MARKET LINKING AND MARKET LEARNING:

SOCIAL NETWORKS IN SMEs’ INTERNATIONALIZATION.

Abstract:

This paper follows a longitudinal perspective tgplexe how social networks influence
market linking and market learning patterns, ad a®their inter-action.

Social networks were found to play important lirkkimles, providing the firms with an
instrument for international expansion. It was fduhat these may be used as market-sensing
tools, allowing relationships previously used foarket linking to become drivers for market
learning. The paper contributes to behavioural @@gtres on internationalization and, more
specifically, to the argument that social networkgay a key role in SMES’
internationalization, linking them to new marketglgroviding the instruments for learning
about those markets deemed to be relevant. Ircpkatj the paper offers two contributions to
the behavioural literature on internationalizati¢ft) after entering new foreign markets,
relationships previously used for market linkingynteecome drivers for market learning; and
(2) at a later stage, as the SME intends to dedégemternational market learning, the
recourse to the same relationship for both mairiké&ing and market learning may become

impossible.
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MARKET LINKING AND MARKET LEARNING:

SOCIAL NETWORKS IN SMEs’ INTERNATIONALIZATION

INTRODUCTION

The network perspective has gained an increasiegamece in international business studies.
In today’s rapidly evolving and challenging econoranvironment, network-like governance
approaches are often envisaged as better suitadrbee traditional, hierarchy-based, forms
(Snow, Miles and Coleman, 1992; Nohria and Ghosl&7; Térnroos, 2002). Multinational
firms are conceptualised as integrated (Bartlett @hoshal, 1987) as well as differentiated
(Nohria and Ghoshal, 1997) networks. Their businesgs act as specialised entities
coordinating activities in shared knowledge andigies-taking organisational contexts. The
concept of business networks has been used byvRdrhdition to portray the type of inter-
firm relationships dominant in international indugt markets; such networks may take the
form of activity chains, encompassing manufactyrensermediaries and end-customers
(Hakansson and Snehota, 1995). More recently, Haiggl Seely-Brown (2005) introduced
the concept of process networks to express thedowiion of activities across multiple tiers
of companies within a business process.

However, although these approaches recognize tlporiamce of social interaction for
business success, they model relationships notpasifis to individuals, but rather as
formalised within particular business units or dépants in the firm or firms concerned
(Harris and Wheeler, 2005). If this view may beegtable when dealing with large firms, it
may not be suitable to depict the specific featuoésnetworking in small business
internationalisation. In this case businesses aftgnon a wider network, a social one, where
the manager’s experience and his or her sociaffdigbtate the internationalization process
(Chetty and Blankenburg-Holm, 2000; Ellis, 2000).

In fact, international business literature has ulntkd the important role played by managers’
social ties in SMES’ internationalization (EllisQ@); Johanson and Vahlne, 2003 and 2006;
Andersen, 2006). Extant literature recognizes siitalls’ specificities, and addresses SMEs
peculiar power structures and decision processhs. roles of the manager, founder and
entrepreneur overlap presenting blurred boundghesaughey, Welch and Welch, 1997;
Ellis and Pecotich, 2001; Zain and Ng, 2006). Bated Holmquist (1996) depict small firms

as having reduced organizational structures, bettically and horizontally, and strongly



depending on the manager's personality. Concugrenith its flat structure, the lack of
functional resources steer these firms towards uke of more focused and flexible
internationalization approaches (Li, Li and Dald2004). Hence, managers rely on existing
social ties, which provide trust and reliabilitydaallow coping with market uncertainty, while
reducing information costs (Wong and Ellis, 2003ncial networks not only frame how
individuals perceive new opportunities (Arenius &ldrcq, 2005), namely the international
reality (McDougallet al, 1994; Mathews and Zander, 2007), but also actradibility
providers (Dominguinhos and Simodes, 2005; Komulaindainela and Téahtinen, 2006).
Furthermore, manager’'s social networks are an itapbrinstrument for resource access
(Jenssen and Koening, 2002), namely market knowlédgndal and Chetty, 2005).

The present paper is focussed on the role of spetaforks in market entry and development.
Social networks facilitatenarket linking, that is the extension of firm’s international etr
scope: they provide references that may be modbilsesmall firms to reduce the perceived
risks of venturing into an unknown territory ( Wie|c1996; McGaughey, Welch and Welch,
1997; Ellis and Pecotich, 2001) ; they enable ablel experiments in distant but culturally
similar market environments (Bjorkman and Koéck, 39€oviello and Macauley, 1999;
Camara and Simoes, 2006; ) ; and they may leachdoreéactivation of “relationship
sediments” to explore new markets ( Agndal and ss@h, 2002). But social networks may
also fostermarket learning, that is the development of specific knowledgeuhgarticular
markets, to better understand customers’ prefesgncempetitors’ moves, suppliers’
capabilities and environmental opportunities andllenges (lllia, 2003; Harris and Wheeler,
2005). Experiential market learning involves namély the deepening of knowledge about
customers, (2) the understanding and responsiveaastes, norms, values and government
decision-making process in foreign locations, aBdtije firm’s development of capabilities
to engage and to gather resources for internatmperations.

Adopting a longitudinal perspective of small firmaternationalisation and taking into
account the process of relationship learning (Jsd@am and Vahlne, 2003 and 2006), the
paper is aimed at understanding how social networlisence market linking and market
learning patterns, as well as their inter-actiohe Tinfluence of social networks in such
strategies will be assessed for both early and &tges of international development, as to
each stage will correspond different knowledge @&mdent and distinct social networks
maturations (Dominguinhos and Simdes, 2005; Haangd Wheeler, 2005; Camara and
Simdes, 2006). The analysis will be based on tindysdf four exporting SMEs.



The paper includes five sections, excluding thesgmé introduction. The first section
discusses how social networks are used for markking and learning. Methodological
issues, including the choice of the case study otktlare addressed in section two.
Subsequently, the case studies are presentedefeolerview of each firm and a longitudinal
perspective of its international involvement argedeped in section three. The main findings
are discussed in section four. In the final sectibre conclusions and issues for further

research are presented.

MARKET LINKING AND LEARNING IN INTERNATIONALISATION PROCESSES
Johanson and Vahlne (2003 and 2006) argue thaioreship commitment is a central driver
in SMEs internationalization processes. In conttastheir original stance (Johanson and
Vahine, 1977), they suggest that nowadays the gem@ot of relationships is more relevant
than country psychic distance in shaping the geagcgpattern of SMEs internationalisation.
This argument leads to put the focus on the natifitke ties connecting actors. According to
Adler and Kwon (2002), internationalization may &€bonding” or a “bridging” process,
calling the attention to both the quality (Colema®88) and the quantity (Burt, 2000) of
available ties, and their consequences in ternmutgfome. In fact, Granovetter (1973) points
out that the way ties are used differs accordinthéir nature or, in other words, according to
their strength. While week ties enable to accesg méormation and link social clusters
otherwise disconnected, strong ties provide redoindt®formation and the deepening of
existing learning trajectories. In the internatibnantext, whilst week ties are used in the
process of search and detection of new partnerd, baisiness opportunities, strong ties
provide a sounder basis for final partner selectad cooperation (Wong and Ellis, 2002;
Rangan, 2000). This perspective has close conmsctithe rationale behind the concepts of
market linking and market learning introduced ie firevious section. Market linking is to a
large extent undertaken through the mobilisationveék links, while strong links appear to
be instrumental for market learning. Behaviour&éiinational business literature stresses the
importance of building harmonious relationshipswaterseas customers as an instrument for
international growth (Leonidas, Katsikeas and Hadjicou, 2002). Similar views stem from
the IMP tradition, underlining the advantages obdyduyer-seller relationships (Ford, 1980,
Hakansson and Snehota, 1995).

It is therefore consensual that both market linkamgl market learning are essential to foster
SMES’ internationalisation. The question remainswéver, on the mix of the recourse to

those approaches. In many instances the firm isdfagth options regarding such mix, for



instance due to the sheer costs of keeping reltipa alive or as a consequence of changes
in the competitive environment (Hakanson and Sreeht®95). Harris and Wheeler (2005)
highlight the important strategic roles of interganal relationships in internationalization as
well as the operationally functional roles of lingi new markets and learning about them.
While sharing the same view, it is argued that dpéion is better understood taking a
longitudinal perspective of SMEs internationalisatiprocess. For this reason, a distinction

between different internationalisation stages lallconsidered for hypotheses development.

Early Stage

In the initial stage of international developmeitmns often lack international experiential
knowledge. However, this type of knowledge is eBakto allow the firm to establish close
market contacts and to improve the performanceoddign operations (Hunt and Morgan,
1995). In the absence of such knowledge, the hkeld of failure could be very high
(Erramilli, 1991).

Not surprisingly, traditional internationalizati@pproaches indicate that in the early phases
of the internationalization process, firms tendpi@fer entry modes without investment,
gradually moving to other more sophisticated, reseylemanding, entry modes (Johanson
and Vahlne, 1977, 1990). According to Uppsala’s ebodommitment and market learning
will contribute to decrease the perception of pgyahstance and uncertainty, leading to a
virtuous cycle of increased learning and commitmerihe markets concerned (Johanson and
Vahlne, 1977). Subsequently these authors (Johaasd Vahine, 1990, 2003 and 2006)
have underlined the role played by relationshipriesy in this pattern. Likewise, Chetty and
Patterson (2002) argued that the uncertainty briougltby psychic distance may be reduced
by means of inter-firm cooperation. Such cooperatian also ease the access to resources
otherwise unavailable (Jenssen and Koening, 2008) farther promote the interaction
between firms. Interaction can foster the develamnué inter- personal ties, strengthening
social networks between those involved in the imagonal process.

Indeed, operating through a network offers multigldvantages. As an example, the
coordination of activities between buyer and seltan open the door to new markets
(Johanson and Mattsson, 1988; Chetty and Camphsit;F2000; Komulainen, Mainela and
Tahtinen, 2006). Other advantages may include tteess to market knowledge, risk
reduction or scale economies (Li, 2001). Socialwoeks can also provide valuable

information and motivation to enter new internaibmarkets (Korhonen, Luostarinen and



Welch, 1996; Ellis, 2000; Andersen, 2006). Actyalvhen a firm enters a new foreign
market, it may lack specific knowledge and finahaiasources to establish its own
distribution chain (Eriksson, Johanson and Majkgdr@97; Coviello and Munro, 1997).
Relying on others to access foreign markets, allémmss to mitigate resources scarcity, to
focus on the activities they are best at, whileuaaog new knowledge and capabilities
(Achrol and Kotler, 1999). Due to this division t#bour, implying a smaller number of
activities and thus requiring less financial resest firms become less vulnerable to market
instability, reducing the risk of loss (Miller, 18P Furthermore, division of labour, while
allowing firms to focus on a particular activityadlitates deeper learning and enables
“dynamic specialisation” (Hagel and Seely-Brown02)) Networks flexibility allow firms to
shape the organization on the basis of business temks, quickly responding to market
changes (Johnston and Lawrence, 1988; Hakanssajoaadson, 1992), thereby providing a
buffer against market turbulence (Achrol and Kqtl€399).

To sum up, and as previously discussed, social arkivmay facilitate and drive SMES’
internationalization in three ways: information béts, legitimacy and actor mobilisation.
Hence, international business literature points tat the search for new markets and
resources can influence relationships’ developni@uatkley and Casson, 1988). These may
be envisaged as linking devices, allowing the fiongain access to new markets (Agndal and
Axelsson, 2002; Harris and Wheeler, 2005; Ander2606).

Social Networks and Market Linking

Internationalization is a complex decision for SKEue to the variety of available options
and the risks it entails (Zain and Ng, 2006). Toc# out, firms rely on relationships with
customers, suppliers and other stakeholders, wdachinfluence and support such decisions
(Bell, 1995). Export-support organizations and revampetitors can be an extremely
important source of information for the internadiming firm (Chetty and Blankenburg-
Holm, 2000).

By pointing out market opportunities and providihg means of entry (Coviello and Munro,
1997), partners set up bridges between, otherwgmohected, parties. This comes in line
with Burt's (2000) structural holes theory and witie findings of international business
literature on the importance of third parties médgrole to link international partners (Li,
2001; Ellis, 2003; Havila, Johanson and Thilenk@04). The contacts between individuals

typically extend beyond the boundaries of formampany links, for which reason key



individuals may play a central role in establishimgaintaining and developing networks
(Welch and Welch, 1993 and 1995; McGaughey, Wetch\&elch, 1997).

In the SMEs setting, where the entrepreneur tylyicantralises marketing (and, thereby,
export) functions, these connections are fundarhémtéhe establishment of social ties (Jack,
2005; Welch, 1996). Entrepreneurs’ social ties en#ie creation of social capital (Nahapiet
and Ghoshal, 1998) while exposing the firm to eseahd opportunities, which can
materialize in the carrying out of international smesses in the markets concerned
(Andersen, 2006). Entrepreneurs’ relationshipsoften characterised by richness of content,
fast mobilisation and geographical reach, corredpanto what Agndal and Axelsson (2002)
call the firm’s opportunity network.

Mutual trust built between partners allows thatiahirelationships open the doors to new
opportunities, with the actual partners providingibess information and introducing would-
be partners (Ellis, 2000; Komulainen, Mainela e tiregn, 2006). Furthermore, not only can
social relationships help in the identificationpaftential buyers (Bjorkman and Kock, 1995)
but also ease the international entry, as theyigeoaccess to additional relationships (Welch,
1992) and resources (Boissevain, 1974).

In this line of thought, Agndal and Chetty (20059nfirm the importance of social
relationships in SMEs strategic options for thecpss of choosing and entering international
markets. This importance materialize in the legitilon provided by social ties (Ellis, 2000;
Komulainen, Mainela and Tahtinen, 2006), in thayathey offer to the burden of operational
tasks (McGaughey, Welch and Welch, 1997) or eveeasing up resource access (Jenssen,
and Koening, 2002; Camara, 2006; Camara e Simd¥¥)2 Such setting is especially
relevant for the internationally inexperienced fmwhose resource endowment and
experiential knowledge are particularly weak (Enthm1991; Leonidas, Katsikeas and
Hadjimarcou, 2002).

The literature revision carried out above leadh&following proposition:

Proposition 1 At their early internationalization stage, SMEs rely on social networks as an

instrument to link to foreign markets.

Later Stage

Interaction is the basis of any relationship. Adtog to the social exchange theory,
interaction is defined as a process of continuaumsections and associations between actors

that, in turn, creates the motivation to new intéoas along time (Cook and Emerson, 1978).



Specifically in the internationalization contextalkhnsson and Snehota (1995) claim that
interactions between individuals put together thieldes that, in a later stage, deepen the
relationships between firms. These relationshipy mesult in an intricate combination of
bonds, both at individual and collective levelsisThircumstance underlines the importance
of the quality of the links, referring to the bongdieffect in Coleman’s (1988) terminology.
Bonds set up by individuals impact the quality ofufe interactions, while developing as a
result of interactions.

Interactions encompass three processes: exchaogelitation and adaptation (Moller and
Wilson, 1985; Johanson and Mattsson, 1988). Exanasghe core of interaction, where
resources like production goods, capital, and teldwyical, organisational and marketing
information and knowledge are transferred or shéwethe benefit of both parties. Exchange
processes refer to episodes comprising the traméfealue between two parties. In more
enduring relationships, the actors do not usuatu$ on just one single deal. Instead, they
seek out for potential ways to develop the relagm on a long-term basis. The term
relational exchange refers to interlinked exchamgésodes embedded into interactive
relationships, characterized by economic, sociagal, technical, informational and
procedural bonds.

Coordination arises from the division of labour it networks, meaning that firms are
dependent on each other, calling for wayswhich the interacting organizations match their
actions and decisions in order to achieve the d@ggelbenefits from the business relationship.
Such processes include decisions on the termscbiaege between participant parties, norms and
procedures concerning how the exchange processés be carried out, and unplanned responses
to conflicts and relevant environmental changldaptation takes place from the need of
undertaking adjustments between interdependentsfirmhile strengthening the bonds
between them. Adaptations may be needed in theeslismexchanged or in the process of
exchange, for example in products or servicesinantial arrangements, and in information
routines or social relations.

As relational exchange is largely governed by theictural elements of a business
relationship rather than by open market forcesait involve the sharing or transfer of social,
economic or psychological goods or a combinatiortheim (Bagozzi, 1974; Granovetter,
1985; Coleman, 1988). Actually, Hakansson (1982ntsoout that exchange processes
between selling and buying firms are not facelests do take place within an emotional
context or “atmosphere”. Leonidas, Katsikeas, aadjirharcou, (2002) claim that the nature

of such “atmosphere” becomes even more criticath@ case of international business



activities, as interaction takes place among peuwopile different backgrounds, cultures and
expectations. The attributes characterizing therinational business atmosphere focus on
feelings about the relationship and emphasize rctiaken within the relationship. Trust,
understanding, dependence, uncertainty, distanadaptation, communication, commitment,
conflict and cooperation are features of such evnaticontext.

Trust is an essential element for enduring relatigrs (Dwyer et al, 1987) as each part
believes that the other part will not take delibermeasures to damage the partner. Trust
performs a key role in the relationship developmant it refers to the attitudes and
predictability of the partners involved. In thisivecommitment complements trust, leading
partners to believe that the relationship will ¢coné over time (Dwyer et al, 1987).
Conceivably, commitment develops along time as igmrincrementally invest in the
relationship, thus strengthening the bonds amoe tfi-ord, 1980).

In the international environment, commitment isravet to learning. Due to relationship
commitment, the development of routines, systemsmedning and shared languages, which
foster knowledge creation and opportunity developimean take place (Johanson and
Vahine, 2006). As time passes, relationship amomgshbers of the involved firms becomes
a key resource for international value creatiooypling support to the view of learning as a
social and relational practice (Dyer and Singh, 89Brown and Duguid, 1991, 2001).
Accordingly, social practice allows partners to pkye their knowledge about the markets

concerned (Harris and Wheeler, 2005).

Social Networks and Market Learning

According to Eriksson, Majkgard and Sharma (20@d)a later stage of their international
processes, firms can benefit from three types pkg&ntial learning: business, institutional
and internationalisation-specific. While businesarhing enables the deepening of knowledge
about customers, competitors, operational acts/iiad business conditions in the relevant
foreign locations, institutional learning relatestihie understanding of, and responsiveness to,
the rules, norms, values and government decisidiingaapproaches prevailing in those
foreign locations. Ultimately, internationalisatispecific knowledge is associated to
enhancing firms’ capabilities to engage in and dsea resources required for international
operations. Extant internationalization literatupmints out both relationship-specific
(Merriles, Tiessen and Miller, 2001; Leonidas, Ketas and Hadjimarcou, 2002) and

strategy-specific (Harris and Wheeler, 2005) reagoncarrying out such learning processes.



Therefore, at a later stage of international dgualent, social relationships role is not limited
to market linking, that is, to the extension offg’ international business geographical scope.
They may also be used as a market-sensing tooRQd1). In other words, social networks
may be envisaged not only as an instrument to &nghlie geographic reach of firm’'s
contacts, creating bridges to foreign costumersalao as an instrument to better understand
foreign markets and the idiosyncratic features raedartaking operations there. Relationships
formerly used to enter new foreign markets are mowbilised to enable learning about
market characteristics.

Accordingly, the following proposition is introdute

Proposition 2 After entering new foreign markets, relationships previously used for market

linking may become drivers for market learning.

Relational quality has been mentioned as an impbreguirement for performance, not just
for strategic alliances (Arifio and De la Torre, 898ut also for international business in
general (Leonidas, Katsikeas, and Hadjimarcou, 206@anson e Vahlne, 2006). In fact, both
the industrial networks and the social networksragghes to international business point out
good and harmonious relationships between buyesater (Hakansson and Snehota, 1995)
or social partners (Ellis, 2000; Ellis and PecatigB01) as crucial to internationalization’s
success.

It should be recognised, however, that networkitgp édhas its potential negative side.
Actually, social structure may present either pesitor constraining influence on the
development of relationships (Yamagishi, Gillmorel &ook, 1988). The ability to keep an
“open-minded inquiry” approach praised by Day (19@#llecting and checking information
from several sources on multiple dimensions, may be compatible with stronger
relationship development, since some relationsin@g me destructive or convey some
restrictions. Existing relationships may hinder #stablishment of new relationships or may
limit the span of accessible partners. Relatiorskignvey norms, either explicit or implicit,
moral and social obligations and even expectatitingiot taken into account, they can
damage the relationship, leading to internal netwension (Jack, 2005). As Presultti, Boari
and Fratocchi (2007) conclude, the creation ofngiriies between specific actors can reduce
exposure to other actors.

In some instances strong relationships may genelggendence, not interdependence. The
literature on alliances has shown that the divissdhabour within the alliance may lead to

imbalances in sharing the benefits stemming froendboperation (Doz and Hamel, 1998).
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Similar findings have been mentioned in the casé&cehsing relationships (Killing, 1975;
Atamer, 1983). The literature on buyer-seller refships has also pointed out that
dependence situations may emerge (Dwyer, SchurQindl987; Hakansson and Snehota,
1995). The risk of tensions increases when theojupartner has a learning intent (Hamel,
1991; Das and Teng, 2000 and 2002). In SMEs intiermalisation, situations occur where
business opportunities may be better dealt by #rnrediary (Ellis, 2003; Havila, 1996;
Havila and Thilenius, 2004), strategically posigdnto fill the structural hole between the
partners (Burt, 1992 and 2000). When those SMER wisieepen their market learning, they
may face the opposition of the intermediaries. i@smay develop and the conflict may not
be easily accommodated in the context of the exgstelationship. As a result, firms’
objectives of undertaking a harmonious relationsdmygl of strengthening market learning
may become contradictory.

Therefore, we suggest the following:

Proposition 3 At a later internationalization stage, as the SME intends to deepen its
international market learning, the utilisation of the same relationship for both market

linking and market learning may become impossible.

METHOD

The three propositions will be empirically analysdtirough the study of the
internationalization process of four Azores islddossed firms, specifically on their
approach to foreign markets. Before setting abbet ¢ase studies, a justification of the
method used is presented.

Due to its singular property of supplying new perdjves and theories, the qualitative
methods have a vast tradition in international messes (Marschan-Piekkari and Welch,
2004). Within the scope of these methods, we hlawease study method (Eisenhardt, 1989;
Yin, 2003) which was used in this paper in ordergion a deeper understanding of the
internationalization process of the selected firmk the cases under study, we aim to
understand how and why (Yin, 2003) social netwavkse used to provide different market
approaches strategies and which reasons (Gha0d) 2 to differentiated decisions. As this
is a relatively under researched subject, the sasty method is particularly useful (Ghauri,
2004). In addition, it follows the claims of brimg new realities for the study of the small

1 The Azores Islands are an autonomous Portuguesépalago in the North Atlantic, some 900
miles from the European mainland.
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firms (Perren and Ram, 2004), namely through thegmation of diverse theoretical
approaches (Dunning, 1989; Coviello and McAuley99)9

Multiple cases were used, as such option is poiategossessing theory building properties
(Eisenhardt, 1989; Merrilees and Tiessen, 1999; 203) making it possible to study
common values (Eisenhardt, 1989). On the other hidneduse of multiple cases diminishes
the risk of fortuitous associations (Eisenhard8d)9 Each company was chosen in replication
logic, without the intention of statistic represaidn of the population under study, having in
mind the circumstance that they could contributetfi@ theoretical replication (Yin, 2003).
Therefore, the results obtained can only be usethéwretical generalization.

The choice of the studied units fell over exportiings, who even so are in different levels of
international involvement. However, they had in ocoom the particularity of actively
pursuing the internationalization process (expoBich situation results in one fabric of
analysis characterized by different export inteesjtvarying between 5% and 50% over
firm’s turnover. The choice of firms with the emumied characteristics allows the
comparison between different strategies, and, cuesdly to study the reasons under such
differentiation. According to Pettigrew (1990), teudy of extreme situations allows the
subjects of interest to emerge easier. Hence,uti@arecommends the choice of polar cases
that resulted in levels of differentiated perforroamallowing surpassing the limitations of the
relative comparisons.

Data was collected through in-depth, semi-struckuggersonal interviews with the firm
owners or their representatives. Using intervieleps gathering detailed information, of
variable content, showing the world on the respatgleperspective (Patton, 1990).
Interviews took place between 2005 and 2006, lasetdieen one and two hours and were
tape recorded, allowing their transcription aneédanalysis. Though in a short period of time,
the carrying out of two interviews enables to bettdlow the development of the firms as
well as to obtain additional information. A shodrsion of the case study was forwarded to
the firms’ managers. Triangulation of informatioaswdifficult having in mind the specificity
of qualitative data collected and the lack accessfdreign partners. Nevertheless,
triangulation with publicly available informatiomamely that published in the local press,
available on the firms’ sites, and administratiatadwas undertaken. Content analysis of the
interview data and documentation were based ondbes narratives and structured following
the two stages of the internationalization process]y and later stage, according to the

literature review.
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THE CASES STUDIED

A perspective of the cases studied will be undertak this section. A comparative summary
of the key information on the firms is provided Bable 1. The presentation of the individual
cases will follow. A brief overview of each firm @musiness characteristics is provided and a

longitudinal perspective of its international inweinent and internationalisation process is

developed.
Firm CASE 1 CASE 2 CASE 3 CASE 4
Founded 1983 2001 1995* 1993
Export initiation 1983 2002 1996 2001
date
Main Product Fresh fish Cheese Canned tuna fish Flowers
Number of 11 11 109 11
employess
Turnover
(Million Euros) 85M 0.5 5 1
USA, Canada, Italy, USA
Export Spain, Japan, Canada,
destinations Italy, U.K., France USA and Canada Netherlands and Netherlands
and Switzerland China
Exports (%) 30 to 40% 10% 50% 13%

* |n 2002 the firm changed from publicly-owned tovately-owned firm. It, however, kept the same manags meanwhile he acquired
the firm from its previous owner, the local cityllha

Table 1- Basic information on firms’ characteristics

CASE 1

The firm was founded with the intent to commerai@lAzorean fresh fish in the local market.
Firm’s founder relied on the help of close friendsgather the necessary financial resources
for the company’s set up. The firm has its headgusuat S&do Miguel Island, though reaching
all the archipelago’s islands. On the remainirgheislands, the firm uses commissionists
that buy, prepare and whenever possible, dispdiehfriesh fish to the final customer,
according to central office's instructions.

The firm accounts for 60% of the total fresh fislsimess at the Azores IslaAdsupplying
both local and international customers.

Firm founder was committed to export and activelygaged in identifying potential

customers abroad. In this process, he receivedary from a prospective North American

2 As of June, 2006
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customer, an Azorean emigrant living at the U.STAe inquiry led to launching exports
towards this country. Just after that event, thma fieceived an order from a Spanish fresh fish
importer, and also started export to Spain. Th&amer was also a long time acquaintance of
the Azorean firm founder. The remaining export kets were entered via existing
customers’ information and referrals.

Relationship with customers seems to be charaetéby a high level of trust and tacit
understanding, including the development of a shkmeguage, built up by many years of
mutual interaction and coordination. Firm strategligased on both the Azorean fresh fish
high quality and costumer’s positive associatioitd@lean, unpolluted origin.

In 1995 the firm became a partnership betweerousader, his wife and his two sons. At

present, the export process is predominantly mahhgene of the founder’s sons.

CASE 2

When the firm was founded, the aim was to produwese and to commercialize it in the
Portuguese mainland market. The firm founder hbmh@ experience of cheese production as
he worked, for about ten years, as production threat a major local firm.

Shortly after its creation, the firm developed igist cheeses, both in flavour and appearance,
aiming top quality products to delight demandingtamers. However, commercialization in
the envisaged market did not perform as projeced, the entrepreneur started to look for
new markets. The USA and Canada came as targ&tsg tmto consideration the large
immigrant Azorean community living in those couesi When the firm owner got a visit
from a friend, living at the USA, this friend, know the entrepreneur’s wish to sell abroad,
motivated him and helped in getting a costumehis tmarket. On a similar process, the firm
was able to establish relationships with a costumefanada, when the entrepreneur was
contacted by a friend living in this country, cadlifor the participation on a local trade fair.

In the meantime, the founder received the help isfrbcently graduated daughter who
embraces the marketing tasks and provides the \fiitim English proficiency, an owner’s

declared handicap as an obstacle for the intemeltzation process.

CASE 3

The firm is developed based on an industrial updught by city hall from a tuna fish
processing company. City hall’'s acquisition wawelr by the objective of maintaining the
existing jobs, against the tuna fish processingpmanmg’s announced plan of closing down the
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industrial plant. Later on, the entrepreneur boubitindustrial plant and heavily invested on
its modernization.

Since its inception, the firm objective is to prodthigh quality canned tuna fish, to export to
top quality demanding international markets. Thedpction process is labour-intensive and
environment conscientiotisThe Italian market was envisaged as the mostdgusince there
is a long tradition of exporting Azorean cannedatdish to Italy. An Italian intermediary was
contacted through entrepreneur’s friends livinghis country. Almost at the same time, due
to long-time personal close contacts in the USA,fitm starts exporting to North America.
Although, the firm also sells to other foreign ctigs in some cases due to costumer’s
referrals, Italy does hold most of the export shawually, the relationship with the Italian
intermediary endorsed market learning, materialirethe acquaintance with end costumers
and market-specific details, namely marketing kremlgke. This circumstance led to a closer

market presence and to the dismissal of the Itatisammediary.

CASE 4

The firm was built up as a cooperative effort ofatithoney, fruit and flower producers. The
purpose was to obtain a higher production scaldewtieveloping high quality standards
otherwise cost prohibitive.

Just after the firm setup, its president realizeg flowers could be a suitable product to sell
in international markets. Information received frémends pointed out towards the existence
of excellent opportunities for prothea flower prodts. With the help of long time
acquaintances, a South-African scientist and aselisentrepreneur are invited to visit the
island to meet the Azorean producers as well ass$ess the conditions offered by Azores for
a larger scale prothea production. A good perswmlationship was established between the
firm president and the South-African scientist. dsorollary, a prothea field trial plantation
was set up on Terceira island and firm startedni@rethe international prothea business
circles, including the attendance of internatiorw@nferences on flower issues. This
participation was due to a recommendation of thaels entrepreneur and the South-African
scientist, aiming to bring visibility to the Azome@roducers.

Just after, the firm starts selling to domestic amédrnational markets. However, business

with Portugal mainland flower shops was found tddaeresource consuming as florists only

3 The firm displays the Dolphin Safe symbol as a result of the adoption of dolphin protection
measures during tuna fish captures.
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buy small quantities, leading to high logistics arahsportation costs. As for the international
costumers, the Azorean firm realized that it h&telor no control over price setting and that
it fully depended on market information filtered Iitg international partners, leading to
increased tensions in the relationship with itsrmutch costumer. The awareness of its
dependence led the Azorean firm to commit itselft@Dutch market. It did so arranging for
more market visits and caring other customers ie tButch market, allowing
counterbalancing the main costumer’s power and eteng its experiential knowledge about
the market concerned. The knowledge therefore édiaallowed the firm to renegotiate the
contract with its main Dutch costumer, and to aohia redefinition of partner’s roles in the
business relationship: instead of selling to tlastemer, the firm now uses its services and

directly sells in the Netherlands under its owmira

DISCUSSION

The four cases studied provide interesting inforomatand insights to validate the
propositions derived from the literature. A syngpsf the main findings from the empirical
analysis regarding the contribution of social neksotowards market linking and market
learning, organised according to the propositiongetbped in the second section, is presented
on Table 2. To ensure consistency with the apprdaldbwed in proposition development,
the text below will keep the distinction betweer tharlier and the later stages of firms’

internationalisation processes.

(Table 2 about here)
Early Stage

It was not surprising to find exporting to be tlwstfinternationalisation step taken by all the
firms studied, since it is the entry mode that gmiass risk. This finding comes in line with

Johanson and Vahlne’s (1977, 1990) indications rodgg entry mode selection. All the

companies decision makers interviewed wanted trnationalize but lacked the resources to
use formal-type sources of information. Again, tligproach is consistent with SMEs
internationalization literature (Harris and Wheel2005; Anderson, 2006). Furthermore,
managers felt more confident using information wig#d from someone they knew and

trusted. All these factors justify why the four magers relied on members of their social
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networks to start the internationalization procédsis preference is also mentioned on the
literature (Ellis, 2000; Ellis and Pecotich, 2002).

Case 1 is a good example of such preference. Herertrepreneur’s social network was
important not only to provide the funds for the iness set up, but also to launch the
internationalization process after he was contacédost simultaneously, by two previous
business partners from the time he worked for arofirm as a commissionist. Such
leveraging of previous business links is in accoogawith Agndal and Axelsson’s (2002)
findings on the influence of relationship sedimemtsinternational market entry. Another
illustration is provided by Case 3. The entreprenexplains the search leading to the
arrangement with the Italian representative infdll®ewing terms:“l made a research using
friends working in Italy, and they prepared a lgdt persons that could become our agent”.
Besides the provision of information, social tiesymcontribute to strengthen the basic
motivation to enter international markets. In C&sethe entrepreneur underlines the role
played by a friendHe came here and he said he would like to helpraglcheese over there
[the U.S. market].”

The above illustrations are examples of the impaeaof relational resources at the early
stages of firms’ internationalization. However, itsportance is not confined to these few
examples. Rather it has a more encompassing asd-cubting nature that is found to occur
in all the four cases. In general, our findingstbis regard are not surprising at all. They
confirm the literature referring to the importanoé present and/or past inter-personal
relationships for the firms to overcome resoura@ @ty (Araujo and Easton, 1996; Eriksson,
Johanson and Majkgard, 1997; Coviello and Munr®719enssen and Koening, 2002) and to
motivate and to supply relevant information foremmationalisation moves (Korhonen,
Luostarinen and Welch, 1996; Ellis, 2000; Anders£Q6).

Market Linking

In line with the findings previously reported byi&l(2000), the four exporting firms studied
show that managers’ social ties were essentigh®firms to enter new markets. For each of
the firms’ first international moves, a chain ofeets relating to manager’s social ties was
identified. In Case 1 and Case 2 previous relatipgnsediments prompted international
opportunities, while in Case 3 and Case 4 soatasl Were used to gather information about
potential new costumers or international represmes

A look at Table 2 confirms those events. Howewee can also observe that in several cases,

in particular Case 1 and Case 3, another observatieccurs. It relates to another of social
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networks benefits: referral. It can be observed, dwample, when in Case 1 the Spanish
costumer refers the Azorean firm to would-be Japan#alian and U.K. costumers, leading
to international expansion. This fact comes in lwith extant literature on the importance of
social networks for international expansion (Webhd Luostarinen, 1993; Jones, 1999;
Lieschet al 2002), allowing introduction to potential new fers (Komulainen, Mainela
and Tahtinen, 2006). In this referral process te member is legitimised by its patron,
providing him or she with the social capital regdirto enter business relationships with
previously unknown partners abroad (Bjorkman andkKd.995).

One may therefore conclude that network ties, m firm of social relationships, are an
instrument for the development of firm links intewm markets. In other words, it is found that

social networks foster market linking, thereby pdivg support for Proposition 1.

Later Stage

The analysis of the four cases evidences that theagers concerned, although displaying
different engagement patterns, commit to the w@tatiip with their business partners. That
happens at both inter-personal and business le@elmpany interactions allowed a growing
number of face-to-face contacts, which contributedan increased perception of personal
proximity, leading in some cases to the developnoémtersonal trust. At the business level,
firms’ relationships were strengthened as a resuftequent transactions. This is consistent
with Hakansson and Snehota’s (1995) claim tharacteons between individuals set up the
bridges that, in a later stage, deepen the rektips between firms. So, as an outcome of
multiple exchange events, firms learn to coordirzate adapt to partners. This very reasoning
is behind the concept of relative absorptive capacoined by Lane and Lubatkin (1998).

The inter-firm adaptation process is noticeabl€ase 1, when our interviewee refers to the
benefits of coordination that result from numergostacts along timeé‘when we call [the
costumer], saying we have this or that [referriythe type of captured fish], the costumer
already knows the product, so it's easZoordination calls for wayBy which the interacting
organizations match their actions and decisiorwder to achieve the expected benefits from the
business relationshign Case 2 the relevance of personal inter-acttomcknowledged by
remarking thatafter a visit [to the costumer] we have a salesrgase”. But, as times goes

by, firms also adapt to each other.
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Social Networks and Market Learning

The literature points that social practice allovestpers to deepen their knowledge about the
markets concerned (Harris and Wheeler, 2005). Gageovides a good illustration: the
Azorean manager used the good relationship edtablisvith the Italian middleman to get
introduced to end-costumers and to gather marlestip information. A similar situation
happened in Case 4, where the relationship witiméi@ Dutch costumer was instrumental to
learn about the Aalsmeer auction market and toclauan independent brand. These two
illustrations underline the importance of sociawrks as tools for market learning. In these
cases both firms developed a closer proximity t® miarkets, obtaining institutional and
internationalisation-specific knowledge as an ooteoof the same relationships that were
used to enter the market concerned.

However, one might argue that the same learnin@gt was not adopted by the other firms
studied. The reasons for that can be better urmtetstith the help of the following statement
(Case 2)“In first place we need to understand the market @ur partner; as our partner

knows the market, he can do the rest for us.”

Therefore, the evidence collected and discussedeabohile showing the existence of
different levels of learning commitment, generalppports Proposition 2. In fact,
relationships earlier employed for market linkingynbecome, at a later stage, drivers of

market learning.
Market Linking and Market Learning

One may turn now to Proposition 3: can the samaiogiship be utilised simultaneously for

both market linking and market learning?

It was mentioned in Case 1 above that costumers w@msidered as family. Our informants

in Case 2 remarked that there was no need to @ak@erharketing functions (or to acquire

further knowledge about the market concerned) sthese were already performed by the
customers. As an outcome, both firms recognize ttineit knowledge about the markets is
limited, so they depended on their costumers. @h@endence relationship, already found in
buyer-seller relationships (Dwyer, Schurr and 0887t Hakansson and Snehota, 1995) is
also noted here. In these two cases, the handdtetkeeen market linking and market

learning is a difficult one.

In Case 3, the ltalian intermediary, initially esaged as an instrument to link to new
costumers, was progressively used to provide madketvledge. As time went by, those

functions become incompatible: while providing knedge about the markets, the
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relationship with the intermediary was also loositsglinking capabilities. As the Azorean
manager put it, after a certain point keeping[the intermediary] was no longer making
sens& That comes very much in line with Li's (2001)aeh on the risks intermediaries face
as they are setting up bridges that may, latebemsed by the partners to overthrow them.
As for Case 4, it was the knowledge gap and thésidiv of labour between the flower
producers and the main Dutch costumer that ledntbalances in sharing the benefits
stemming from the cooperation (Doz and Hamel, 1998) it became evident that the main
Dutch costumer could not be used to create linkagesto provide market knowledge. There
was a need for new partners to be brought in toAth@rean flower producer international
business network. This circumstance reshaped tagoreship between the Azorean producer
and its Dutch costumer, as alternatives countenbathpower and placed the relationship at a
different level, with the Dutch firm empowering Azorean partner. This behaviour comes in
accordance with the social exchange literaturghenmportance of alliances between weaker
members to reduce power imbalances (Bonacich, 2D00k, Cheshire and Gerbasi, 2006).
So, it may be concluded that, at a later intermafiaation stage, as the SMEs intend to
deepen its international market learning, the s#tlon of the same relationship for both
market linking and market learning may become imsfie. This lends support to
Proposition 3.

CONCLUSIONS

Research on small firms’ internationalisation hasreasingly recognized the role of social
networks in fostering the process. This paper oiento follow a longitudinal perspective to
explore how social networks influence market limkand market learning patterns, as well as
their inter-action.

Social networks were found to play important lirkkimoles, providing the firms with an
instrument for international expansion. At theirlgatage of internationalization, firms often
lack both the experiential knowledge and the resssrallowing them to venture in the
international markets through the use of more delimgnentry modes. Therefore, managers’
social networks can provide the instruments to teuthe problems indicated above. Such
networks may play three roles in this regard: thegvide information for the identification
and selection of would-be partners; they providgitimacy to the new entrants vis-a-vis
existing partners; and they may enable the mokiisaof actors in different international

markets, establishing links to the markets conakrne
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At a later stage of internationalization, a numileiransactions are expected to have occurred
between partners. Due to this exchange processs fearn how to coordinate and adapt their
activities, thereby giving rise to a mix of bonds poth inter-personal and inter-firm levels. It
was found that these may be used as market-setwgilgy allowing relationships previously
used for market linking to become drivers for matkarning.

Taking a closer look at the role of social networksmarket entry and development, the
research made a contribution to improve the undedstg of the market linking and market
learning properties of those networks. At firstrked linking is dominant, but as time goes by
market linking may lead to market learning. Howevke simultaneous use of both properties
appeared to be unfeasible: they become mutualjuéixg. Indeed, the utilisation of the
same relationship for both market linking and markearning may be faced with
unsurmountable difficulties.

In addition, the results point that moving fromkiimg to learning stances may lead to rethink
the relationship. There are instances where thatioekhip is kept alive, through the
redefinition of partners’ roles. In other, more metic, situations, however, such reshaping is
not feasible, leading to break the existing conpeact

The research undertaken has some limitations. T¢wseern both the depth and the width of
the approach and the characteristics of the finudiesd. The study included four cases only
and, more importantly, they concerned firms locatethe same region. However, the paper
contributes to behavioural approaches on internalivation and, more specifically, to the
argument that social networks play a key role inESMnternationalization, linking them to
new markets and providing the instruments for le@rrabout those markets deemed to be
relevant. In particular, the paper offers two cimittions to the behavioural literature on
internationalization: (1) after entering new foreignarkets, relationships previously used for
market linking may become drivers for market leagpiand (2) at a later stage, as the SME
intends to deepen its international market learnihg recourse to the same relationship for
both market linking and market learning may becamgossible.
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Social networks and market linking Social networks and market learning. Market linking and market learning

CASE 1 USA, Spain Relationship from the time entrepreneur washe firm exports to the array of countries althoughhe firm relies on costumer’s information concemin
a commissionist ignores what are the final costumers to its fismarket requirements. It keeps, however, an “opest ey
Canada, USA costumer referral Interaction led to the creation of strong ties,dohsattitude. Firm's business network is shaped to
Japan, Italy, UK Spanish costumer referral on a common language and mutualccommodate firm's social network requirements:
France Portuguese costumer referral understandings. As an example, the compahsinging on new costumers is seen as possiblyiogat
Switzerland Relationship from the time entrepreneur wdasows the Japanese costumer sushi requiremehtsstile business environment with existing ones.
a commissionist that way sending the appropriate tuna fish. Some
of the costumers, like the Spanish costumer, are
considered to be “as family”.
CASE 2 USA Immigrant friend motivated and helpRelationship with these costumers lacked moAdthough management feels that both costumer and
Canada obtaining an US costumer interaction. However management sees no neechwdrket knowledge are important, there is a prefaren
Immigrant friend invited to attend trade faiundertaking market functions that can bmwards costumer knowledge as it can provide thigrlg
and activated his own contacts to obtain @erformed in their name by its costumers. with the concerned markets, allowing the firm tous on
costumer. production.
CASE & Italy Obtained through friends that elaborated Ehe firm was founded with the intent to export t&inal costumers didn't like the intermediary asknews
short-list of possible intermediaries. international niche markets. the market, leaving them fewer chances to negotiate
USA Good personal relationships with US cheedéhe Italian intermediary provides markebetter price conditions. Final costumers also dee t
importers help obtain a costurRer knowledge as he provides joint visits to costumeirgermediary as an added cost they will have tofpay
Canada USA costumer referral and information about marketing details.
China Friends refer the company to a Portugal
mainland firm which invites to export to
China.
CASE 4 Netherlands Met in a conference; later on visited th&®elationship tension with main Dutch costumérhe firm brings new actors into its business nekwior

(present  main
costumer)

Netherlands
(remaining
costumers)

France

producer's island. Relationship  wadrought up the sense of need of learning about threler to counterbalance its relationship with it&im
considered to be good but also tense. iAternational markets, and particularly about tHeutch costumer.

certain notion of unfair treatment wadutch market as it was envisaged as the mdsdte French market was abandoned when that costumer
derived from the price stipulation process. important one in this area of business. Badarted negotiating with the Dutch costumer in orae
Two other costumers were obtained due tiperational results with Portugal’'s mainlandvoid any sort of tension and to focus resources in
firm's market exposure, as new costumersarket enforced the need to deepen internatiosalgle market.

detected firms address at flowemvolvement.

transportation boxes.

Portugal mainland costumer referral.

Table 2— Social networks as market linking and marketrieay instruments.

4 Only countries where social networks played a moldts entry are displayed. Here we ignore thecBuharket as it was obtained through a fair paiton, without the help of

previous inter-personal relationship or referrals.

5 The entrepreneur is also the manager of a cheedegiion plant.
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