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Knowledge Acquisition by Internationalising Small and Medium Sized

Enterprises

Abstract

This paper investigates the acquisition of new Kedge by internationalising small
and medium sized enterprises (SMEs). Although ethkas been a growing
recognition of the role of organisational learningthe internationalisation of firms,
research into knowledge acquisition and learningnisarea where there have been
few empirical studies. Drawing on the conceptabforptive capacitythis study
explores and examines the knowledge acquisitiorcgases of international new
ventures and incrementally internationalising SMEs.

A qualitative approach is adopted, based on 12 itodipal case studies of
internationalising firms participating in the Gldb&ompanies Development
Programme run by Scottish Enterprise (the econalevelopment agency). The firms
were in the process of expanding internationally eus fitted the aims of the study.
Data collection involved multiple, semi-structuiieterviews with the chief executive
officers of the firms conducted over three conseeuyears. Secondary data on the
firms was accessed through Scottish Enterprise tagdther with expert opinion
provided both a means of validation, and enrichneéthe interview data.

Traditional internationalisation process theory b&agises the importance of
experiential market knowledge in explaining thedgia internationalisation of firms.
International new venture theory tends to place enemphasis on knowledge
intensity and unique product knowledge in explagnithe early and rapid
internationalisation of new firms. This paper pa®s insights into the nature of
knowledge used by internationalising firms andidgitishes between different types
and sources of knowledge. Findings suggest thakehamternationalisation and
product/technological knowledge are acquired dejpgnadn the decisions facing
firms at the time. Knowledge acquired is often #jpedo the individual SME.
General internationalisation knowledge, much neaghbdy the literature, was found
to be important, new to the firms and acquired lhyl@ternationalisation knowledge
is specifici.e. applicable only to the internationalisatioroqgess, orgeneric, i.e.
applicable to both overseas and domestic operatloaghts emerge into how firms
acquire experiential and objective knowledge frottemal and internal sources. The
paper concludes with a discussion of the implicetidor theory, management and

policy.

Key words: SMEs, internationalisation, knowledgergamisational learning,
absorptive capacity.



Knowledge Acquisition by Internationalising Small and Medium Sized

Enterprises

1. Introduction

This paper investigates the acquisition of knowtedyy internationalising
small and medium sized enterprises (SMEs). A grgwmumber of SMEs are
pursuing opportunities in overseas markets, andegent years governments are
encouraging more SMEs to internationalise to premetealth creation and
international competitiveness (OECD, 1997). Evidemdlicates that small firms are
internationalising more rapidly than before, soment inception (OECD, 1997,
Oviatt and McDougall, 1994). Although there is gnogvrecognition of the role of
learning in the internationalisation process, regeainto internationalisation
knowledge acquisition and learning is an area whiegee are few empirical studies,
and these are mainly quantitative (Eriksgbral., 2000; Sapienzat al.,2004; Zahra,
2004). Furthermore, little is known about the emtemeurial learning and growth
processes in SMEs and the extant literature focoseabe individual learning of the
entrepreneurs, neglecting the organisational lagrprocesses of SMEs (Deakins and
Freel, 1998; Cope and Watts, 2000; Minniti and Bygr 2001). This research seeks
to address these gaps through rich insights ineo I&arning processes of both
international new ventures (INVs) and incrementailgrnationalising SMEs as they
acquire knowledge and learn to internationalise.

The paper presents a discussion of existing litegatrelevant to an
understanding of the role of knowledge and learnimgthe internationalisation
process of firms, namely international busines®mheand organisational learning

theory. Relevant international business theoryerimdtionalisation process theory



(Johanson and Vahlne, 1977, 1990) and internatineal venture research (Oviatt
and McDougall, 1994) identifies knowledge accumalatand learning by firms as a
key influence on their internationalisatiomhis paper explores and examines the
knowledge acquisition processes of international neentures and incrementally
internationalising SMEs based on an organisatitgeahing framework of absorptive
capacity (Cohen and Levinthal, 1990; Zahra and G&02002). Internationalisation
process theory has emphasises the importance ofhdbeisition of experiential
market knowledge Johanson and Vahlne, 1977, 199@reas absorptive capacity
focuses on the external acquisition and assimiad knowledge (Cohen and
Levinthal, 1990). Experiential knowledge may beecemal or internal, for example if a
member of the firm is working with and learningrfran agent in a foreign market,
they are gaining experiential knowledge of how mwrkwvith agents — the knowledge
is therefore external as it comes from outside.

In this context, the aim of this paper is to inigesie acquisition of new
knowledge by firms as they internationalise. Thedgtuses a qualitative approach,
based on 12 longitudinal case studies of internatising firms that were
participating in the Scottish Enterprise Global @amies Development Programme
(GCDP). The programme was developed as a resuthefGlobal Companies
Enquiry (1999), which analysed the importance adbglisation to the Scottish
Economy but highlighted the limited extent of glikation amongst Scottish firms
(Scottish Enterprise, 1999). This study is partaoWider research and evaluation

project.

2. Literature And Research Framework

Knowledge Acquisition and the InternationalisationProcess



A review of the international business literatudentified three types of
knowledge that are important in the internatiorsies process of firms: market,
internationalisation and product/technological kfexge (Johanson and Vahine,
1977,199Q Erikssonet al 1997; Yli-Renkoet al, 2002; Oviatt and McDougall,
1994). Internationalisation process theory (IPBniifies market knowledge and has
been criticised for neglecting internationalisatiomowledge (Erikssowet al, 1997).
International new venture theory (INV) highlightshet importance of
product/technology knowledge. Thus there is ambygum the literature of the
importance of different types of knowledge.

Traditional internationalisation process theory stages approach has
emphasised the importance of experiential markeiMedge acquisition (Johanson
and Vahlne, 1977, 1990). Firms gradually acquiteegrate and use knowledge about
foreign markets and operations and incrementallgreiase foreign market
commitment. Following the ideas of Aharoni (19&6)d Cyert and March (1963),
current business activity is the prime source opeeence, and international
decisions are related to the operations currerglyopmed in the market. Learning
about internationalisation is seen as a cumulgiat dependent process in which
each stage adds to a firm’s knowledge, previousvleage has an important impact
on the process (Johanson and Vahilne, 1977, 200kssEn et al, 2000). Market
knowledge has been identified lassinessglients, competitors and market conditions
in a particular market, andstitutional, government, institutional frameworks, rules,
norms and values in a particular market (Eriksspal, 1997; Erikssoret al, 2000).
The assumption is that experiential knowledgeitscat and that objective knowledge
is of minor importance. Experiential knowledge nspiicit and tacit and is acquired

through operating in the market place. Internafisaion process theory has been



criticised as it neglects the role of more gener@rnationalisation knowledge that is
transferable from market to market (Erikssemnal., 1997, 2000). However recent
research has shown that firms can acquire marketvledge in other ways for
example through networks, focused research, liognstrategic alliances, acquiring
and hiring people, (Chetty and Blankenburg HolmQ@0wWelch and Welch, 1996;
Vissak, 2005).

International entrepreneurship literature and teeetbpment of international
new venture (INV) theory has emphasised the impodaof technological intensity
and product knowledge (Oviatt and McDougall, 1994:Renko, 2002). Derived
from tradition multi-national enterprise (MNE) thgoof foreign direct investment
that argues firms are international because thex fzn advantage in transferring
resources across national borders (Dunning, 1988jatt and McDougall (1994)
argue that in knowledge-based and knowledge-interfsims operating in increasing
efficient international markets, competitors try wacover unique knowledge and
product alternative knowledge. Thus early and raptieknationalisation occurs where
new ventures must internationalise from inceptioncompete in knowledge and
technology intensive sectors (Oviatt and McDouga899). INV theory has been
criticised as much of the discussion relates thrietogy-based firms (Wilson, 2000),
although studies have shown that early internaligat#on is not necessarily attached
to high technology ventures (Rennie, 1993). Re$eiato knowledge acquisition has
focused on technological learning (Zahet al., 2000). In conclusion, IPT has
focused on the acquisition of specific experientisrket knowledge, neglecting
general internationalisation knowledge related ltorrearkets and other sources of
knowledge (Erikssoret al., 1997). INV theory, on the other hand, has emphkdsis

technological knowledge acquisition and learningh(faet al.,2000).



Absorptive Capacity and Organisational Learning

Cohen and Levinthal (1990, p128) define absorpta@acity as the “ability to
recognise the value of new external informationsiragate it, and apply it to
commercial ends”. Cohen and Levinthal (1990) sugfest a firm’s learning is a
result of its ability to exploit external knowledgad is critical to its innovation
capabilities and later growth. Zahra and Geor@®2? distinguish between a firm’s
potential(acquisition and assimilation) amealised(transformation and exploitation)
absorptive capacity. Although absorptive capacag tended to focus on R&D and
innovation capability, which has led to over-emphasn technological scientific
knowledge acquisition, researchers have recentlieccdor the construct to be
broadened (Laneet al., 2006). A firm’s ability to evaluate and utilise teide
information is a function of its prior related knieadge and intensity of effort (Cohen
and Levinthal, 1990; Kim, 1998). Thus, the develepinof absorptive capacity is
history or path dependent (Cohen and Levinthal,01L99Vhen a firm wishes to
acquire knowledge it must intensify its learnindo#gf to create absorptive capacity
(Kim, 1998).

Knowledge acquisitiorrefers to a firm’s capability to identify, value dan
acquire externally generated knowledge (Cohen awhthal, 1989, 1990; Zahra and
George, 2002). Organisational learning literatwsits that the acquisition of external
knowledge is critical to a firm’s absorptive capgcand innovative capabilities
(Cohen and Levinthal, 1990). Indeed, Huber (1991dhe seminal article, identifies
the importance of both internally and externallgused knowledge acquisition for
firm learning. Internally focused knowledge acqtimsi includes knowledge acquired

prior to an organisations birth and subsequentctegperiential learning. Externally



focused knowledge acquisition includes vicariowsneng by acquiring second hand
experience of others and “grafting” on new staff writs. Firms also acquire
knowledge through scanning, focused research arfdrpmnce monitoring which

can be internally or externally focused (Huber, 9%ogut and Zander (1992) show
how knowledge can be recombined through a procéseternal and external

acquired learning.

Absorptive capacity encompasses a firm’s abilitgdgmnbine both internal and
external knowledge. It is a type of learning trgdifferent from “learning by doing”
(Arrow, 1962), where firms become more practisad afficient at what they are
already doing. With absorptive capacity a firm nayguire outside knowledge that
will permit it to do something different (Cohen ahdvinthal, 1989). Organisation
learning theory has distinguished between leartonigcrease a firm’'s effectiveness
and learning to increase a firm’'s awareness of dppiies (Huber, 1991). The
former emphasises learning within existing actatand the latter emphasis potential
activities. Described by March (1991) agploitation and exploration behaviour,
firms need both types of behaviour in organisatiéearning. Firms need to combine
learning from exploration and exploitation behavjaand manage a balance between
both types (March, 1991; Levinthal and March, 1998po much reliance on
exploration, where firms engage in new researcexpensive and may result in too
many underdeveloped concepts and ideas, whereasntoch emphasis on
exploitation is unlikely to lead to generative l@ag (March, 1991). Indeed this
supports the argument that the optimal growth & tinms involves a balance
between exploitation of existing resources andiwelopment of new ones (Penrose,
1959; Rugman and Verbeke, 2002). By focusing omecdractivities, IPT over-

emphasises exploitation behaviour, where firmssheser time in a specific market.



It overlooks exploitation behaviour where firms @sv in new markets and operations
that are unconnected to market specific, curretitiies (Forsgren, 2002).

Argyris and Schon (1978) distinguish between sirglé double loop learning
and Senge (1990) describes these different typesearhing as adaptive and
generative learning. It has been argued that mapestific knowledge acquisition can
be single loop or adaptive learning (Forsgren, 20G2develops at the operational
level and keeps the firm within its current bussieBy contrast, general
internationalisation knowledge acquisition involve®uble loop or generative
learning. It accumulates at the higher level in fin@’s hierarchy and is a driving
force to the firm to do new things (Forsgren 200RT’'s emphasis is on adaptive or
single loop learning where, as a result of expéaéknowledge, the firm deals with
problems and opportunities in their context (Jobarend Vahine, 1977).
Conceptualisation

This research takes an integrated approach to tigaéag the knowledge
acquisition of internationalising firms by combigiraspects of internationalisation
process theory, international new venture theorg arganisational learning. The
paper presents a framework shown in Figure 1, wheased on a firm’s absorptive
capacity, knowledge acquisition results from a fnability to acquire market,

international and product/technological knowledgef internal and external sources.



Figure 1: Conceptualisation - Knowledge Acquisitionby Internationalising

SMEs

Types:
Market

Internationalisation

Product/
Technologice
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Acquisition
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Exploitation
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capacity
development

In this context, the aim of this paper is to irtigege acquisition of

3. Methodology

Research Design

What are the different types of knowledge useditys?

Where do firms acquire the new knowledge from?

knowledge by firms as they internationalise. ThecHp research questions

This study is based on an interpretivist paradigimengby a subjective

approach focuses on the deep meanings and aimlevstiand what is happening in
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the totality of each situation (Saundersakt 2003). Recognising that organisation
processes are embedded in their context (Pettigi®®2), the research approach
adopted is inductive, potentially theory-buildingpntext specific and retrospective
(Saunderset al., 2003). A qualitative methodology based on intms with the
CEOs of firms participating in the GCDP was empbtbyeto secure a deep
understanding of the processes of knowledge ad¢quisby SMEs. A longitudinal
case study research design enabled the study afhtrege and development of the
firms over time including knowledge their acqumsiti (Saunderset al, 2003;
Pettigrew, 1992). Deep insights into the types sodrces of new knowledge that
firms need to acquire whilst internationalising @vattained. Multiple comparative
case studies enabled within and cross-case cormapayiand a search for cross-case
patterns and themes to provide accurate and relthbbry and capture novel findings
(Eisenhardt, 1989; Yin, 2003; Pettigrew, 1992; Nliéend Huberman, 1994).

The research project was developed in co-omerdtie Scottish Enterprise,
the regional development agency in Scotland. Accgas gained to firms that
participated in the Scottish Enterprise Global Canies Development Programme
(GCDP). The firms had completed the GCDP in thesiptes twelve months before
the first interview in 2003 and were in the procest implementing an
internationalisation strategy, devised during tlegpamme. Ghauret al., (2002)
suggest that each case in a multiple case studstigation should be selected to
serve a particular purpose in the study. In thégaech it was not known in advance if
the firms had common characteristics (Stake, 200@9. firms were different types of
Scottish firms wishing to expand internationallywias found during the research that
they were from a mixture of manufacturing/servindustries, high/low technology

and international new ventures/traditional SMEsugkhe criteria used for selection
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was richness of data and replication logic (PetB88) rather than random sampling
(Patton, 2002). Validity is enhanced through eraetgelationships being confirmed,
theory can be refined or extended where casesrdistathe relationship (Eisenhardt,
1989). Case studies are generalisable to thedrpticpositions, not populations as in
survey research (Yin, 2003). The firms were inghecess of internationalisation and
thus fitted the aims of the research. All of then were approached, fifteen out of
eighteen agreed to participate in the researcleelfirns then dropped out during the
research period, one was taken over, a seconctagebbits business to the USA and a
third was not an SME and felt the programme wage@let/ant.

Case studies can be exploratory, descriptive aptaeatory (Yin, 2003). In
this study all three approaches were used. Theoexply aspects allow the
researcher to answer “what” questions; what wesagsues facing the firms and what
new knowledge was required? A descriptive appraathken to portray an accurate
profile of the events and situations. An explanasgproach seeks to establish causal
relationships between variables and answer “howl’“arhy” questions (Yin, 2003).
Data Collection

Data collection involved multiple, semi-structurgderviews with the chief
executive officers (CEOs) of the firms, carried aver a three year period. Each
CEO was interviewed annually over the years 200842and 2005. The interviews
lasted approximately one hour and were taped ardribed. The CEOs were the
prime focus of attention as they are the key dewisnakers in the SMEs. The
longitudinal design of the research enabled dataated from the interviews with the
CEOs in earlier settings to provide the contexttfar interpretation of later events
and data collected later provides confirmation abthe new insights into the

interpretation of data collected on earlier ocaasigHuxham, 2002). The research

12



used multiple sources of data allowing data tridawgon (Yin, 2003). The researcher
had access to other key informants in several feintsto Scottish Enterprise records
and experience. These included consultants’ repastociated data on each firm, and
expertise within Scottish Enterprise (the GCDP atiges and account managers who
worked with the firms), which enhanced the validitythe research through cross-
checking and provides a more complete and holistidrait of the phenomena.
Corroboration of the interviews through the use Swfottish Enterprise archival
records and other secondary data was used to talida research (Ghawet al,
2002).

It is recognised that the role of the researchefited in qualitative research.
To ensure validity the researcher is required tdewstand the received information,
be a good listener, understand what is meant by islsaid (Ghauriet al.,2002). To
assist with this process, background reports orctimepanies were consulted before
each interview. A semi-structured interview schedubs prepared in advance of the
interviews, which helped the researcher to conth@ situation, ask the right
guestions, adapt to new or unexpected situationsdmvelop trust. The interview
schedule was prepared using open questions arnurdhess questioning language of
“what, who, where, why, when and how” recommendgdbttigrewet al (2001)
This supported the exploratory and inductive natfréhe research. Table 1 below

illustrates the nature of the questions.

Table 1: CEO Interview Questions Extract — Knowledg Acquisition

1. What were the main issues in your firm's internadilactivities over the last year?
2. What were the triggers for these?
3. What did you find you needed to know more abowtde@ach of these activities?

- What areas of knowledge were needed?

- Where did you learn or acquire this knowledge?

13



Analysis

The case study analysis used both within-case aoss-case methods as
recommended by Miles and Huberman (1994). The aisalywvolved a process
analytical abstraction where analysis was perforoaeg by case, cross case by group
and across all groups. Case data was categorigedanables, matrix and text tables,
and content analysis summary tables were createdntiertake and present the
analysis of types and sources of knowledge usetthdyirms (Miles and Huberman,
1994).

The constituent components of the knowledge adtis{types and sources
of knowledge) were classification into variablesieTdefinitions of the variables are
shown in table 2. The types of knowledge acquligdirms were classified into
market, internationalisation and product/technalajknowledge. Market knowledge
is defined as the acquisition of business andtutginal knowledge of a specific
market. Internationalisation knowledge is generabWedge that is not market
specific and is transferable from market to marketh as management processes and
market entry modes. These may be general procesgels as head office
administration or for example knowledge of salesrapons acquired in a market but
can used world-wide. The in-depth nature of thiseeech enabled these different
types of knowledge to be distinguished. Produdtifietogical knowledge is the
acquisition of specific technical knowledge to depeand supply products including
and the research and development of technologyekample, this may include the
knowledge to manufacture products and supply sesvior the use of external
manufacturers.

The source of each knowledge type was analysedesatibed. This was

categorised into internal and external sourcesdwhiere dichotomous). Internal
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sources can be experiential or objective sourcés@iviedge and external sources
include published information and vicarious (ex&ghacquired experiential

knowledge).

Table 2: Classification Used For Knowledge Acquisibn Variables

Component of Classification for Definitions of variables
absorptive capacity variables
Acquisition Type of knowledge| Market knowledge: Specific business and

institutional knowledge of a country market.

Internationalisation knowledge: General

knowledge which is transferable from country to
country, includes internal management processe
and market entry modes.

(%)

Product/technological knowledge Specific
knowledge to develop and supply products
including the research and development of

technology.
Acquisition Source of Internal sources Experiential (tacit knowledge)
knowledge and objective (explicit knowledge).

External sources:Published (explicit knowledge)
and vicarious (tacit knowledge).

An analytical framework was constructed during &n@lysis whereby four groups of
firms were identified: start-up firms, internatidisang technology-based firms,
internationalising manufacturing firms and firms ath were not actively
internationalising or de-internationalisedhe firms were also categorised by
knowledge intensity as; traditional; knowledge—-nsi®#e and knowledge—based using
Oviatt and McDougall's (2005) classification.
Profile of the case study companies

The twelve companies involved in the research wirera a variety of industry
contexts. Seven firms started international aotisiwithin six years of starting up
and were classified international new ventures @NVFive were incremental
internationalisers that started internationalisatidter six years of domestic trading.

All firms had some international experience wheaytloined the programme and
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were team managed. They were all independent Slkeditims, except for one firm
that had been a technology SME that merged witbidorcompany but retained the
original business unit in Scotland. Three of thren§ were start-ups that were spin-
outs from other organisations. One was a spin-ounhfan SME, another was a
university spinout and a third was a GCDP particnqgamanufacturing firm that went
into liquidation during the research, where the Ci&ted a new venture. Five firms
were small firms with less than 50 employees atgginning of the research. Seven
were medium sized firms of which six firms had l&san 250 employees. One firm
had experienced high grown in the previous fewgyead had 320 employees.

Four groups of firms were identified and were giveames to preserve
anonymity as follows; three start-up firms (SU1,2583U3), three technology based
firms (TECH1, TECH2, TECH3), four manufacturingnfis (MAN1, MAN2, MANS3,
MANA4) and two firms that were inactive internatitisars (IN1, IN2). Two of the
start-up firms began trading during the researcé;third was still in the process of
developing the new idea. The manufacturing andn@cdgy-based firms continued
their internationalisation. The two inactive intationalisers did not internationalise
further to focus on the UK business. One of theséntained its previous level of

international business and the other de-internalised.

4. Findings And Discussion
Market, Internationalisation and Product Knowledge Acquisition

Findings suggest market, internationalisation anwdgpct/technological
knowledge were acquired by firms depending on efiiatdecisions facing firms at

the time, growth objectives (e.g. gain market pmese expansion in new markets,
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consolidation, penetration of existing markets)d grerformance and knowledge

intensity of products. The knowledge acquired terfpecific to the individual SME.

Table 3 below shows the types of knowledge usedirnys and whether it was

acquired from internal or external sources.

Table 3: Types and sources of new knowledge
Firms KB, KI, T| Market International Product/Technological
Knowledge Knowledge Knowledge

I E I E I E
SuU1l Kl v v v v
SuU2 KB v v v v v v
SuU3 Kl v v v v v
MAN1 T v v v
MAN2 Kl v v v v
MAN3 T v v
MAN4 T v v
TECH1 | KB v v v
TECH2 | KB v v v v
TECH3 | KB v v v v v
IN1 Kl v v v v v
IN2 T v v v v
KB — Knowledge-based firm | — Internal sources
Kl — Knowledge-intensive firm E — External sources

T — Traditional firm

Market knowledgevas needed by the manufacturing and technologysfir
when they expanded in existing markets, entered maw markets and adapted
products to overseas markets. Nearket knowledgeesulted in firms acquiring and
building close relationships with overseas partneistomers, suppliers,
manufacturers, distributors and agents. They aeduincreased knowledge of
overseas markets, developed customer-focusedraldsls and processes throughout
the firms which could be transferred to other mesk&ustomer-focused product
development processes were created to supporefgrewth. Firms increased sales
by penetration, consolidating or entering marketd gaining market profile in new
overseas markets. Inactive internationalising firffoemed domestic partnerships,

developed sales focus and increased sales operatitiee UK. The start-ups required
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market knowledge to adapt the new products for dirierseas markets and gain
market presence. Entering new markets requirechseteeffort by all firms. It was
more time consuming and costly than expected, traguin slower expansion into
other markets.

For example the CEO of MAN4 commented/é want to be a global business and
there are still markets which are unexplored...... Wen'tddave international
resources to develop all markets. When we set ufpy8usubsidiary we did not want
to start a new project till we made money. We learrot about the US, but each
market is differerit

Internationalisation knowledgeras the most frequent new knowledge needed
and was acquired by all firms. This knowledge waintl to be eithespecific or
generic For example, managing overseas partners, intenat management
structure, project management, overseas franchisags and marketing processes
are specific to the internationalisation processnésic internationalisation knowledge
involved firms acquiring knowledge to improve heaffice management structures
and delegation in order that both UK and overseasagers became involved in
decision-making. This knowledge is applicable tothb@verseas and domestic
operations.

Where firms had under-performed overseas, for el@ngs in the case of
MAN2 and MANS3, there was period of consolidatiorfdve continued expansion.
This often involved the conversion of specific nerkknowledge to general
internationalisation knowledge and management khow; e.g. the acquisition of
international project management skills (MAN3) amghroved international sales and
marketing processes (MANZ2).The CEO of MAN2 commentedWe weren’t

performing as well in sales as we should and idiextithat sales and marketing were
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our weakness in the business. We brought in andeutonsultant to develop the
people but also to develop processes internallypntmitor and plan properly The
conversion of knowledge also applied to inactiveennationalisers which acquired
market knowledge of UK customers to develop newdpets and services. Thus,
different types of knowledge were often inter-retht

Overall, increases in internationalisation knowlkedgesulted in strategic
approaches to decision-making, new managementnsystbetter costing, project
management and planning, costing and control. Maskzy models were developed
that could be applied to new markets. Firms dewetagirategies which enabled them
to compete world-wide, for example, increasing $ylexibility, achieving scale of
operations with less reliance on few customersellgdtual property protection
strategies. These resulted in increased sales rapdoved profitability. Inactive
internationalising firms increased sales to exgstand new customers in new UK
regional markets.

Finally, internationalisation knowledge is developed froracsfic market and
product knowledge. Thus the findings of this stuslyggest that the use of
internationalisation knowledge by firms to suppibetir current overseas activities is
an important driver of internationalisation. Thiashtended to be overlooked by
internationalisation process theory.

Product/technological knowledg&as continuously acquired by all firms in
the sample except the traditional manufacturerse Tachnology firms were
concerned with R&D commercialisation and profitapito develop new products to
support growth. Newproduct and technical knowledgenabled them to use
technology todevelop new innovative products, adapt and launmcldycts to meet

world-wide customer needs, and use technologicabvations to add value to
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manufacturing output. The CEO of SU2 commentéd feach of the major
geographies we learned that you have to do songtfiiferent and understand and
develop the different solutions that were neededaich country. This was then put
into our sales messageFirms alsodeveloped product knowledge to more general
internationalisation knowledge. For example, ome f{lTECH 1) needed to improve
the management of its UK sub-contractors. Anothen f(TECHZ2) transferred
manufacturing under licence to overseas contractorgeduce costs, acquired
knowledge on how to protect its intellectual prap@nd set up a licence agreement.

The manufacturing firms did not acquire new prodkrmdwledge where they
had well defined product ranges and focused onldpwve overseas markets for
existing products. In support of IPT (Johanson &fahlne, 1997), new product
knowledge was not always important for a firm’semmational growth. However, this
was irrespective of whether firms were INVs or groental internationalisers, for
example as in the case of MANL1, a traditional maaotufring firm that went straight
to overseas markets at inception. Thus althoughstinidy supports the view of Bell
al. (2003) and Oviatt and McDougall (2005) that temlbgical knowledge is an
important driver of internationalisation, this spudund that traditional manufacturers
adapting well understood technologies may also ekmbmn early and rapid
internationalisation.
Internal and External Sources of Knowledge

Table 3 above shows that acquiring new knowledgenfboth internal and
external sources was important for all three typieknowledge, thus supporting the
importance of externally acquired knowledge suggkdily the absorptive capacity
concept (Cohen and Levinthal, 1990). Firms acquéergeriential knowledge from

outside the firm for example, by recruiting stafiSing external consultants and
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overseas government agencies. This is an impostanice of knowledge which is
neglected by the internationalisation processditee (Johanson and Vahlne, 1977;
Erikssonet al., 1997). With the regards to acquiring market knalgke the CEO of
MAN4 commented Finding the right people in each country and makitgp
investment to find and support overseas staff isnding factor that has a major
influence on the firm’s internalisation” SU2 employed a new director with high
industry and international profile, the CEO comneentX’s knowledge of the
international market has been an eye opener, wethadght the US was the main
market to crack, but with X’s involvement we milghte more engagement with the
Middle and Far East, so it will be a learning pr@se We are currently learning what
he knows that we didn’t, it is all additional kn@abé. The CEO of SU3 explained
that UK government contacts abroad are an impogaatce of knowledge, stating
“The Scottish Enterprise man on the ground in Claaa able to help and support us
and introduce us to potential design manufactupagtners in China. We developed
a good working relationship with him and speak meseks. For example, although
the people we deal with people speak English.because of different cultures,
misunderstandings can happgen Firms also acquire knowledge from external
consultants, as the CEO of SU3 explainédtifough over the years | have traded
with China, | have never had to get into that soitpartnership. We employed a
consultant to learn about the culture, which wasyveeneficial. The first thing we
learned is not to expect the same culture as youe v the UK of doing business —
the practices are totally different

Furthermore, the study found that firms used artdnotombined external,
internal, experiential and objective sources of videoge. New knowledge was

acquired internally from individuals and groupshaitthe firm, for example, creating
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cross-functional project groups, CEO prior experasd experientially thought visits
to overseas markets. All firms combined these ivakersources with external
knowledge sources from the UK and abroad such gmlists, competitors,
customers, local community, government sourceslighéd reports, partnerships and
the recruitment of new employees with knowledge exykerience. Thus, combining
internal and external knowledge was an importarawkedge source. There were
some occasions where firms used only external ssur€ new knowledge and there
were very few occasions when firms only used irgkraxperiential sources of new
knowledge. All firms except one (TECHL1), looked a@mternal sources to acquire
internationalisation knowledge and relied on manag# experiential knowledge
only. This firm suffered delays the establishmehftite US subsidiary, findings
suggest that external advice might have helpedirtineto acquire internationalisation
knowledge quicker and prevent delays in its inteomalisation. Lack of acquisition
of external knowledge is a barrier to learning. §h&ndings support the knowledge-
based view of the firm that highlights the impodarof combinative capabilities in
the internationalisation of firms and the accumatatof know-how (Kogut and
Zander, 1992, 1993).

Whilst this study supports the view of IPT thatnfg acquire market
knowledge from operating in the market (Johansah \&ahlne, 1977), it was found
that when firms were expanding in an existing maggl/or entering new markets,
they looked to both external and experiential sesirof market knowledge. For
example, they combined internal experiential knolgke from operating in and
visiting overseas markets, with external expertigerecruiting sales and marketing

staff, accessing UK government support and ovensetrsorks, consultants and other
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advisers and published sources. These finding stighat objective and vicarious

experiential knowledge are important external sesiaf knowledge that extends IPT.

5. IMPLICATIONS OF THE RESEARCH
Implications for the Literature

The distinctions between the types of knowledgehdwered and not clearly
distinguished in the literature (Johanson and Vahlt97; Erikssoret al., 1997).
This inductive, in-depth approach has helped toawslr these complexities and
provide additional insights into the nature of kiedge acquired by internationalising
SMEs. It was found that firms acquired and combimedket, internationalisation and
product/technological knowledge. This supports itiea of general or generic
international knowledge suggested by Erikssbal (1997) but additionally proposes
that general internationalisation knowledge carnwve types. First, it can be specific
to the internationalisation process and transferabldifferent markets, for example
knowledge of market entry modes, managing overagasts and partners, overseas
franchising, overseas project managemgetond, there is generic knowledge which
is applicable to overseas and domestic marketsexXample delegation, knowledge
sharing systems, WEB design.

The study also explored the importance of prodecitological knowledge of
internationalising firms, which was largely ignored IPT and limited to technology-
based/intensive firms in INV theory (Johanson andhide, 1997; Oviatt and
McDougall, 1994). Furthermore, by focusing on theguasition of knowledge
internally through a firm’s current activities, IPdpplies a narrow definition of
experiential learning (Johanson and Vahlne, 19%fsdfen, 2002). On the other

hand, absorptive capacity emphasises the importahegternal knowledge (Cohen
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and Levinthal, 1989). By empirically examining soes of knowledge used by SMEs
in the processes of internationalisation, this aese found that firms combine these
sources of knowledge, distinguished between anldliglged the importance of other
sources of knowledge. For example, this researgbesis that firms can increase the
pace of internationalisation through the acquisiti@of external experiential
knowledge. The research has highlighted the impoeaof objective sources of
knowledge in the form of published research andrmftion used by firms, which is
largely ignored by IPT. Table 4 presents a framéwir illustrate the different
dimensions of knowledge sources used by internalimng in firms for each

knowledge type.

Table 4: A Typology of Knowledge Types & Sources in SME Inteationalisation

Source of knowledge Market Internationalisation Product/technological
Knowledge Knowledge Knowledge
Operating in overseas Cross functional project| Working with
Experiential | markets. teams. customers/partners.
Internal
Market information Management Formal internal
Objective system. information system. product knowledge

management system.

Acquiring staff with | Acquiring staff with the | Acquiring staff with

Experiential the experience, _ experience, using the experience, using
External government bodies | consultants, GCDP. consultants.
overseas.
Published market Publications, books. Published scientific/
Objective research and other technological
publications. research.

Lessons for Management

To increase absorptive capacity and hence learrimgs acquired external
experience for example by recruiting people or &owy external advice. Barriers to
learning included the inability of firms to acquinew knowledge externally. A key
lesson for management is that it is important fon$ to recognise what they don’t
know. The public sector has a role to play to Helps to recognise these learning

needs and acquire new knowledge.
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Implications for Public Policy

The GCDP provided specific market, internationaissa and product/
technological knowledge to meet the individual camps’ needs. External
knowledge and support gained by participating en@CDP helped firms to increase
their absorptive capacity. This is particularly on@ant when new knowledge is
unrelated to its on going activity i.e. when abs$@m capacity is not a by-product,
firms must dedicate effort exclusively to creatialgsorptive capacity (Cohen and
Levinthal, 1990).

Rapid internationalisation offers potential higlowgth for both traditional and
knowledge based/knowledge intensive firms; howeiners a high risk activity
(Sapienzeaet al., 2006). The GCDP involved targeted provision; t&tbto meet the
individual companies’ needs to help companies redhis risk. Whilst the knowledge
required was often firm specific, it also involvgdneral aspects that were important
for general business management. Thus, althoughintieenational focus of the
programme was important for the firms, there areegal aspects involving
organisational and management development that dmilprovided through generic
management development or growth programmes thatd coffer cost-saving
advantages.

Recommendations for Further Research

This research has shown that knowledge has a isigmifinfluence on SME
internationalisation. In order to take the literatdorward it is suggest that a new
approach is developed incorporating existing fraork (such as IPT) but where the
knowledge based view and absorptive capacity haweoege critical role. This
supports suggestions by some researchers for ambstic, integrative approach to

the analysis of SME internationalisation (Covigdlzd Martin, 1999; Jones, 2001) and
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that using an approach linked to, for example thevwkedge based view, would be
advantageous (Kuivalainen and Bell, 2004).
Limitations of the study

The sample selected were participating it the GODRilst this offered good
access to the firms and secondary sources of ttiggdimits the generalisability of the

findings to firms actively engaging in internatidisation.
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