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Toward a Knowledge-Based Conceptualisation of Internationalisation: A Synthesis

Abstract: This conceptual paper offers an integrative synthesis of the internationalisation literature and seeks to make three contributions. First, it utilises insights from the resource-based and network perspectives from the strategy literature to synthesise three apparently disparate strands of the internationalisation literature viz., the process model, network approach and international new ventures.  Second, it seeks to articulate more clearly than is the case in much of the extant internationalisation literature, how network relationships influence internationalisation – which is by facilitating the creation and acquisition of knowledge, both business-related (foreign market knowledge) and technology-related (knowledge-intensity). Third, it incorporates recent developments in the international business environment such as the ubiquitous utilisation of information technologies, particularly the Internet. The synthesis of the internationalisation literature presented in this paper has vital implications for further scholarly research as also managerial practice, such as the merit in consciously developing and leveraging network relationships, and policy imperatives, such as the utility of facilitating the enhancement of firm’s market knowledge and knowledge-intensity.

1. Introduction

This conceptual paper seeks to synthesise the internationalisation literature with a view to addressing three difficulties that exist with extant internationalisation literature. The first problem is its fragmentary nature (Rialp and Rialp 2001); in particular three strands of the literature viz., the process model (Johanson and Vahlne 1977), network perspective (Johanson and Mattsson 1988), and international new venture (Oviatt and McDougall 1994) literatures are commonly treated as disparate (e.g., Coviello and McAuley 1999). This paper, by invoking resource-based and network perspectives from the strategy literature, attempts to integrate these apparently distinct strands. In so doing it addresses a second problem in the internationalisation literature, viz., the lack of clarity in explaining certain causalities (Andersen 1993); specifically, how network relationships influence internationalisation is nebulous in the internationalisation literature. This paper argues that network relationships facilitate the acquisition and creation of knowledge, and thereby influence internationalisation. This knowledge-based approach is especially useful with respect to small knowledge-intensive firms (SKIFs) where the literature emphasises the role of network relationships, of which the entrepreneur is a vital source. It has been seen that network relationships are strongly associated with accelerated internationalisation of SKIFs (Coviello and Munro 1995, 1997). Finally, the internationalisation literature has not fully taken on board recent developments in the sphere of information technology, such as the rise of the Internet. This paper identifies three information-related applications of Internet technology, and suggests how they can influence internationalisation. The remainder of this paper is structured as follows: first, an overview of internationalisation is provided; second, the resource-based and network-related insights from the strategy literature are discussed; third, these theoretical insights are synthesised with three strands of the internationalisation literature to yield a more synthesised perspective; and finally, the role of the Internet in internationalisation is discussed. A concluding section discusses implications for future research, managerial practice and policy-making.

2. Synthesis of the Literature

2.1 Internationalisation: An Overview

The growth of the firm constitutes an area of interest for scholars in fields as diverse as economics, strategy, entrepreneurship and marketing. Although not all firms have the same inclination, propensity or ability to grow, growth is seen as vital for many firms to survive, achieve profitability and achieve its objectives. A key source of growth – particularly in an environment with strong globalisation drivers – is market-seeking internationalisation and subsequent international growth (Luostarinen 1980). Welch and Luostarinen (1988) define internationalisation as “the process of increasing involvement in international operations”. Subsequently they explicitly recognised that internationalisation involves both outward (e.g., market-seeking) and inward (e.g., resource-seeking) activities (Welch and Luostarinen 1993). The focus of this paper, however, is on international growth achieved by outward, market-seeking internationalisation. Further, the focus is on the ‘direction’ rather than ‘mode’ of internationalisation; the resource-based view (which, to a large extent, is the basis of discussion in this paper) better explains the former, and transaction cost economics (which is therefore not highlighted in this paper), the latter (Kay 2000). While this paper makes an effort at integrating key strands of the internationalisation literature, it has been deemed best to avoid any attempt to bring together the resource-based view and transaction cost economics owing to their rather different starting assumptions about resources (Kay 2000). Also, the issue of how the degree of internationalisation can be measured is not discussed, as this is not the paper’s focus. 

2.2 Insights from the Resourced-Based and Network-Related Perspectives of Strategy

 The resource-based view (RBV), drawing on the Penrosian theory of the growth of the firm (Penrose 1959), conceptualises firms as bundles of resources that may be leveraged by firms in their pursuit of growth (Barney 1986, 1991; Wernerfelt 1984; Peteraf 1993). Under the broad umbrella of the RBV, different strands of literature have emerged. One such strand relates to dynamic capabilities, which are “the firm’s ability to integrate, build, and reconfigure internal and external competences to address rapidly changing environments” (Teece, Pisano and Shuen 1997) and facilitate strategic advantage for firms in high-velocity markets (Eisenhardt and Martin 2000). Another pertains to the resources that do not reside within firms but rather in inter-firm relationships (McEvily and Zaheer 1999; Gulati 1999; Gulati, Nohria and Zaheer 2000); this is interesting in that it provides a logical connection between the RBV and network theory. A third strand pertains to the growing view that knowledge – particularly tacit (as opposed to objective or explicit) knowledge – is the most vital resource of the firm (Grant 1996; Kogut and Zander 1992; Spender and Grant 1996). Those perspectives that focus on knowledge under the RBV are collectively referred to as the knowledge-based view (KBV), discussed further below. The RBV has attracted criticisms, particularly that of being tautological (Priem and Butler 2001); this particular criticism has been countered on the grounds that attributes of resources that lead to competitive advantage viz., value, rarity and difficulty to imitate (causal ambiguity) can be parameterised to yield testable propositions (Barney 2001).

The knowledge-based view (KBV) is that strand of the resource-based view that sees knowledge as the firm’s most vital resource (Kogut and Zander 1992) and a source of competitive advantage (Berman, Down and Hill 2002). A useful overview of KBV is provided by Grant (2002) according to whom, “The emerging ‘knowledge-based view of the firm’ is not a theory of the firm in any formal sense. It is more a set of ideas about the existence and nature of the firm that emphasize the role of knowledge.” He identifies certain assumptions on which this view is based: (a) the great importance of knowledge as a productive resource, (b) the variation in transferability of knowledge – it is high for explicit knowledge and low for tacit knowledge (skills, know-how, and contextual knowledge); knowledge-intensive industries may therefore enjoy increasing returns, (c) knowledge is more expensive to create than replicate, leading to potential economies of scale, (d) specialisation leads to greater efficiency in knowledge creation and storage, and (e) the requirement, often, for many types of knowledge in firms’ operations. Distinction is drawn between the creation and application of knowledge; while the former requires specialised skills the latter calls for diverse ones. Knowledge management has emerged as a subject of great interest to managers all over the world and is a central issue posed by the KBV. 

Another vital resource for firms, apart from knowledge, is its network relationships. Network relationships can exist with a wide range of entities, including customers, suppliers, government agencies, industry bodies, family, friends – and even competitors. Such network relationships collectively yield a firm’s social capital, which has been defined as “the sum of the actual and potential resources embedded within, available through, and derived from the network of relationships possessed by an individual or social unit” (Nahapiet and Ghoshal 1998, p.243). Social capital is thus conceptualised as including both the network and the assets that may be mobilised therein. Social capital theory’s chief tenet is that social networks are vital to individuals, social units such as the family – and indeed, firms. As such social capital theory, like the RBV, has emerged as a popular theory of choice to examine phenomena in a wide range of academic disciplines (Putnam and Goss 2002). An additional value of ascribing a social capital perspective to the network-based view of internationalisation is that social capital theory lends itself well to assimilation under the broad banner of the RBV wherein a strand of the literature emphasises network resources (e.g., Gulati 1999), and the relational view is considered to be an extension of the RBV (Yli-Renko et al 2002).  Social capital has been found to facilitate the creation (Tsai and Ghoshal 2000) and acquisition (Yli-Renko, Autio and Sapienza 2001) of knowledge. Indeed, a quest for the acquisition of new knowledge – both technology- and business-related – has often led firms into strategic alliances and the active leverage of social capital (Gebrekidan and Awuah 2002). Thus knowledge can be seen to play a mediating role in the influence of network relationships on firm behaviour and outcomes.
2.3 Network Relationships, Knowledge and Internationalisation

In this section the point is made that three main strands of the internationalisation literature – Johanson and Vahlne’s (1977) ‘stage’ model, Oviatt and McDougall’s (1994) international new venture perspective, and the network approach (for e.g., Johanson and Mattson 1988; Coviello and Munro 1995) – can all be fruitfully integrated, using the insights discussed in the foregoing section. Each of these strands of the literature is considered, in turn, and an integrative synthesis of the internationalisation literature.

2.3.1 Market Knowledge and Internationalisation

Johanson and Vahlne’s (1977) theory of internationalisation, also referred to as the “stage” or Uppsala model, basically posits that firms’ internationalisation increases as its foreign market knowledge does. The Uppsala model is influential in the internationalisation literature and provides an important strand which is clearly aligned with the resource-based view – and more specifically the knowledge-based view – discussed earlier. The role of market knowledge is that of a resource-regulator; as this knowledge grows, so does the amount of resources allocated to a foreign market (Yli-Renko, Autio and Tontti 2002).

It is acknowledged that the Uppsala model has been heavily criticised. At a conceptual level it has been seen as lacking in conceptual validity and empirical rigour (Anderson 1993; Leonidou and Katsikeas 1996). At an empirical level, criticisms have pertained to contradictory findings (e.g., Axelsson and Easton 1992; Bell 1995; Knight and Cavusgil 1996; Millington and Bayliss 1990; Oviatt and McDougall 1994; Sullivan and Bauerschmidt 1990; Turnbull 1987). Especially in relation to small technology-based or knowledge-intensive firms, internationalisation was observed to more rapid than predicted by the stage models, leading to a growing interest in “born globals” (Knight and Cavusgil 1996) and “international new ventures” (Oviatt and McDougall 1994). 

And yet, criticisms of the empirical manifestations of the Uppsala model should not be confused with theoretical arguments with the models (Hadjikhani 1997). The mere evidence of rapid internationalisation does not in itself falsify the role of experiential foreign market knowledge in determining internationalisation. Rather, it suggests that some additional source(s) of knowledge, such as network relationships or an entrepreneur’s prior experience, allows the firm to act on the basis of additional, non-experiential knowledge. The important notion presented in Johanson and Vahlne’s thesis is the role that foreign market knowledge plays in a firm’s internationalisation, which has been confirmed as being crucial (Erikkson et al 1997) and therefore provides the starting point for the present discussion.

2.3.2 Knowledge-Intensity and Internationalisation

Another source of knowledge that has been posited as being positively associated with a firm’s internationalisation is its knowledge-intensity (Oviatt and McDougall 1994). Oviatt and McDougall’s thesis has led to an emerging strand in the internationalisation literature that focuses on accelerated internationalisation, which is especially relevant in the context of SKIFs. Knowledge-intensity leads to greater internationalisation given that (a) knowledge-intensive firms have a basis for introducing products and services to the market in the first place, and (b) knowledge is globally mobile (Yli-Renko et al 2002). The positive relationship between knowledge-intensity and internationalisation has been subsequently proved empirically by Autio, Sapienza and Almeida (2000). Thus, like Johanson and Vahlne’s thesis, the body of literature inspired by Oviatt and McDougall’s thesis can also be linked to the RBV and KBV; the main difference is the type of knowledge emphasised, which is technical knowledge or knowledge-intensity in the latter.

To elaborate further on this line of thinking, Oviatt and McDougall (1994, p.49) define an international new venture as “a business organization that, from inception, seeks to derive significant competitive advantage from the use of resources and the sale of outputs in multiple countries”. They identify four elements that collectively result in international new ventures viz., internalisation of some transactions (as the basic, starting point); alternative governance structures (where assets may not be owned and yet partially controlled within a network structure); foreign location advantage (chiefly arising from the mobility of knowledge, thus implying a greater propensity for knowledge-intensive firms to become international new ventures); and unique resources. It is the last mentioned that is the sufficient condition for a firm to become an international new venture. 

Knowledge-intensive firms are likely to focus on their technical knowledge as a key resource and yet may face certain difficulties, given that knowledge inevitably becomes accessible to external parties, at least partially. Four means of protecting knowledge are through patents, perfect imitability, licensing and network governance structures. Network structures may, counter-intuitively, facilitate the protection of knowledge due to the inter-dependence of network members, which diminishes the attractiveness for opportunistic exploitation of a network relationship.  Thus drawing on the KBV, both Johanson and Vahlne’s (1977) and Oviatt and McDougall’s (1994) theses can be synthesised, when market knowledge and knowledge-intensity are taken as two aspects of a similar (yet vital) resource, viz., knowledge.
2.3.3 Network Relationships and Knowledge

As stated at the outset, the role of network relationships in speeding up internationalisation is well recognised in the literature. As noted by Johanson and Mattson’s (1988) – and several authors thereafter (e.g., Coviello and Munro 1995; Chetty and Blankenburg Holm 2000) – a firm may receive useful information and knowledge about foreign markets and opportunities therein from customers, suppliers or other network relationships. 

This strand of the literature is not necessarily at odds with the Uppsala model, as network relationships have been incorporated in that model by Johanson and Vahlne (1990, 2003). Indeed, this is further corroborated by the insights from the KBV and social capital theory discussed earlier. As argued by Gulati (1999), not all knowledge is confined within the boundaries of a firm; it may also reside in inter-firm relationships. Further, social capital leads to knowledge creation and acquisition (Tsai and Ghoshal 2000; Yli-Renko et al 2001). As in the case of the Johanson and Vahlne’s (1977) work which did not explicitly use the term ‘resource-based view’ but clearly draws on the underlying Penrosian views, the network-based work of Johanson and Mattson (1988) and others, can be seen to resonate with social capital theory, even if social capital-related terminology is not explicitly used. 

How firms’ social capital or network relationships translate into knowledge which, in turns, determines internationalisation is however, not clearly articulated in the internationalisation literature. Insight into this comes from Nahapiet and Ghoshal (1998) who argued, and Tsai and Ghoshal (1998) who empirically demonstrated, that social capital leads to the creation of knowledge. This is very useful in the context of internationalisation where two forms of knowledge have already been identified as key drivers. Indeed, subsequent work by Yli-Renko et al (2001, 2002) offers further credence for the view that social capital can lead both to greater market knowledge and knowledge-intensity. Thus the point being made here is that the internationalisation literature does not always clearly articulate the conceptualisation of how network relationships lead to internationalisation. From the preceding discussion is posited that knowledge - both market-related and technology-related (or knowledge-intensity) – mediates the role of network relationships in internationalisation. This leads to an integrative conceptualisation of internationalisation, which is depicted in the figure below.

Figure 1
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2.4 Incorporating the Role of the Internet

Both Johanson and Vahlne’s (1977) and Oviatt and McDougall’s (1994) theses were formulated before the Internet, as we know it today, became ubiquitous. According to Parasuraman and Zinkhan (2002, p.287), “Internet technology has the potential to alter almost every aspect of business operations”. The Internet has created an information-intensive environment (Glazer 1991) that offers possibilities that did not previously exist. These primarily pertain to information-related applications – such as the potentially global visibility that a firm can attain – that can influence the market-seeking internationalisation of firms. Insufficient scholarly attention has been paid to the role of the Internet to internationalisation, which is surprising given its once-proclaimed revolutionary influence (Quelch and Klein 1996). (For a review of this body of literature, see Prashantham 2003).  

It is however important, especially because the hype surrounding the Internet has subsided, to consider its potential influence on internationalisation. Drawing on notions about the Internet from the strategy and marketing literatures, it is seen that a unique characteristic of this medium of communication, in comparison with traditional broadcast media, lies in its ability to support many-to-many communication i.e., interactivity (Hoffman and Novak 1996). Evans and Wurster (1997) described the Internet’s primary impact on business as the new economics of information. They argued that the Internet has given rise to a new economics of information, with the “blowing up” of the traditional trade-off between the richness of information involved in a transaction and the number of people that it could reach. The greater richness of information on the Internet is also highlighted by Varadarajan and Yadav (2002) who point out that there are lower information search costs and diminished information asymmetry between actors on the Internet. The interactive structure of the Internet and constant availability of information can lead to better inter-firm relationships through enhanced commitment, satisfaction and trust (Brauer, Grether and Leach 2002). 

From the foregoing discussion it can be inferred that information-related applications of the Internet can influence the internationalisation process, conceptualised as it is in this discussion, from a knowledge-based perspective
. Such an approach is entirely in keeping with the Internet’s properties and is compatible with the KBV; since information leads to knowledge, the Internet could act as a fast-track to knowledge and facilitate international growth.  Most of the Internet’s information-related applications can be categorised under the following heads: information dissemination (e.g., through a firm’s Web site), information acquisition (e.g., researching relevant Web sites for information on an international market of interest) and information sharing or exchange (e.g., collaboration between a software firm and its client via Internet-enabled groupware or access provided to its Intranet by a firm to its most important supplier) (Min, Dong and Keebler 2002). These are briefly discussed below.

Information Dissemination

Arguably the most common way of disseminating information through the Internet is through a firm’s Web site. It has become apparent to firms that the mere fact of having a Web site does not suffice; relevant audiences have to be proactively informed of and attracted to the Web site (Harrison-Walker 2002). Successful Web sites offer a good experience and reason to return to it (Breitenbach and Van Doren 1998), customisation (Huizingh 2000) and interactivity (Karayanni and Baltas 2003); also because the Internet is intrinsically a global medium, cross-cultural communication issues need to be considered (Luna, Peracchio and de Juan 2002)

Information Acquisition

The Internet is also a powerful tool for information-gathering and research (Wilson and Abel 2002; Hamill 1997) and has been described as a “competitive knowledge tool for top managers” (Brabston and McNamara 1998). Wilson and Abel (2002, p.86) state that, “The Internet has a vast amount of information and much of it is free. Companies can use the Internet to find out what their customers want, as well as what their competitors are doing”. 

Information Sharing

The real benefit of Internet technology appears to be the interaction that is possible which, for example, lends itself to “bi-directional” (Karayanni and Baltas 2003, p.105) interaction among actors in the international business environment. This is evident in Internet auctions (Sashi and O’Leary 2002) or the use of bulletin boards for communication among groups, for instance. The reality seems to be that smaller firms are not making the best use of the Internet; Arnott and Bridgewater 2002) found in their study that only larger firms demonstrated sophisticated use of the Internet, i.e., both informational and interaction applications were used, and that smaller firms tended to use only the informational applications. Adam et al (2002) identified an evolutionary path from business communication via the Internet to transactions, and finally relationship management. It appears that information sharing through the Internet would correspond to that final stage of relationship management as firms strengthen their ties through interaction over a period of time.

To summarise, three possibilities of the application of Internet technology in the context of internationalisation are noted. (a) Information dissemination could result in, in theory, a foreign customer or client coming across a firm’s Web site on the Internet, subsequently leading to an order being placed and therefore, international growth for the firm. In other words, information dissemination could directly result in international growth. (b) Information acquisition through the Internet – i.e., information on prospective markets, customers and business partners like suppliers, much of which is free – could lead to augmentation of extant stocks of the firm’s market knowledge. (c) Information sharing through the Internet could lead to greater visibility efficiency and intimacy among network relationships, leading to an increase in the firm’s stock of social capital, which in turn could lead to both greater market knowledge and knowledge-intensity, and ultimately to internationalisation. Thus directly and indirectly, the Internet could lead to internationalisation, as depicted in the figure below.

Figure 2
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3. Conclusions and Implications

A key implication for further academic research of this approach is the fruitful avenue that appears available to scholars wishing to taken an integrative view of internationalisation, utilising a knowledge-based approach, as outlined in this paper. Small knowledge-intensive firms constitute a particularly interesting subject for empirically testing the foregoing propositions, owing to their inherent knowledge-intensity and propensity to leverage social capital, as seen in the literature (e.g., Coviello and Munro 1995). Also, further academic research on the role of the Internet in internationalisation is needed. An objective of academic research dealing with the Internet has to be to separate the hyped claims of the past from the reality of the present – both potential and actual. Towards this end, the conceptual discussion presented in this paper discusses how, potentially, the Internet could influence international growth in firms. Empirical investigation should aim at describing what, in practice, is the extent of the application of Internet technology for international business by firms and what impact, if any, it has on international growth. Any theory-practice gap may well be an indication of the shortcoming of firms – due to the ignorance or ineffectiveness in application. Whatever the case, rigorous and scholarly research alone will shed light on this important matter. 

Based on the foregoing discussion, in managerial terms, firms will be well advised to cultivate and leverage social capital to enhance their stock of knowledge, both market knowledge and knowledge-intensity. This will entail systematic evaluation of their network relationships with a view to identifying potential resources, as well as resource-gaps. Further, they would do well to think of information technologies such as the Internet as a useful means of enhancing their stocks of social capital and knowledge. 

Policy-makers should facilitate networks that lead to social capital. Further, knowledge-management and the management of learning within firms are vital for their international success; policy-makers would do well to educate (particularly smaller) firms on effective means of achieving this, including through the Internet. The key to successful internationalisation, in light of the discussion in this paper, is a holistic approach of leveraging available and potential resources of the firm, with a particular emphasis on creating, acquiring and leveraging knowledge.
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� Following Huber (1991, p.89), information refers to “data that give meaning by reducing ambiguity, equivocality, or uncertainty” and knowledge refers to “more complex products of learning such as interpretations of information, beliefs about cause-effect relationships”
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