinationals to invest in setting up @glokask forces of executives to coordinate the
presentation of corporate identity on multiple wtdss potentially appointing a particular unit as a
center for homepage development and updating; wimchaddition, may require the recruitment of
specialized customer service staff for servinghighly demanding crowd of Internet users. Moreover,
they also stress the need for a worldwide appréadrisis management, as the Internet allows for
rapid dissemination of information about productlify problems and cross-border differences in

quality, price, and availability.

In summary, both changes to the general commecoiadiitions prevailing in international markets
and changes influencing company organization ahgevereation activities have direct and important
effects on international strategy and planning. Tha&nging role of intermediaries and the emergence
of market makers require reconsideration of distidn channels’ utilization. Competitive pressures
on pricing require the employment of more flexibled frequently updated pricing mechanisms to be
supported by cost reduction through the automatibmprocesses. A growing demand for highly
specialized and customized products and serviagsiree flexibility in both the way products are
presented and delivered, also enhanced througtgrisiportance of niche market strategies. And
finally, the emergence of global accessibility negs new strategies for brand development and
management, as well as the redesign of advertamdgpromotional campaigns based on both cross-

market common themes and market-specific diffeadedi content.

2.5. Cautious Assumptions — Putting Things intcsPective

Although this paper joins optimistic predictionsoabthe Internet’s potential to significantly chang

the way firms do business internationally, it altknowledges cautious preliminary assumptions
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dispelling some of the myths associated with faated wider Internet-enabled internationalization.
These are reflected in the following list of comeeraised in earlier works:

First,going online is not a one time investm@odnovan & Rosson, 2001, Samiee, 1998) — it ingslv
catalogue and price updates, constant interactitim elients for service and feedback, monitoring
competition, identifying new and changing adventsiplatforms, order processing mechanisms,
delivery services, etc. All of which are in additito investments in traditional export infrastruetu
Second, as a direct resyfiroducts will not be diffused over nightadvertising or putting products
online for sale is not sufficient for their diffasi into markets. Sales efforts should be directed a
personalization and customization of solutions|diog up brands and reputation, enhancing customer
relations and trust, directing traffic to websitbsough multiple links to partners, leveraging new
advertising platforms for reaching maximum exposwuaad adapting product presentations and
advertising to different market conditions and segts internationally.

Third, price differences will not disappearalthough customers are exposed to price diffederand
conduct price comparisons online, the reputatiofirofs and brands, positive client feedbacks, easie
and simpler order processing mechanisms, attraptegentations, multiple delivery options, realgim
delivery tracking, and differing taxation levels Warious countries will continue to create price
differentials that may be narrowed but not elim@ghtIn this sense, these elements stress price
differences over price conversions, which are raizegl but undermined by authors stressing price
conversion trends (Borsheim & Solberg, 2004, KiiQuelch, 1997, Quelch & Klein, 1996).

Fourth, local adaptation rather than global standardizati@merges as a competitive challenge
(Chrysostome & Rosson, 2004, Donovan & Rosson, 2B@tavdic & Gregory, 2005) - critical for
this purpose would be the ability to personalizd adapt solutions for specific needs and prefeience
of different customers in different markets. Altigbusome products may be inherently standard, their
packaging, bundling, and accompanying support sesvand upgrades would become more critical.
Fifth, local legal and regulative environments will continto challenge operatior{&rant & Bakhru,
2004, Samiee, 1998) - national taxation issues.emwrental export and e-commerce support
schemes, laws dealing with national advertisingnmercial relationship, client protection, and

copyright will all continue to influence the wayiatis are encouraged to do business online.
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Finally, foreign languages are importaf®rant & Bakhru, 2004, Karavdic & Gregory, 2005n8ee,

1998, Tiessen, et al., 2001). Although Englishxpeeted to continue being the main language used
on the commerce-oriented Internet platforms, tha'§ ability to translate websites, catalogues and
selling procedures to foreign languages as welpragide customer and technical services in these

languages will be a source of competitive advantagen serving foreign markets.

With these underlying predictions and cautious mggions clarified, in the next section an Internet-

enabled internationalization integrated model esilierge.

3. Internet-enabled Internationalization Model

Building on the ideas presented thus far, an leteemabled internationalization framework of
analysis is suggested. Based on the above literatwiew, three main types of drivers are iderdifie
as putting unique pressures on firms that are dpugd international exchanges online, and whose
balanced mixture results in strategic changes aadketing mix adaptations. These three main types
of drivers are: firm-based drivers, market-basededs, and net-based drivers.

Firm-based driversare the value creation drivers that were presepgatler — efficiency (costs
reductions, greater reach, better information,) etovelty (new ways of service, payment, product
development, etc.), lock-in (customer attention agt@ntion efforts), complementarities (in what is
being offered and how it is being offered by theni, and availability (extending time and scope of
service, customer reach, etc.).

Market-based driversare infrastructure conditions and market demardicators, also presented
earlier under environmental issues, and includirdemand levels for e-commerce, the
telecommunication and information technology infinasture, the governmental and legal
infrastructure (supporting commerce, copyrights,stomer rights, etc.), the socio-cultural
infrastructure, and the commercial infrastructure.

And, finally, net-based driverare the changing commercial conditions prevaifisga result of the

expanding commercial use of Internet-based teclgiedo described in great detail in the previous
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section, and include — the emergence of new foraigrket service formats, the emergence of new
roles for intermediaries, the leveling the competiplaying field, an increasingly competitive pnig,

highly empowered customers, and mass customizatEssures, to name a few.

Figure 1: Internet-Enabled Internationalizationv@rs

Firm-based
Drivers

Flexibility Adaptability

Interactivity

Market-based
Drivers
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Ar——
Readiness

Each of these driver groups is interdependent with others. And this interdependence is further

illustrated and explained in the following desdops:

Adaptability — between firm and market drivers

The ability to derive value from the employmenfiah-based drivers is based on its capacity to tidap
to the prevailing conditions in the target marketjch are defined by the demand and infrastructural
environments in these markets. Quality of Intewm@inectivity and service will determine how rich
presentations can be transferred and how frequeotiymunications may be held. Frequency and
quality of communications will further influencedhability to innovate, capitalize on efficiencies,

well as to customize and personalize solutionsdallneeds and specific clients.

Flexibility — between firm and net drivers

The ability to derive value from the employmentfiofn-based drivers is also based on the flexibility

in adapting the uniqgue commercial conditions phevgiin the ‘marketspace’. These conditions are
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defined by a new market platform with unique playand information exchange mechanisms. The
ability to leverage these new mechanisms and tptataw strategic approaches, while reconfiguring
value chain activities, in support of courting asetving online users (business or customers), will
contribute to the efficient and effective employmer firm-based drivers. Accessibility to firm

offerings will be enhanced by collaborative measwiith online partners, and operational efficiency

may be enhanced by delegating certain tasks te thes players.

Readiness — between market and net drivers

In order for a market to derive value from emplagyinternet-technology in a commercial context, it
will need to develop new mechanisms that will mdtkerofitable and interesting for firms and
individual customers to use this platform. The pmagf network, scale, and scope economies that are
embedded in the Internet connection and infrasiraceutomatically attracts firms to attempt at
extracting profits from new and extended marketpgeeially if that involves greater reach for lower
costs. In turn, the overflow of information via thetwork requires tools for screening and selective
exposure, which may emerge in unique Internet lessies (search engines, smart comparison agents,

etc.), and their use by traditional companies, iptesly only active offline.

All'in all, one can argue that all these interiielaships are three dimensions of interactivity lftatied

by the Internet-technology. This implies bi-directal influences of marketplace, marketspace and
intra-firm conditions, when exploring options of nthucting international business online. Once
understanding these dynamics, it is equally impmbrta conceptualize how these drivers may be
employed, and how the interdependencies between ttan translate into unique influences and

developmental paths; converging at the point wetetegic and marketing mix choices are made.

Employment of firm-based drivers is done througlordiguration of cross-border value chain
activities, making organizational and technologi@aptations, such as the establishment of
specialized units for facilitating Internet comneras well as the deployment of intranets and

extranets between internal and external organizstidhese activities may be viewed jointly as
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‘Readiness’, incorporating all efforts towards @epg the firm’'s systems, organization and network
for value creation through the Internet.

Employment of market-based drivers is done througdrket potential analysis, evaluating the
suitability of certain foreign markets for onlinergice, and in addition, what such service would
require in terms of customizing presentation, cohéad delivery to these specific markets. Allsthe
market entry-evaluations and servicing efforts rbayviewed jointly as ‘Adaptability’. This means
that the firm does not only need to accommodataéve technology into its systems and routines, but
also to adjust its offerings, services, and the wagy are presented and distributed to foreign
customers having different tastes, preferencesiutnenal environments, and economic capabilities.
Finally, net-based drivers’ employment is done tigto adjusting internal mechanisms to cater foreign
customers via new means operating under the nes,rapportunities, and risks of the Internet-based
commercial arena. Firms can redefine their distitlouchannels using market makers and trusted
intermediaries to enter new markets in additioinstead of traditional physical agencies. Firms can
also redefine their promotional and advertising gaigns to online formats of virtual trade shows,
major public or theme-specific portal websites,ialonetworking websites, etc. Price differentials
must be monitored and justified in added valuect@tomers (quality, added services, personalization
etc.). And products and services may be adjustembrding to comments gathered in virtual
communities, feedback forms, and intimate contadgte customers. All of which may be viewed
jointly as ‘flexibility’, implying that marketing nx configurations are interactively set and
dynamically changed based on database buildindysie@nd monitoring, while maintaining intimate
relationships with customers, answering competipvieing pressures, and immediately evaluating

online promotional efforts.

While both firm- and net-based drivers are heainfjuenced by Internet properties, market-based
drivers are influenced by governments, social cotigas, and legal institutions. However, they may
also be influenced indirectly by Internet propestienainly through the diffusion of political and
economic ideas, knowledge about foreign laws argllagions, socio-cultural learning through

frequent interaction with foreigners, and the expesto information about their culture, traditions,
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habits, and languages. Still, this somewhat ofrestractivist argument will be more difficult to folv
and measure at this early stage of Internet ddfusas social institutions are assumed to chargge le

rapidly than economic institutions.

Figure 2: Internet-Enabled Internationalization
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4., Discussion

Based on the above presentation of drivers, inpeagencies, and their influences, some propositions
may be formulated with respect to predictions camog the internationalization efforts’ successful
outcomes under varying conditions. ‘Successful@uis’ may be viewed as either — establishment of
a revenue and profit generating foreign market yenising Internet service formats, or an
establishment of revenue and profit enhancing enhmarket servicing format, added to existing
offline market service formats. In this sense, kekarlier literatures which mostly focused on $mal
and medium-sized enterprises, the suggested frarkeava model are applicable to all companies,

regardless of size.
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In this section propositions are formulated baseddifferent rough estimations of conditions and
capabilities concerning each interrelationship leev different driver groups. For simplification
purposes, the three interrelationships (see fighreill be defined as follows: Flexibility (F) ihé
extent to which firm’s operations are adapted riarketspace mechanisms; Adaptability (A) is the
extent to which firm’'s operations are adapted togdh market conditions, environment and
preferences; and Readiness (R) is the extent tohadhicertain market is technically, psychologically
and financially willing and able to explore and dant online transactions.

Flexibility (F) may be measured through — frequen€wsing online actors for promotional efforts,
number of online distribution alliance arrangemerfitequency of competitor price and offerings
online monitoring, frequency of website updates, et

Adaptability (A) may be measured through - relatntenber of multi-lingual employees devoted to
online market servicing, number of market-specidiedicated websites, hours devoted to online
customer database analysis, hours devoted to anistemer correspondence analysis, etc.
Readiness (R) may be measured through — varioambttmarket penetration indicators, number of
regular Internet users in the market, frequencyriihe transactions in the market, average volufe o
online transactions, percentage of firms havinghteractive website, etc.

For further simplification purposes, the followipgopositions are based on rough estimations of each
type of interrelationship, being either — ‘High’ ‘tuow’. More specific evaluations may be formulated

based on absolute and relative ranking of firmshenrmeasurements suggested above.

Propositions

One scenario is a situation in which infrastructaonditions are well developed, firms are well
informed and able to adapt to both local marketplaed to the Internet’s marketspace requirements.
Under such conditions, the firm is flexible enougtanswer frequent competitive challenges triggered
by widely available information. It is operatinganhighly developed Internet-supportive market. And

it is able to adjust its offerings to local condits and preferences, possibly winning a premiumewnhi
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doing so. All of which lead to a prediction of sassful outcomes to such Internet-based interndtiona
operation.

Prop. 1: When F, A, and R are high — full success of orifiternational operations is expected

For the same reasons indicated above, when aduyessi market which is lacking proper
communications and commercial infrastructure, filrage no incentive to invest and launch a flexible
and adaptable international business and marketiodels. Lack of infrastructure leads to limited
developmental level of the marketspace conditioas,situation not requiring flexibility or
responsiveness to local needs through adaptalzibtynarket potential is very limited to begin wifh,
not non-existent.

Prop. 2: When F, A, and R are low — full failure in non-éixig market is expected

Beyond these two extreme cases a list of middlescasggest alternative predictions some of them are
of detrimental nature, while others may be viewsduastable temporary situations, likely to be

quickly influenced by the relevant bi-directionaépsures, manifested in full-fledged interactivity.

One such scenario may be where firms are abledptdd local preferences and environments as well
as to handle flexible operations, but may not liutfiese capabilities due to low readiness in the
market, where demand is limited and infrastructoaalditions are unwelcoming. This may be a case
of a firm from a developed market attempting toeemt less developed market, where there is lilely t
be little interest and market potential to initiatarket entry.

Prop. 3: When F and A are high and R is low - unfulfilledgmial with limited performance, no

market entry or quick withdrawal

Another scenario may be one in which — firms arke &b adjust their operations flexibly to online
market conditions, they operate in a market withettgped infrastructure and high demand, but are
unable to adapt to local environments. Such atgiuavill limit the extent of success a firm may

enjoy by entering the market. However, here indaistbiases may prevail, where industries
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characterized by standardized services and produaysperform well when entering a market, while
industries characterized with cultural and envirental sensitivities may fail bitterly due to a non-
existing match between demand and offering. If quciducts are sold by a small number of suppliers
only part of the demand will be answered and oalyaf limited time. Such a situation will encourage
new actors to enter the market and answer the petagemands, based on better ability to adapt to
local preferences and tastes.

Prop. 4: When F and R are high and A is low — limited in&¢ional success is expected based on

industry biases, where potential success is resetvaetandardized competitive products and services

Similar to proposition 4, an alternative scenar@yrbe drawn, where a market with high demand and
developed infrastructure exists, firms are abladapt to local tastes, but are unable to leverage t
full potential of online international business.this situation firms may capture some markets wher
highly personalized solutions are necessary, bey thill find it hard to face competition and offer
attractive pricing. Again, here one can expect $tgu biases, where premium priced highly
specialized services and products may find a langeket based on niche specializations; however,
competition is quickly expected to rise, requirthg firm to stress intimate and repetitive relasioips
with a small group of loyal customers; possiblycamventing competition through customer loyalty
programs and high quality offerings.

Prop. 5: When F is low, and R and A are high — limited inggional success is expected based on

industry bias, where potential success is resefeediche specialized products and services

When a market is ripe with opportunity charactaetiby high demand and developed infrastructure,
but is served by incompetent firms unable to atiapbcal tastes or leverage net-based advantages, i
will be quickly entered by competent competitorattiwill crash the existing firms. If online

competition won't do the job, lacking ability to &ut solutions and create value through unique
propositions in agreement with local environmemeéds and preferences is likely to cause a fast

failure. Again, when a firm might have a standagdiproduct with unique attributes it may generate
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some business in the beginning, but will quickly derrun by more attractively priced and better
managed competitors that will gradually emerge.
Prop. 6: When F and A are low and R is high — unfulfilledembial or lost market opportunity,

unchanged firms may have short life span

Other scenarios may involve market conditions that inhospitable with low demand and
underdeveloped infrastructure, where firms haveg paltially advanced capabilities either answering
needs for local adaptations or needs for flexilgerations. However, this could be an indication of
market at early stages which may be triggered telde through firms offering unique specialized or
highly standardized but competitively priced saas with limited availability in traditional chanise

In such case a demand may rise, pushing for impraveastructure, and firms in this situation will
find themselves in similar scenarios described foppsitions 4 and 5, once market conditions
improve and mature.

Prop. 7: When F and R are low and A is high — non-perfornimghort term, long term performance
depends on market development

Prop. 8: When A and R are low and F is high — non-performimghort term, long term performance

depends on market development

In summary, eight propositions were made aboulikieéhood of success and the pressures firms will
be operating under in different scenarios, as ddfiny rough estimations of flexibility, adaptalyilit
and readiness levels. These may serve as an i@ractitation to research examining combinations
of firms and target markets in the internationatteat, significantly enriching current understarggdin
of Internet-enabled internationalization. It i€ thuthor’s opinion that the linkage between progert
of Internet, their influence on firms, client anduiket characteristics has been in dire need, andse
as a unique contribution to the existing body obwledge. Such an integrative approach and
perspective comes a long way from the eclecticreatfiexisting literature, focusing on certain ssu

while ignoring others although, as presented haeg, actually be closely interrelated.
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Table 2:
Summary of Propositions

Prop. Conditions Expected Outcomes

Adaptability | Flexibility Readiness

1 High High High Full success of online international operations

2 Low Low Low Full failure in a non-existing market

3 High High Low Unfulfilled potential with limited performance — no
market entry or quick withdrawal

4 Low High High Limited international success based on industry

biases, where potential success is reserved ts firm
offering standardized products/ services

5 High Low High Limited international success based on industry
biases, where potential success is reserved tg firm
offering niche specialized products/ services

6 Low Low High Unfulfilled potential or lost market opportunity,
unchanged firms may have short life span

7 High Low Low Non-performing in short-term, long-term
performance depends on market development

8 Low High Low Non-performing in short-term, long-term

performance depends on market development

Conclusion

Many optimistic predictions have been made aboaipiomises of the Internet as a new platform for
market expansion, development, and profit making. pkesented in the literature review, these
predictions, while being interesting and attractiasee not without limitations.

This paper contributes in suggesting an integratigenework and propositions concerning online
international operations, while bridging e-busineasd internationalization literatures, and
encouraging closer dialogue between scholars sethespective areas.

The suggested model incorporates three groupsasfgehdrivers serving as building blocks for online
international strategies — market, firm and neebag&ach complimenting the other by accounting for
environmental conditions, internal conditions, atethnological conditions accordingly; and a
combination of which may eventually serve as ergioé successful international expansion and
development via the Internet. A balance of intatrehships underlies the proper employment of these

drivers through - the flexibility to adjust operts to the electronic market conditions; adaptgtiiti
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adjust offerings and business processes to losd@dommental, cultural and infrastructural conditéon
and finally, and probably most crucially, the mdrkeadiness reflected in existing observable and
unobservable demand, as well as the prevailingstfuctural conditions conducive to wide-spread
Internet deployment and usage.

Such approach takes us a long way from the traditiviews of internationalization, suggesting new
paths and players in the internationalization gaagewell as new resource and social constraints.
Experiential knowledge may be gained quickly thtougass-exposure or imitation of best practices.
Lower levels of resource commitments are requitgdefich additional market entered. And finally,
psychic distance remains of importance in the sefdagm adaptability, but looses importance in
making strategic market entry choices.

Future research should strive to empirically vabdéne suggested propositions, and further analyze
the role of each component in the drivers groupssibly in different industries and cross-national
settings. Of particular importance will be the measent of the identified interdependencies and

their influence through time.
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