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A Quest to Question the Effect of Personal Networ ks upon Rapid
I nter nationalization of Small Firms

Abstract

Extensive studies suggest that the entrepreneersopal networks are vital loci of
resources for smaller firms’ business developm#fdst studies are confined to the
context of the formation stage of new ventures. S@i®ring internationalization to
constitute a unique context of business situatiand resource demand, this paper
contributes to illustrating explicitly the specifimle of personal networks in the
internationalization of smaller firms. Evidence rfroqualitative case studies and
quantitative analysis indicates that the use ofq®al networks in internationalization is
of low intensity; personal networks are limited pwoviding resources to support
internationalization. Reliance on networking wekisting personal contacts tends to
negatively influence rapid internationalization. Qhe other hand, proactive and
deliberate networking effort is observed, which egus to be positively associated with
the achievement of rapid internationalization. Tjpeger provides implications for
practitioners and policy-makers regarding the sigance of deliberate networking in

pursuit of rapid internationalization.

Keywords: Personal networks, networking, internslation, entrepreneurship, small

business
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Introduction

The entrepreneur’s personal networks are highlgyhite the entrepreneurship
literature to be a significant source of busineleas, financial resources, information and
advice, motivation and emotional support, and legity of small firms. The majority of
these studies, however, are confined to the coofexéw ventures at the formation stage
in general (Bruderl and Preisendorfer, 1998; Bamold Arthur, 1995; Coviello, 2005;
O’Donnell et al., 2001; Shaw and Conway, 2000). Eicgd studies on the role of
personal networks in the specific context of theenmationalization of small firms are
indeed limited and much neglected (Holmlund andkd®98; Sasi and Arenius, 2007).
Internationalization constitutes a unique contektbasiness situations and resource
demand; it requires broader network horizons to erthle requisite resources available.
This study questions whether the prevailing betiefthe significant role of personal
networks in the formation stage of firms can be egalized to the context of
internationalization.

This study draws evidence from four qualitativeesaand quantitative analysis of a
large sample survey to examine the utilization oérspnal networks in
internationalization and their effects on interaatlization patterns. Because the effects
of networks should be determined by their use ratih@n by their mere existence, the
influence of personal networks is analyzed in teofnhe resources they provided for the
internationalization of firms. The association vbetn the availability of personal
networks and rapid internationalization is alsoneixeed. The focal research question is:

To what extent do personal networks influence mkermationalization of smaller firms?
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Personal networks in this study refer to the cotioes extending from a focal person,
where interactions are conducted at the persomwal lend are basically informal in
contrast with formal interactions on behalf of argational entities (Dubini and Aldrich,
1991; O’'Donnell et al., 2001).
Networ ks and Small Business Development

Small firms are commonly presumed in business stutti be a disadvantaged group
of firms, whose development is hampered by interesburce constraints. Liabilities of
smallness (resource scarcity) and newness (lackaoket presence and reputation) are
the greatest impediment to small new ventures’ ©@sging from mere existence, to
survival, and to further growth (Barber, MetcalfedaPorteous, 1989; Buckley, 1989;
Kalantaridis, 2004; Penrose, 1995). A significanéans to compensate for these
liabilities is through accessing and utilizing resmes external to the firm (Jarillo, 1989).
Networking is a key entrepreneurial activity throughich an entrepreneur develops and
utilizes networks to access external resourcescapdbilities for the pursuit of business
opportunities (Stevenson and Jarillo, 1990).
TheRole of Personal Networksin Small Business Development

While it seems to be accepted as a common wisdatm#tworks provide benefits to
compensate for the liabilities of SMEs, networks aot a natural given but a product of
investments by the firms (Bourdieu, 1983; Nahapietl Ghoshal, 1998). Continuous
investments into cultivating long-term relationshipith network partners are required to
promote reciprocal exchanges of network resour@msurfieu, 1985; Forsgren and

Johanson, 1992; Hoang and Antoncic, 2003; Gnyawadi Madhavan, 2001; Larson,
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1991). Relationship building is a resource-inteasprocess; smaller firms face great
initial entry barriers to develop formal businestationships with prospective network
partners at the early stage of formation (Forsameh Johanson, 1992, Stuart, Hoang and
Hybel, 1999; Zahra, 2005). The likelihood of smftms, especially new ventures,
accessing resources from formal business netwakglés the arms’ length transactions
is presumed to be relatively lower than that ofirtli@ger counterparts. Pre-existing
personal networks of the entrepreneur become bpota of ready resources upon which
he/she can immediately draw to support the devedmpraf the firm, particularly in its
formation and initial development stage (Dubini akdrich, 1991; Johannisson, 1988,
2000; Ostgarrd and Birley, 1996; Witt, 2004).

In a small firm, resources are generally originatedllected, organized and
transformed into a collective entity by the entsspur to act on the business
opportunities he/she perceives. Research on netvadrsmall firms often builds on the
theoretical foundation that all economic activites® embedded in social context, and
hence involvement of personal social relationsimparganizational business activities is
self-evident (Granovetter, 1985; Johannisson, 19880; O’'Donnell et al., 2001; Shaw
2005; Uzzi, 1997). In particular, personal netvgodk strong ties are believed to lay the
groundwork for independent new ventures (Bruded Bmeisendorfer, 1998; Starr and
MacMillan, 1990). It is suggested that strong-tetworks are conducive to speeding up
the venturing process of small firms at minimaltsd®ubini and Aldrich, 1991; Gartner,
Bird and Starr, 1992; Starr and Macmillan, 1990{t\\2004; Zhao and Aram, 1995).

Earlier studies have provided the evidence thaemtnepreneur often accesses his/her
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personal networks of strong and social ties sudlaragdy, personal friends, former work
colleagues and contacts for the initial resourcesscial support which will transform a
business idea into business reality (Birley, 1988¢ve and Salaff, 2003; Jack, 2005;
Witt, 2004).

Networ ks and the I nter nationalization of Small Entrepreneurial Firms

Considering the additional liabilities of small rfis in pursuit of rapid
internationalization, it is reasonable to beliekiattthe entrepreneur’s personal networks
should play an even more significant role (Holmlamdi Kock, 1998).

The liabilities of foreignness due to the lack ex{periential knowledge of, and
viability in, foreign markets further intensify theherent limitations of small firms in
internationalization (Zaheer, 1995). Internatioratiion of resource-deficient small firms,
if possible, should normally follow a gradual presef incremental steps as proposed by
the internationalization model (Johanson and Vahl®80). However, the phenomenon
of rapid internationalization of smaller firms atception or at the early stage of
formation worldwide challenges the conventionalensthnding of internationalization as
sequential stages (Chen, 2003; Dana, 2001; Knigtt @avusgil, 1996; Madsen and
Servais, 1997; McAuley, 1999; Oviatt and McDouga94; Rennie, 1993).

Networks are commonly specified as a denominataiapid internationalization of
smaller firms (Andersson and Wictor 2003; Covieflod Munro 1995; Madsen and
Servais 1997; Oviatt and McDougall 1994; Sharma BRluinstermo 2003). It is found
that networks often influence smaller firms’ ch@ogf foreign market and entry mode

(Bell 1995; Coviello and Munro, 1995, 1997). Netwsrfacilitate the international
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development of smaller firms through providing asc external resources, transferring
information and knowledge, providing moral supp@diablishing firm legitimacy, and
creating new opportunities (Bell 1995; Chen, 200Betty and Holm, 2000; Coviello and
Munro 1995; Fuller-Love and Thomas, 2004; Holmlamtl Kock, 1998; Johanson and
Vahine, 2003). For those small firms seeking rapidrnationalization, existing personal
networks become the sources of initial opportugsitied additional resources required to
kick-start and speed up the internationalizatioomcpss when formal business networks
are not fully cultivated to provide such resourc@&fie entrepreneur’s proprietary
networks therefore are specified as a differemgatattribute of international new
ventures (Madsen and Servais, 1997; Oviatt and MgBlb, 1995; Vesper and Vorhies,
1979; Witkowski and Thibodeau, 1999).

Although the significant effect of personal netweoi& widely discussed in studies on
the internationalization of SMEs, empirical evidens indeed scant. Holmlund and Kock
(1998, p.51) comment that “the effect of the sodfpkrsonal) network on the
internationalization process has so far been moréess neglected”. Witkowski and
Thibodeau (1999) also note that most of the studiepersonal networks in small
business and entrepreneurship literature ndd explicitly consider the international
business dimension. Discussions of the role of guals networks in the
internationalization literature often refer to gme findings derived from
entrepreneurship studies on the formation of nemtuwres, and many of these studies do

not consider the unique context of internationalizaij§asi and Arenius, 2007).
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Networks of different structural and relationalrigtites have specific strengths;
hence, different network compositions are requitedsupport individual business
activities (Granovetter, 1973; Dubini and Aldricl®91; Elfring and Hulsink 2003;
Gargiulo and Benassi, 2000; Jenssen and Koenig; 2@@hner and Dowling 2003). The
entrepreneur’s personal networks that extend from person may be fundamental for
launching a new venture, but they may not be adequwasupport subsequent business
development including foreign business developnwérthe firm (Podolny and Baron,
1997). Furthermore, informal personal networkingynmot be valid for initiating and
sustaining business relationships in the global ketptace, where organizational
legitimacy built upon a firm’s market [network] ptben and reputation is essential
(Elfring and Hulsink, 2003). The role of personatwiorks in the internationalization of
small firms may be limited; the prevailing belidftbe significance of personal networks
may not be valid in the context of internationdii@za. This study provides contextual
evidence pertaining personal networks to the imtgonalization of small firms; it
contributes to verifying and enriching existing engtanding.

Resear ch M ethodol ogy

In response to the call for multi-method studiesietwork and small business studies
(Coviello and McAuley, 1999; Hoang and Antoncic,030 Rialp, Rialp and Knight,
2005), the research pursues methodological triatigunl by integrating both qualitative
and quantitative approaches in a two-stage resgamtess (Jick, 1979; Hurmerinta-

Peltomaki and Nummela, 2006). The mixed approaakimmzes the research’s internal
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validity with contextualized qualitative data, ait&lexternal validity with more objective
quantitative analysis (Scandura and Williams, 2000)

Four qualitative case studies were conducted. ddses were composed of two
companies in traditional industry (named Neptund &aturn) and two companies in
high-tech industry (named Mercury and Terra). #ik companies were founded and
started internationalization as small firms defirmdnumber of employees (fewer than
100). They internationalized right at inceptionatdran early stage of start-up, and had
progressed to different stages of internationabrabeyond exporting.

In-depth face-to-face interviews with the key imf@ants of the companies were
conducted for primary data collection. The persanterview protocol followed a
predefined set of semi-structured questions on utiézation of networks and the
acquisition of network resources for foreign busseéevelopment. All interviews were
tape-recorded, and transcribed for coding and arsalySecondary data which were used
to validate and enrich the primary data includedquires with third parties who had
knowledge of the companies, key informants, compauylications and records, press
speeches of the key decision-makers, and newstscwithin- and cross-case analysis
was conducted following the recommendation by Hisedt (1989) and Miles and
Huberman (1994). The first-stage qualitative casedifigs provide fine-grained
information of the research subject with a specifitmediacy to the context of
internationalization of small firms.

A large sample survey was conducted as an indepebdé complementary method

to support more rigorous quantitative analysishi@ second stage. A postal survey was
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conducted in Hong Kong, while a drop-and-collectvey through a local market
research company was adopted in Beijing. The da#iae analysis assesses the validity
of the qualitative case findings, in order to irmge the confidence of statistical
generalization and prediction. A structured questaire, composed mainly of close-end
and rating questions, and forward-backward traedlatto the local language, was used
for data collection. The questions and correspandems were developed with reference
to existing empirical studies and the case findingse questionnaire was sent for review
by academics and practitioners to enhance its nbmaidity. Samples were selected
based on three criteria, they are: 1) Companies SiiEs defined by number of
employees (with 250 domestic employees or fewgrJ;l& founder(s) and key decision-
makers(s) are native Chinese; 3) Companies aradgirevolved in foreign business
activities. Although empirical data were collecfeain the Chinese context, the study is
intended to provide findings and implications thpply to other contexts generally. The
significant role of personal networks of firms imetbusiness development of smaller
firms in the Chinese context provides an amplifyileps to derive fine-grained
knowledge of the subject. It is also believed tihat internationalization patterns of the
SME sector in Hong Kong to a large extent reserttimdse in highly industrialized small
economies (such as Scandinavian countries and Newala#d); while business
development of SMEs in mainland China is repredmetdo the experience of those in
planned and transition economies. Data collectedn fithe two locations therefore

enhances the generalizability of the empiricalifugd.
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In sum, a total of 210 completed questionnairesasgmting a 38.4% usable response
rate were collected. The t-test statistics ofrtbe-response bias tests based on early and
late response proposed by Armstrong and Overton7(liddicate that non-response bias

was apparently not a problem.

Empirical Findings - The Effect of Personal networ ks upon | nter nationalization
Case Findings

The effects of personal networks were analyzedemms of the resources they
provided for internationalization. Resources aréegarized into financial resources,
human capital, foreign business networks, foreigarket information and knowledge;
these resources are most relevant and criticdleddreign development of small firms.
The network channels utilized to obtain the exteresources were specified, and among

which personal networks were highlighted (Table 1).
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Table 1: Main Sources of Resources in the Intesnatization of the Cases (*Personal networkBatd Italic

Financial Resources

Human capital

Foreign business network

Market information

Neptune » Self-funding from e Colleagues (founding | * Founder’s personal work and | * Industrial associations
Start-up partners partners) business contacts » Official trade council
e Job market e Trade fairs » Market research institutes
» Direct marketing
e Industrial associations
Ongoing | « Operating capital e Job market » Referrals by key business * Internal marketing function
e Subcontracting (foreign contacts * Industrial associations
sales and * Internal and subcontract sales| « Official trade council
manufacturing) force « Market research institutes
* Localized staff referrals «  Trade fairs
» Direct marketing
Saturn » Self-funding from » Spouse (founding » Retailing shops » Foreign suppliers and
Start-up partners partners) » Trade fairs customers
* Local relatives * Industrial association * Informal information collection
e Job market » Official trade council
* Industrial associations
Ongoing | « Operating capital e Job market * Retailing shops (closed in 2004)» Internal marketing function

Internal sales force
Key business customers
Trade fairs

Informal information collection
Official trade council

Industrial associations
Exchanges with key customer

UJ
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Financial Resour ces

Human capital

Foreign business network

Market information

Mercury » Self-funding from * Colleagues (the » Previous business contacts « Direct and indirect marketing
Start-up the founding team founding team) » Exhibitions and conferences networks
* Venture capitalists |« Job market » Internal sales force
» A foreign company |+ Subcontracting » Authorized sales representativ
in the same industry (production) and dealers
Ongoing | « Operating capital e Job market » Referrals by key business » Direct and indirect marketing
» Equity capital « Academic institutes contacts networks
e Collaborations » Exhibitions and conferences |+ Strategic clients/partners
e Subcontracting * Internal sales force
(production) » Authorized sales representatives
Terra * Funding from the » Business associates |+ Previous work and business | ¢ Direct and indirect marketing
Start-up founding team (the founding team) contacts networks
* An anonymous e Job market » Exhibitions and conferences
investor e Acquisitions » Acquisitions
» Direct marketing
Ongoing | « Operating capital e Job market » Referrals by key business » Direct and indirect marketing
» Equity capital « Acquisitions contacts networks

Collaborations

Foreign branches

Direct marketing

Exhibitions and conferences
Acquisitions

Collaborations and affiliation

e Strategic partners

Source: The author
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Cross-case analysis reveals the following pattezoscerning the utilization of
personal networks and their effects on internatinaton.

The founders’ background to a large extent deteeahithe choice of business sector,
in which they created their own businesses thaemdsded their previous employment
(Birley, 1985; Lechner and Dowling, 2003; McDoug®&lviatt and Shrader, 2003 xcept
for the founders of Saturn, who had limited priodustrial experience, the founders of
other three companies already had rich industnedwtedge and experience, and had
worked at senior positions in large corporationsdweer ten years prior to forming their
own companies.

The founders’ personal experience determined tlagladulity of the initial networks
essential to kick-start the foreign business dguakent of the companiesThe founders
who had a rich industrial background had proprietaccess to requisite resources to
secure capital, business contacts, and customersoright at the beginning. Pre-existing
networks to a certain extent compensated for #isliiies of smallness and newness of the
companies in the early stage (Ellis, 2000; Holmluamd Kock, 1998; Lipparini and
Sobrero, 1997; McDougall, Shane and Oviatt, 1994tt,\V#004; Starr and MacMillan,
1990).

Strong personal background was influential in sexy initial funding. Personal
networks, however, were not an adequate meansstaiswngoing financing for foreign
business development.

In the cases of Neptune and Saturn in traditiomaiistry, starting the companies on a

manageable scale and flexible form minimized thgitahrequired.The founders were
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reluctant to approach personal contacts for fundiecause potential failure was seen as
disruptive to existing personal relationships anldss of ‘face’ among personal contacts.
They found the funding application procedures afrfal channels complicated and the
subsidies insignificant. They therefore decideddlf-fund the start-up on a smaller scale,
and re-invest operating capital into growing sulbeeq foreign business. Starr and
MacMillan (1990, p.81) describe this strategy asset parsimonythat is often applied by
small new ventures.

High-tech firms operating in knowledge- and capitdkensive industries faced higher
demands for start-up capital and long-term finamgithus, wider sources of funding were
necessary to grow their foreign busineBsie to high operating costs, slow development
cycle, and unpredictable R&D outcomes, substanggital investments were required to
kick-start operations. Mercury and Terra could nely only on the founding teams’
collective resources to fund the ventures; exteiuraling was vital to start the businesses.

Mercury and Terra were able to secure substamighl investments from business
angels because of the strong industrial track d=cof the founding team. These investors
were well-informed about the capabilities and pb&nof the founding team as an
organizational entity in the industry to justifyeihinvestment decisions. Establishment of
the organization’s market recognition and acce@amas essential to broaden its business
horizons to compete in foreign markets in the lomg- The founding teams of both
companies recognized that it was impractical ty o#l a few network partners for long-
term financing; both companies turned to the eguifyket through public listing within a

few years from start-up.
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Partnerships with personal contacts created a sblidiness foundation of collective
resources to form the companiesThe cases to a certain extent confirm that the
entrepreneur’s personal networks are the mostbieliboci of resources to enable the
transformation of a business idea into businedgyreahe formation of a formal business
entity (Ellis, 2000; Holmlund and Kock, 1998; Lippa and Sobrero, 1997; McDougall,
Shane and Oviatt, 1994; Witt, 2004; Starr and Malelj 1990). Frequent and long-term
personal interactions are crucial to cultivate tlegel of trust and confidence in
establishing business partnership. Trust and denéie between the partners were rooted
in shared business vision and goals, similar wggr@ach and attitude, and ongoing
contributions of the partners to the business. presence of prescriptive ties such as
blood ties, on the other hand, was not a sufficoemérion.

Strong personal ties such as kinship did not play significant role in start-up and
subsequent foreign business developmErtept Saturn who had once used two local
relatives to oversee its foreign operations, ingotent of kin and personal friends was not
observed in the other cases. The founders of Satumoved the relatives as soon as the
operations became stable; Saturn was reluctantmigog relatives again because they
were an obstacle to professional management peacticThe high social content and
affection inherent in strong-tie relationships makem a burden on the entrepreneur, and
put the entrepreneur in a difficult position in nmak sound business decisions when
problems arise (Chell and Baines, 2000; Elfring &hdsink 2003; Gulati and Gargiulo
1999; Uzzi 1997). The limited role of strong persloies can also be explained by the fact

that the founders of the companies were ‘self-mdulesiness people, who did not have
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strong family business backgrounds. Their stroagrtetworks, particularly kinship
networks, were domestically focused and could rmowide the resources required to
support foreign business development (Chow and2R@4; Krug and Polos, 2004; Tseng,
Tansuhaj and Rose, 2004). The findings are totaineextent in contrast with the common
understanding of the important role of strong peatdies in the venturing process of
small firms.

Case findings show that personal networks wereutibzed as a significant channel
for recruiting human capital other than the foungliteam.Formal channels, rather than
personal contacts and connections, were used ttelognd recruit professional staff.
Professional management was highlighted in all casebe a crucial element to lead a
company into the global marketplace (Chell and Bgir2000; Chen, 2003). The high
demand for talent and knowledge workers made @nancon practice for the two high-tech
companies to collaborate with universities, redeamstitutes, or other market players to
take advantage of collective human capital at shaosts. Collaboration and affiliation
were conducted as organizational-level resourcéanges (Powell, 1998), and occurred
only after the companies had established certankeh@resence as organizational entities.

Personal networks provide the opportunities to tstaitial contacts with prospective
business associateReferrals provide SMEs the opportunities to gaitiahcontacts with
the in-group business networks of the personalamsit ‘Word of mouth’ is particularly
powerful when the referrer has a strong reputaitiothe industry (Lechner and Dowling,
2003). The referee is benefited by the prestigecefbf these reputable network parties

(Elfring and Hulsink, 2003; Starr and MacMillan, 99 Stuart, 1998). The founders of
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Neptune, Mercury and Terra gained initial entramte foreign business networks at the
formation stage through referrals by pre-existingibess contacts. Referrals only occur
between network parties with long-term mutuallyiging relationships and a high level
of trust. In the case of Saturn, it had to find asdablish business relationships from
scratch. Nevertheless, referrals only open an appity to prospective relationship
building. The outcome of relationships is rootedpmactical business considerations of
costs and benefits.

Motivation to and reliance on using informal perabnetworks to acquire information
and knowledge by the entrepreneurs was loWihe founders of Mercury, Neptune and
Terra had clear visions and comprehension of tbeajlbusiness environment based on
their own industrial knowledge and experience. €h&epreneurs with rich experience
were more confident and capable to formulate gjrese In the case of Saturn whose
founders had limited prior business experiencey thequired information and learned
from experienced customers and suppliers with whbey had business relationships.
They also set up a marketing department and redytofessional marketing staff to
collect market information.

Quantitative Findings

Quantitative analysis of the survey data obtaifredn a larger sample of SMEs
provides evidence in alignment with the case figdin

The rating on a five-point Likert scale of eightfors influencing the commencement
of foreign business development (Table 2), whighadapted from Holmlund and Kock’s

study (1998), suggests that the presence of pdrsmtaorks was not particularly
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important. The interest of the key decision-makerexpanding the business and the
business idea to develop foreign market at the-sgamere regarded as two key factors
driving the commencement of internationalizatiorttad firm (Ganitsky, 1989; Holmlund
and Kock, 1998). The commencement of internatinabn was also strongly influenced
by general market and industrial trends as propasethe international new venture
literature (Madsen and Servais, 1997; Oviatt anddgall, 1994). The finding provides
evidence for the spirit of entrepreneurship in tthet entrepreneur is driven primarily by
the opportunities identified and the belief thatshe can obtain the resources to act on

those opportunities; hence existing resources ateamrmajor constraint (Stevenson and

Jarillo, 1990).
Table 2: Factors Influencing the Commencemenhtafrhationalization
Total Mean*

Factors (Rank) SD
1. Business idea at the srup. 3.93(3) 1.21¢
2. Interest of the key decisi-maker in expanding the busine 4.43 (1) 0.82:
3. Demands of key business partners (e.g., customeplisr,

collaborator). 3.91 (4)| 0.989
4. Response to government sponsorship and prom 2.71 (8 1.34:
5. Response to key competitors’ actic 3.29 (7 1.09:
6. Response to unsolicited inquiries and or¢ 3.89 (5 1.09:2
7. Response to general market and industrial tr 4.00 (2) 0.87¢
8. The key decisic-maker has potential networks in foreign count 3.42 (6 1.19¢

*A five-point Likert scale: 1 = ‘Not important atl’, 5 = ‘Very important’

Based on the rating of the amount of resourcesenaadilable from five categories of
personal networks (defined based on the studi®&rwderl and Preisendorfer (1998), and
Starr and MacMillan (1990)) for foreign developmestrong-tie personal networks
provided limited resources. Weak-tie business iaddstrial contacts in both domestic
and foreign markets were relatively more importantake resources available to support

internationalization (Table 3).

19 of 29



Table 3: The availability of resources from pewaretworks

Personal Networks Total Mean* SD

1. Family, relatives and persd friends 2.21 1.06¢
2. Former work colleagues (e.g., employers-workers) 2.6 1.037
3. Fellow members in participating clubs, associatiamsons, et 2.3z 1.17¢
4. Past industrial and business contacts in domestiket 3.56 1.10¢
5. Past industrial ar business contacts in foreign mal 3.67 1.081

*A five-point Likert scale: 1 = ‘None’, 5 = “A €&at Deal’

In order to investigate the association betweensgmal networks and the
internationalization of small firms, two sets ofression were conducted.

The first set of regression tests the associabetween the utilization of network
channels and the availability of network resourdéee utilization of network channels is
measured by the extent to which a list of twentiywek channels was utilized to acquire
resources for foreign business development. EBteviks developed based on an extensive
review of literature (e.g., Birley, 1985; Cavusgild Naor, 1987; Chell and Baines, 2000;
Ellis, 2000), and respondents rated each channal fore-point Likert scale. The factor
analysis of the twenty network channels resultthiee latent factors: personal contacts,
direct business channels (e.g., trade fairs, basirend industrial associations) and
institutional channels (e.qg., official departmertsademic and research institutes). All the
three latent factors have a Cronbach’s alpha dweecut-off value of 0.7 (Nunnally, 1978).
The dependent variable, i.e., the availability etwork resources, is measured by the
amount of resources acquired from networks for ifprebusiness development.
Respondents rated on a five-point Likert scalestadf ten categories of resources, which
are derived from earlier studies (e.g., Elfring athdlsink, 2003; Holmlund and Kock,
1998; Westhead et al., 2001), discussions with eoézs and practitioners, and the case

findings. Factor analysis identifies two latentttas: general organizational resources
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(e.g., capital, business reputation and statuintdogy and technical know-how, and
human resources) and foreign business resourcgs {@eign market information and
knowledge, foreign business networks, foreign saled distribution channels). Both
factors have a Cronbach’s alpha over the cut-dtferaf 0.7.

Multiple regression tests show that the utilizatad personal contacts iissignificantly
association with the availability of network resoces (either organizational or foreign
business resources). The utilization of formalimess channels has @ositive and
significant association with the availability of foreign resoes; while the utilization of
institutional channels has @ositive and significanassociation with the availability of
general organizational resources (Table 4). Theession results provide evidence of the
inadequacy of personal networks to make the requissources available for the foreign
business development of firms: the utilization ofm@re diverse and formal network
channels is necessary.

Table 4: The utilization of networks and the aaility of resources

Network resource Network resource- Network resource-

Organizational Foreign business

Dependent Predictor resources resources
Personal Networl .07¢ .06¢ .05¢
Direct business chann .325%** .12¢ .488***
Institutional channe .310%* A37FE* -.017¢
R’ .30¢ 271 .207
AdjustedR? .29 .26( .21¢
F-ratic 29.895%** 25.234*** 18.981***

*p <0.05, ** p< 0.01, ***p<0.001
The second set of regressions investigates thoxiaisn between the availability of
personal networks and the formation of internationaw ventures (INVs). The

availability of personal networks is measured by #mount of resources obtained from
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personal networks for foreign business developmerfithe formation of INVs is a
categorical dichotomy variable, of which the sampdee classified into two categories:
‘International New Venture’ (coded as 1) and ‘Ttamhal Internationalized Firm’ (code as
0). ‘International New Venture’ (INV) is defined/®viatt and McDougall's (1994, p.49)
original definition as “a business organizationtthftom inception, seeks to derive
significant competitive advantage from the use efources and the sale of output in
multiple countries”. Three criteria implied in shiefinition and clearly specified in Oviatt
and McDougall's subsequent papers (e.g. OviattMeoidougall, 2005), i.e time of initial
foreign business development, significant of the &4 output, and the involvement in
multiple countrieswere used as an aggregate measure of the ca®gdiirms that started
foreign business activities within 6 years of ebshnent (Oviatt and McDougall, 1997;
Zahra, 2001),and had over 50% of foreign sales revenues to tot&ssaevenues
(Prashantham, 2005a; Dimitratos et al., 200&)d conducted business activities in
multiple countries are classified as ‘InternatioN&w Ventures’. Those firms that do not
meet any one of the three criteria are classifedTaaditional Internationalized Firms’.
Industry is included as a control variable becaeadier studies show that the high-
technology industry is inherently globally-orient&d nature, and hence firms in the
industry are more likely to pursue rapid internasiivation that those in traditional
industry.

The logistic regression results show that the laldity of personal networks has a

negative and significanassociation with the formation of INVs (Table 5Yhe result
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appears to challenge the prevailing belief, bua deged to be collected in order to further

verify the findings.

Table 5: The availability of personal networks aimel formation of INVs

B S.E Wald Df Sig. Exp (B)
Industry (Control 657 .31¢ 4.21( 1 .04(C 1.92]
Personal Networl -. 458 .207 4.85] 1 .02¢ .63

Omnibus Test: 9.643 (2) **

Hosmer and Lemeshow Test: 5.697 (7)
Predicted % correct: 60.3%

*p <0.05, ** p< 0.01, ***p<0.001

Conclusions, Implications, and Limitations

The case findings show that the entrepreneur’sepiging network resources to a
certain extent compensated for the liabilities efvnventures, when formal business
networks had not yet fully cultivated to generabel gjive access to network resources.
However, the effect of personal networks in thesrnnationalization of small firms, in
terms of the

resources acquired and utilized, wasiteld. The pursuit of

internationalization demands greater variety andume of resources. That means
networks of wider span and different mixes of dtnual characteristics are needed (Dubini
and Aldrich, 1991). The cases show that personskarks that extend from a focal

individual are inevitably concentrated and pathetejent on the individual’s background;
personal networks are limited in diversity. Fimgs also show that informal personal
networking may not be valid to trigger and prombtesiness relationships in the foreign
business context, when market position and orgHdoir reputation are essential

consideration in formal business decision-makiittgs necessary to differentiate personal

reputation from organizational legitimacy desphe intertwining socio-business context
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of smaller firms. Formalized business networking the organizational level is
fundamental to sustaining development of firmshm global marketplace.

The limited effect of personal networks is to aertextent the outcome of the
entrepreneur’s choice of not using pre-existingpeal networks. The entrepreneurs in the
case companies valued their independence, and vedwetant to involve personal
networks in their business which might be interpudetis dependence on others that would
put doubt on the entrepreneur’'s own capabilitiesr(@ et al., 1993; Johannisson, 2000).
Entrepreneurs with rich industrial experience heslatively lower motivation to utilize
personal networks due to high self-confidence ametf-edficacy. The networking
orientation of the entrepreneur strongly influendas/her firm’'s development and
utilization of networks for pursuit of internatidization. Further investigation is needed to
identify and understand the key factors pre-coaditig entrepreneurs’ networking
orientation and capabilities.

Many studies highlight the unplanned and emergatira of networking activities of
the entrepreneur, and inertia of smaller firms étworks (Curran et al., 1993; O’Donnell,
2004). The entrepreneurs of the four case compamers proactive in exploring and
exploiting diverse network channels right from stgy to obtain resources to support
foreign business development. Although a diversevork may make more resources
available, it is impractical for small firms to meirk extensively in the long run. Extensive
networking creates a heavy resource burden to dimall. The entrepreneurs of the case
firms were able to align their networking activtisvith overall strategic directions. They

had shifted responsively from extensive networkatghe early stage of the start-up, to
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deliberate networking when strategic network partieere identified. Their successful
internationalization experience demonstrates thaisi essential to leverage ‘higher
potential’ network relationships to sustain mutugdowth. Networking should be
articulated from being a daily ‘personal’ routinetbe entrepreneur to an organizational
capability (Dubini and Aldrich, 1991; Hite, 2005rilo, 1989).

The study enriches existing understanding of te ob personal networks in business
development of firms generally; it contributes tomn fine-grained knowledge pertaining
personal networks to rapid internationalizatiorfiohs. Important implications for smaller
firms towards the deliberate use of their limitezbgurces to network strategically to
pursue foreign business growth are provided.

The study has several limitations. Firstly, fingsrof this study are discussed based on
a pre-defined scope of personal networks. Dudeodiverse definitions and ambiguous
contents of ‘personal networks’ in existing studiess difficult to compare findings across
studies to achieve generalization (Shaw, 2006oigdy, this study analyzes the effect of
personal networks in two broad phases of internatipation, i.e., the initial start and the
ongoing phase. The findings ignore those in-betwwersesses/stages; they are limited to
construct a full picture due to the lack of londinal data. Thirdly, primary data were
collected from a single key informant in each comparlhe findings may to a certain

extent suffer from the single respondent bias.
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