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Abstract 

Recent research has started to use the term born globals for firms that initiate a process of very rapid internationalization almost immediately after they have been established and grow their global operations very rapidly thereafter. Born Global companies face a formidable challenge of globalizing their strategies and operations very quickly after inception. These challenges have been hitherto unseen and under-researched by traditional internationalization theorists and researchers. This research aims to show how born globals rise up to these challenges. Towards this goal the research analyzes five Israeli technology-intensive born globals and compares them to findings of the Finnish research in the 70’s.  The study identifies patterns in the globalization process of Israeli technology-intensive born globals and shows how they differ from those of traditional firms.[image: image1.wmf]Born Globals
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The research is part of the ‘Born Global’ joint research project of Helsinki School of Economics and Helsinki University of Technology. The project is a part of the Academy of Finland's 'Finnish companies and the Challenges of Globalization' (LIIKE) -research program and is financed by Tekes (National Technology Agency).

1 Introduction

Recent research has started to use the term born globals (as well as Global Start-ups, High technology Start-ups, and International New Ventures) for firms that initiate a process of very rapid internationalization almost immediately after they have been established, grow their global operations very rapidly thereafter, and soon reach a state in which they operate seamlessly across national borders, often simultaneously in North America, in Europe and in Major Asian markets.  Born Global companies face a formidable challenge of globalizing their strategies and operations very quickly after inception. These strategic, managerial, financial and organizational challenges have been hitherto unseen and under-researched by traditional internationalization theorists and researchers. In contrast to 'traditional internationalizing' firms, Born Globals: (a) internationalize at an early age; (b) implement rapid and parallel country roll-out strategies (as opposed to slow, incremental, and sequential); (c) possess a global vision and outlook from inception (as opposed to initial domestic orientation); (d) rapidly implement multiple/advanced operational modes of international business at global scale (as opposed to gradually increasing the complexity of operations within neighboring countries). 

This research aims to show how born globals rise up to these challenges. This will be achieved by comparing the internationalization process of born globals to that of traditional firms. Towards this goal I chose to analyze five Israeli technology-intensive born globals and compare them to findings of the Finnish research in the 70’s.  

1.1 Why Technology-Intensive

The choice of technology-intensive born globals for this study seems to be appropriate as many born global firms, though not all, are in high technology industries (McDougall, Shane et al. 1994). It can be assumed that technology-intensive firms differ in their internationalization patterns from low-technology firms.  Technology-intensive firms tend to be operating in international or global markets that are changing rapidly (Jones 1999). Small technology-intensive firms tend to internationalize more rapidly than others (Jones 1999).  In many cases the products developed by these companies are global in nature and the companies are forced to compete globally from inception in order to survive. The choice of technology-intensive firms in this study is also supported by the raising importance of small technology-intensive firms to national economies.  

1.2 Why Israel?

Technology-intensive start-ups in SMOPECs (small and medium sized open economies) clearly differ from similar start-ups in large, open and developed countries regarding the push forces that contribute to their early and rapid globalization. While USA based technology-intensive start-ups, for example, might be able to have a longer domestic period Israeli and Finnish technology-intensive start-ups might not be able to have any domestic period or have a very short one.  

Some born global firms are located in subnational geographic clusters or networks that enable economics and internationalization for all participants (Johanson and Vahlne 1990; Dunning 1993). The Silicon Valley in California is perhaps the most well known such cluster (Oviatt and McDougall 1997) and Israel has clearly become one. Israel, a SMOPEC country with a population of around 6 million, has produced 145 companies listed on foreign stock exchanges in 2003. During 1991 to 2002 there were 136 IPOs of Israeli companies in the USA. Most of these companies are technology-intensive born globals. Already in 1995 the number of NASDAQ listed Israeli firms nearly equaled the number of all other foreign firms combined excluding Canadian companies. 

The high number of Israeli technology-intensive born global firms traded in foreign stock exchanges, the significant contribution of the technology-intensive born globals to the growth of the Israeli economy, combined with Israel’s small population and open economy makes Israel a natural choice in studying the born global phenomenon.   

2 Literature review 

2.1 Born Globals

Several authors have recently identified the born global phenomenon (Jolly, Alahuhta et al. 1992; Rennie 1993; McDougall, Shane et al. 1994; Oviatt and McDougall 1994; Knight and Cavusgil 1996; Madsen and Servais 1997; Madsen, Rasmussen et al. 1999; Rasmussan, Madsen et al. 2001). Researchers of born global firms have concluded that the traditional models and frameworks are not capable to explain the phenomenon of born global firms and that a new framework should be developed (McDougall, Shane et al. 1994; Oviatt and McDougall 1994; Bell 1995; Knight and Cavusgil 1996; Roberts and Senturia 1996).

The Swedish Uppsala model (Johanson and Wiederscheim-Paul 1975; Johanson and Vahlne 1977), the Finnish Internationalization model (Luostarinen 1970; Luostarinen 1979), the innovative theories (Bilkey and Tesar 1977; Cavusgil 1980), and the Eclectic Paradigm (Dunning 1977) were all developed originally in the 1970's.  Since the development of these theories/frameworks some dramatic changes have occurred:

a) Trade and investment barriers are falling (Kirpalani and Luostarinen 1999).  

b) There is a move toward globalization of markets (Knight and Cavusgil 1996; Oviatt and McDougall 1997).

c) Technological developments in international communication and data processing together with faster and cheaper international transportation (Porter 1990; Rennie 1993; Knight and Cavusgil 1996; Oviatt and McDougall 1997). Information technology development and e-commerce that were only a dream in the 70’s have become reality (Oviatt and McDougall 1997).

d) Increasing role of niche markets, especially in developed countries (Holstein and Kelly 1992), as a result of a radical shift in consumer preferences toward specialized and customized products (Rennie 1993). 

e) Increasing global competition by MNEs (Knight and Cavusgil 1996).

f) Advances in process technology enables SMEs with low-scale production to compete with larger firms on cost and quality, often with more flexibility (Rennie 1993; Knight and Cavusgil 1996).

g) Means of internationalization such as knowledge, technology, tools, facilitating institutions, and so on, have become more accessible to all firms ((Czinkota and Ronkainen 1990; Nordström 1991; Rennie 1993). Movement of know-how, systems, technology, services and people has become much easier (Kirpalani and Luostarinen 1999).

h) Product life cycle has become shorter and consumer tastes change rapidly which means that small firms which are more flexible and have a quicker response time can often adapt better than large MNE's (Rennie 1993).

i) Formation of regional free trade blocs such as NAFTA and the EU.

j) Demand is becoming global due to globalization of customer tastes, habits and values (Kirpalani and Luostarinen 1999).

These changes in the competitive conditions enable born global firms to manage profitable, fast growing global business systems in a way that was impossible 20 years ago (Rennie 1993). Traditional literature on internationalization was developed primarily through research of large, mature, multinational manufacturing companies (Oviatt and McDougall 1994; Roberts and Senturia 1996; Coviello and Mc Auley 1999). The traditional theories from the field of international business fail to explain the formation process of born global firms. Monopolistic advantage theory, product cycle theory, stage theories of internationalization, oligopolistic reaction theory, and internalization theory assume that firms become international long after they have been formed (McDougall, Shane et al. 1994).  

Born global research is relatively in its early stages and the need for further research is widely recognized. Born globals literature has been dealing with issues such as born globals characteristics, key success factors, drivers for the formation of born globals, criticizing existing theories, and the search for an appropriate theoretical framework. This paper will focus on identifying patterns of internationalization in technology-intensive born globals and comparing these patterns to internationalization patterns of traditional firms. In order to compare the born global’s internationalization patterns to internationalization patterns of traditional firms I had to choose one of the existing theoretical frameworks developed in the 70’s.  As the Helsinki model is based on the FIBO databank, which includes data on 1,006 firms covering 92% of the total Finnish industrial exports for 1976, it seems to be the most appropriate for my purposes. An additional advantage of the Helsinki model is that it is based on a SMOPEC data (Finland). Taking into account that according to Oviatt and McDougall the global vision of the founders is probably the most important characteristic associated with the success of born globals (Oviatt and McDougall 1995) this study will look also at the global orientation of the founders in connection with the decision to globalize from inception.

2.2 The Helsinki Model

The Finnish research analyzed the outward internationalization process of manufacturing firms from the perspectives of Product, Operations and Market (POM) patterns respectively. 

2.2.1 Product

(Luostarinen 1979) developed a classification of products into four categories: (1) physical goods, (2) Services, (3) Know-how, and (4) Systems (see figure 1).

Figure 1
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According to Finnish empirical evidence (FIBO) manufacturing companies in SMOPECs tend to introduce these four product categories in the following order:(1) Physical goods, (2) services, (3) know-how and (4) systems.  98% out of the 997 Finnish firms that were included in the research started their outward international operations with sales of physical goods. 

2.2.2 Operations

The international outward operations were divided to four categories using two major criteria: (1) Marketing or Production, (2) Non-Investment or Direct-Investment (see figure 2).

The empirical evidence from the Finnish research shows that in most cases the four categories of outward operations will be used in the following order: 

(1) Non-investment marketing operations (NIMOS).

(2) Direct-investing marketing operations (DIMOS).

(3)  Non-investment production operations (NIPOS).

(4) Direct-investment production operations (DIPOS).
Figure 2
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98% out of the 997 Finnish firms that were included in the research started their international operations using the non-investment marketing operation mode (NIMOS). 

2.2.3 Markets

According to the Finnish research the market pattern of international outward operations starts usually with countries, which have a very small business distance (physical, cultural and economic distance) to the firm’s domestic market. 91.7% out of the 997 Finnish firms that were included in the research started their international operations with countries that were very close in business distance (Luostarinen 1979).  

3 Research questions and methodology

3.1 Research questions

How can technology intensive startups with limited resources and experience rapidly become global? 

- Why do born global start-ups start their globalization at once from inception or exceptionally soon after?

- What are the globalization strategies of Israeli Technology Intensive Born Global firms and how do they deviate from those of the traditionally internationalized companies?

- Can Strategy patterns be identified in Israeli Technology Intensive Born Globals?

3.2 Research Methodology

The study follows the multiple case study methodology as described by Eisenhardt (Eisenhardt 1989) and Yin (Yin 1994). The methodology employs comparative technique. The data is the principle source of understanding and is used inductively in order to build my understanding of the phenomenon.  Strength of this method is the likelihood of it resulting in a new theory (Eisenhardt 1989), and it is particularly recommended when trying to answer "how" and "why" questions about contemporary events over which control cannot be achieved (Yin 1994). 

3.3 Data Collection

The method of investigation included analysis of three sources of evidence:

(a) Personal interviews; (a) Secondary data;  (c) Documents.  Data was collected through semi-structured personal interviews during 2002. Founders and executives were interviewed. To reduce the risk of informant bias interviews were made with more then one manager in each firm. As recommended by Eisenhardt (Eisenhardt 1989) the data collection and analysis were not isolated activities.  Interviews were recorded and later transcribed.  

There are no directories or public available resources to identify born global firms (McDougall, Shane et al. 1994). In order to identify Israeli technology-intensive born global firms I have used the list of Israeli firms that were traded in NASDAQ (US) and or various EU stock exchanges during 2001-2002. During 1991 to 2002 there were 136 IPOs of Israeli companies in NASDAQ. Most of these companies are technology-intensive born globals thus the list was a good source for identifying potential cases for my research. Screenings of Israeli companies listed on NASDAQ or in a European stock exchange have also served to test my selection criteria. The selection criteria was as follows:

a) Registered on the NASDAQ or various EU stock exchanges.

b) Technology-intensive: invest 5% or more in R&D

c) Established not earlier then 1988.

d) Not subsidiaries or divisions of larger companies.

e) Have operations outside the domestic continent, in at least two other continents

f) Generated over 60% of their sales from foreign markets

g) Started exporting within 2 years of their establishment.

3.4 Definitions

Born Globals - Born Global firms start their globalization at once from inception without any preceding domestic operations or simultaneously with domestic business or exceptionally soon after domestic operations (Luostarinen and Gabrielsson 2001).

Globalization - Globalization in this research is used in geographical sense, as a spatial term, meaning the process where the firm extends its operation outside its domestic continent (Luostarinen and Gabrielsson 2001).

Internationalization - the process of increasing involvement in international operations across borders (Welch and Luostarinen 1988).

Technology- Intensive Firms: Firms investing five percent or more from their total revenues in R&D are classified in this research as technology-intensive. 

Israeli firms - for the purpose of this study I defined as Israeli companies firms that were founded by Israeli founders regardless of were they were registered.

4 The companies

4.1 VocalTec Communications Ltd.

VocalTec, established in 1989, is a leading provider of VoIP (Voice over Internet Prtotocol) solutions, and is widely recognized as the founder of VoIP. VocalTec views the North American market as the key market for technology firms and opened an office in the USA in 1993 while in Israel they were still working from their own home. 

The telecommunication market could be divided to three distinctive markets: 

(1) Consumer/SOHO (Small offices and Home offices), (2) Enterprise (Businesses), 

(3) High-end: incumbent carriers, ITSPs (Internet Telephony Service Providers), CLECs (Competitive Local Exchange Carriers), mobile operators, exchange carriers and clearinghouses.  With its Internet Phone software, introduced in February 1995, VocalTec started in the consumer/SOHO market and VocalTec’s brand name became known among Internet users around the world. In September 1995 VocalTec introduced its Internet Wave product, a tool for broadcasting high quality audio over the Internet, which targeted the enterprise market. Enterprises were also offered solutions for international calls including a system that enables clients without a computer to place international calls through the Internet by using VocalTec’s technology. The change of business model with the move from consumer to enterprise market in 1996 was a critical point in the company’s life. 

VocalTec’s products for the consumer market were sold through distributors, retail channels, and direct sales over the Internet, and through bundled OEM agreements. VocalTec’s products for the enterprise market were distributed through a combination of direct sales to telecommunication service providers, strategic partners and alliances, VARs (Value Add Resellers) and international dealers and agents.

Since the end of 1996 VocalTec attempted to enter into the carriers market. The first national telecommunication carrier to use VocalTec’s VoIP technology was Telecom Finland in December 1996. In January 1997 Dacom in South Korea was the second, Telecom New-Zealand also in January was the third and Taiwan Telecommunication Network Services Co. in May was the fourth national communication company to offer Internet telephony based in VocalTec’s products. Most of these deals however were for testing and field trials and did not represent a change in existing infrastructure.

Figure 3 – VocalTec Sales by regions
	
	1996
	1997
	1998
	1999
	2000
	2001

	North America
	57%
	70%
	32%
	13%
	20%
	33%

	Europe

	11%
	18%
	54%
	63%
	43%
	38%

	Asia Pacific
	24%
	9%
	9%
	21%
	19%
	23%

	Other
	8%
	3%
	5%
	3%
	18%
	6%


Currently, in 2003, VocalTec has one subsidiary in Europe – Germany, two in the USA – from which one acts as the headquarter for North America and the other for South America, and its Asia Pacific Headquarter is in Hong-Kong with offices in China, India and Singapore.

4.2 Emblaze Systems Ltd

GEO Interactive Ltd. (later renamed Emblaze Systems Ltd.) was established in 1994. The new founded company was to develop and market computer best training products. The founders believed that they have developed skills in multimedia development that gave them a competitive advantage in the global market. From inception the founders decided to focus on international markets and not on the small domestic Israeli market. They decided to start by locating and approaching potential customers in the USA and were successful in closing deals with companies such as Saban Entertainment Inc. and McGraw-Hill.  These subcontracting projects brought hundreds of thousands of US dollars of revenues to the start-up and in the middle of 1995 Geo had already around 20 employees. In the end of 1994 GEO Interactive developed the first generation of the Emblaze technology that enabled animation over the Internet. While the subcontracting brought nice revenues the Emblaze technology represented much higher growth potential and the decision was made to abandon subcontracting and focus on the new technology. 

With the Emblaze technology they decided to target the global consumer market. This was achieved through a worldwide distribution agreement with Symantec. However, further development of the technology required more money and the founders decided to go public. In October 1996 they raised US $19 million on the AIM (Alternative Investment Market) stock exchange in London, which gave them a market value of US $158 million.  In May 1997 GEO withdraw from their agreement with Symantec and started to set up their own independent distribution network through a newly established USA subsidiary named “GEO Publishing”.  Outside the US Geo Interactive developed strategic relationships throughout Europe and Asia with various partners. 

When GEO realized the difficulties in achieving profitability in the retail/SOHO market they decided to move to the enterprise market. This change of strategy represented a change of the whole business model. Product prices went up from around us $100 to around US $500 to US $1000.  The former distribution channels developed for retail sales were no longer suitable and they had to find new partners who fitted their new strategy. GEO’s customers at this stage were mostly Internet site builders. The move to the enterprise market still left Emblaze with a large number of potential customers and the necessity of working through VARs and distributors. Products prices did indeed rise and the number of potential customers was indeed lower from the consumer/SOHO market but sales were still achieved mainly through partners and a large number of sales were needed to cover their marketing and R&D costs. The basic problems that existed in the consumer/SOHO market were reduced to some degree but were still there and thus the move was unsuccessful. 

In October 1998, GEO realizing that changes were in order, appointed a new CEO and some professional and experienced managers from outside the company. GEO decided to focus on the high-end enterprise market, which demands products of high technological quality. Towards this goal GEO started to offer full end-to-end solutions including hardware. In the beginning stage of this strategic shift to high-end customers GEO focused on the Internet market with the ISPs (Internet Service Providers) and major web sites as their customers. Prices of products for ISPs were in the tens of thousands of dollars and the number of potential customers was much smaller. When the Internet market failed to generate enough revenues GEO decided to focus on the cellular market. When GEO moved into the high-end market they understood that these new customers, especially carriers, needed support and demand a service that is reliable as a dial tone. This meant that actually 50% of what they sold to high-end customers was service.  The clear conclusion was that they needed local representation. The Emblaze technology could also be integrated into the mobile phones.  

At this stage the number of potential customers around the world was around 300. This meant that all the sales and marketing activities could be handled directly by GEO with 20-30 salesmen located in seven offices around the world. An Emblaze system for a cellular network was priced in hundreds of thousands of US dollars. On February 5, 2001 Geo Interactive Media Group Ltd (GEO) changed its name to Emblaze Systems Ltd. The company had 400 employees in Israel and offices in LA, London, Seoul and Tokyo.  
Figure 4 – Emblaze Sales by regions

	
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Europe
	
	10.2%
	15.5%
	13.6%
	89.8%
	55%
	9.6%
	35.4%

	North America
	100%
	89.8%
	66.7%
	41.6%
	10%
	9.9%
	2%
	1%

	Far East
	
	
	17.2%
	44.8%
	
	33%
	25%
	60.8%

	Middle East
	
	
	0.6%
	
	0.2%
	2.1%
	63.4%
	2.8%


4.3 BATM Advanced Communications Ltd.

BATM began developing network equipment products in 1991 and was established as a company in 1992. Unlike many technology-intensive start-ups BATM generated revenues and was profitable since it was founded. Around 70% of the data communication of mid-size computers in the world at the time (1991-1993) was according to a protocol by IBM (52-50). BATM did reverse engineering on the protocol and developed some products for data communication using this protocol. When the first products were completed, and as BATM realized that they were much better than the existing products in the market, including IBM’s own products, BATM offered the products to IBM (through its office in Germany).  The process of entering into IBM was not easy and took a long time. Towards the final stages of this process, on the last quarter of 1993, IBM contacted BATM and suggested a partnership in a project of building new software that is suitable to the products, which BATM is developing. BATM joined the project, in which all the other partners were big corporations much larger than BATM.  IBM also started to order (OEM) and was marketing the products under their own logo. 

At the time prior to the entry into IBM, BATM started export operations to Europe. The process of locating potential buyers was simply by opening professional magazines and through them identifying the potential buyers. The first target country was Germany, which was chosen because it was a technological market where the market was very influenced from the quality of the product technology. After Germany they targeted Italy because Italy was at the time buying big quantities of the same type of products that BATM was offering.  When IBM started to order and market BATM’s products under the IBM logo BATM continued to sell products to its own customers under its own brand name. At the time BATM had no subsidiaries and no offices abroad as they simply did not have the resources needed.   BATM opens an office in a country only once the country reaches a certain amount of business and the business is developing in a self-sustaining level. The offices are needed mainly to support BATM’s customers. The support can be technical support, pre-sale support, after-sale support, training and so on. The second task of the offices is to look for new partners for BATM. It is important to note that BATM’s foreign offices do not sell directly to end-users.

Figure 5 – BATM Sales by regions

	
	1997
	1998
	1999
	2000
	2001

	Europe
	8.034
	11.741
	9.446
	8.148
	11.550

	America

(Mainly North America)
	1.655
	5.336
	12.346
	80.873
	62.715

	Israel
	0.686
	0.616
	4.862
	2.715
	2.787

	South Africa
	0.081
	0.098
	0.083
	0.062
	0.060

	Far East
	0.101
	0.281
	0.177
	0.578
	4.889

	Total
	10.557
	18.072
	26.914
	91.876
	82.001


During 1999 BATM hired a local salesmen in the USA. Later when BATM thought that the business is starting to develop in the USA in a self sustaining level they decided that they do not want to build a marketing organization in the USA but prefer to acquire an existing organization. In 4.2.2000 BATM acquired Telco Systems Inc., located in Massachusetts, USA, for 330 million USD. Already in 2000 76% of BATM sales were from Telco Systems, which is a wholly owned subsidiary of BATM.

BATM started with products for LAN (Local Area Networks) data communication. Later it developed also products for WAN (Wide Area Networks) and finally for IP (Internet Protocol) communication. The software component in the products has become more dramatic, the system area in which they sell the products became wider, and the customers have become bigger. In its early stages BATM products end-users were firms that had a LAN system (enterprise market). Later with the WAN products the end-users firms were bigger in size. At this stage BATM’s buyers could have been computer firms, large corporations, cellular communication firms, military, university, science centers and so on.  Finally with its IP and WAN products BATM moved to target telecom companies (high-end).  In 2000 more than 90% of BATM customers were telecom companies. 

BATM develops software but sells hardware that includes its software. The hardware components are purchased from external suppliers. BATM subcontracts its manufacturing and actually the only manufacturing done in BATM is assembly operations and BATM’s software installation. 
4.4 Orckit

Established in 1990 Orckit started with subcontracting projects for American firms and by the end of 1993 they had 5-6 projects and have accumulated more then a US $1 million.  During these subcontracting early years they came up with the idea for their first product- the HDSL (High bit-rate Digital Subscriber Line).  The subcontracting continued until 1997 but at the same time the company started to work on the HDSL technology and in 1993 they already had a working HDSL prototype. The main focus of the marketing efforts of the HDSL product was in Europe. As to market entry order the main criteria was market potential.  This means that at the beginning they left out small countries and focused on the big markets. However they did need one small country to be their first customer in order to demonstrate Orckit’s capabilities as the big companies usually do not buy before some other company has bought the products. For Orckit the first country was Cyprus. After Cyprus they were able to sell to France Telecom and Telecom Italia.

While marketing the HDSL products they were looking for the next generation products, which they believed was the ADSL (Asymmetric Digital Subscriber Line). In 1995 the company had around 40 workers and most of the resources were invested in developing the ADSL technology even though they could not be certain that this will be the coming technology.  At the time it was thought that ADSL technology would be intended mainly for Video-on-Demand applications. As all field trials of Video-on-Demand failed, not because of the technology, Orckit faced a crisis. The HDSL market was looking good but most of the resources were invested in the ADSL when it looks like there might not be a market for the product. This lastede until around September 1995 when it started to be clear that ADSL technology is good for the Internet.

While in the HDSL marketing it was much a ‘learning by trying’ process with the ADSL it was a different situation. Orckit had the contacts with their potential customers and they had the experience of doing business with them. The ADSL was an infrastructure product, which meant that they had to reach higher levels in the organizations and the competition was tougher. In the USA market Orckit decided to distribute only through Fujitsu under an OEM (original equipment manufacturer) agreement.  

The strategy in the ADSL was that you need hundreds of millions of dollars and you raise this money all the time. The transfer to profitability was projected to be in 2001. In June 1998 Orckit had a second public offering in NASDAQ at the time of the economical crisis in Asia. Orckit had difficulties in raising the money and they completed the public offering only after two days. Failure to raise money would have meant that Orckit had to close its operations with in a few months. This was followed by some problems with Deutsche Telekom concerning the price of the ADSL product. The conclusion in Orckit was that if they could not keep the higher price with Deutsche Telekom it meant that their business model was simply not working and they would have to exit the business. At the time the company had around 800 employees, Orckit was considered a world leader in ADSL, and the future for the ADSL technology seemed bright. In June 2000 while the global telecom business was going well Orckit exited the ADSL market following the conclusion that it was not profitable. Following the exit from ADSL Orckit initiated new technology projects and was divided to four small groups: Corrigent systems, Spediant, Siliquent Technologies and Tetis. The most competent 200 employees in Orckit were taken out from all their current tasks and transferred to the newly formed subsidiaries. In  2002 only 50 employees were left in Orckit. At the time of the exit Orckit had US $115 million and a debt of US $125 million.  At the end of 2002 Orckit had around US $80 million above the debt. 
Figure 6 – Orckit Revenues by geographic region

	
	1996
	1997
	1998
	1999
	2000
	2001

	USA
	21.6%
	11.3%
	48.2%
	53.4%
	67.9%
	78.6%

	Europe-country A
	36%
	22.3%
	9%
	8.8%
	NA
	16.5% *

	Israel 
	4.6%
	8.6%
	6.4%
	3.9%
	7.9%
	1.6%

	Other countries
	37.8%
	57.8%
	36.4%
	33.9
	24.2%
	3.3%


· all Europe

4.5 VCON Telecommunications Ltd

VCON designs, develops, manufactures and sells videoconferencing systems designed for a variety of networks, including those based on the Internet Protocol (IP). VCON started in 1993 as a project in Optibase, an Israeli company founded in 1990, which is a leader in MPEG codecs (encoding and streaming platforms).  Optibase got a project from GTE, a large American telecommunication firm, to develop a video conferencing board for the PC. At that time Optibase was short of cash and resources and there was a big debate in the company on accepting this project. Optibase decided that the products and markets for PC-based video conferencing solutions were different than those of Optibase and decided to spin VCON off to their shareholders in 1994. The spin-off was a month after VCON released their first product. Eight of Optibase employees made the move to the newly established VCON in October 1994.  Optibase shareholders got 50% of VCON shares. Since the spin-off VCON has been an independent company.

Before the establishment of VCON the cost of purchasing a video conferencing system was around US $80,000-$100,000. Only large corporations or governments could buy such systems.  VCON started in the desktop market- PC based video conferencing system. VCON’s much cheaper prices, in the hundreds of dollars range, made it possible to sell these systems also to smaller businesses. VCON target market since inception was enterprise, i.e.- corporations, government, education.  The home market was never a target as the systems, even in the reduced price, were considered to be too expensive for home use. 

VCON’s activities started with an R&D phase. The only activity at that time was R&D and it was all done in Israel. As soon as the first product was developed marketing and sales activity began and VCON opened a subsidiary in the USA.  This was later followed in 1996 by the establishment of a German subsidiary together with a local partner. VCON entered Europe, the USA and Asia markets at roughly the same time while Latin America and other countries were only later penetrated. During the years VCON opened offices in ten countries outside of Israel: USA (6 locations), China (3 locations), Germany, France, Italy, Spain, UK, Mexico, New Zealand and Japan (later closed). VCON’s strategy was to open a subsidiary in every market that reached annual sales that were over US $600,000-$700,000 and showed repeated business. In other markets they worked through distributors. In every subsidiary VCON’s goal is to act as a local company in the local language with a local manager and local employees. Most subsidiaries functioned as autonomous sales, marketing and support units in their own local market. As it was not possible to achieve sales without technical support it meant that each subsidiary had to include a technical support function. 
Since 1997 VCON moved also to room systems (stronger stand-alone systems) developed for conference rooms.  The move into the room systems was a result of VCON’s management conclusion that the desktop market by itself would not be enough to sustain the growth they wanted for the company. Since inception the majority of VCON’s  R&D team was working on developing software and only a small R&D group was working on developing hardware. Since around 2000 as the PC’s got faster VCON started to offer also pure software products, which are slowly becoming the bigger part in VCON’s revenues.   

Figure 7 – VCON Revenues by geographic region

	
	1998
	1999
	2000
	2001

	Europe
	42%
	45%
	34.9%
	37.8%

	USA
	26%
	28%
	34.5%
	35.6%

	Asia Pacific
	25%
	24%
	26.8%
	24.4%

	Other
	7%
	3%
	3.7%
	2%


1997 was a year of change in VCON. In addition to moving into room systems VCON also moved into IP (Internet Protocol) products and begun distributing products under their own brand name. Until 1997 VCON tried the OEM route and failed. The expectations in VCON were that OEM agreement, with companies such as Sony, would result in big orders.  Unfortunately this did not happen. Indeed orders came but not in the volumes that were expected.  As a result since 1997 VCON moved to distribution of VCON branded products with less OEM. Around 80% of VCON’s revenue in 2002 originated from VCON branded products sold through three distribution channels: (1) traditional channels for video conferencing; (2) IP network equipment channels; and (3) audio/video integrators.  

During 2002, in order to increase profitability, VCON was:

1) Growing its software sales, which are more profitable, then hardware.

2) Developing higher priced software products with more functions. 
3)  VCON started targeting the service provider’s market.
5 Findings

As to my first research question I found that Israeli technology-intensive born globals chose a global strategy from inception because of: a) The small domestic market; b) Global nature of product; c) Product life cycle has become shorter and the technology is rapidly changing; d) global orientation of the founders; e) peripheral location of Israel (unlike Canada for example Israel has no big neighbor market for these products). 

As to the two remaining research questions I used the three dimensions of: Product, Operations, and Markets, in order to analyze the globalization strategies and patterns of the companies. This line of analysis hardly appeared in the ‘born global’ literature. 

5.1 Markets

In the Finnish research, based on 1976 data, we can see that 91 percent of the Finnish internationalizing firms started their business first in the domestic market and 91.7 percent started their international operations with countries very close in business distance (Luostarinen 1979). All the technology-intensive born globals included in my research had no domestic period except in certain cases in the early stage while only R&D activity is preformed. However, in all cases sales were started abroad and the domestic market was not viewed as a target market. It is reasonable to assume that when the domestic market is large, open and developed economy (e.g. USA) the domestic period might tend to be longer. Born globals market entry choice is based mainly on market potential. Cultural issues and geographical distance seems to have much lesser significance.  An additional factor in market entry decisions seems to be the amount of resources needed to enter the market. All the firms in my study recognized the North American market as a key market. However due to the luck of sufficient resources some firms decided initially to put more efforts in the European market and increase their efforts in North America only after gaining sufficient resources. 

While traditional firms used to enter one country at a time, technology-intensive born globals not only enter more then one country at a time but even two or three continents at the same time. All of the cases in this study started with the North American and the European markets. Some of them invested more efforts in North America while others invested more efforts in Europe. However all of them had to reach sales in both these continents soon after inception. The third continent in all cases was Asia. 

The difference between the findings of the 70’s and the 90’s could be explained by the dramatic changes that have occurred since the 70’s as covered in my literature review. Technology-intensive born global firms have a product that is global by nature, with global market, global competition, and high R&D costs. These companies must go global early and rapidly in order to survive. This was not the case in the 70’s where companies could afford to go internationally in a more slow, incremental, and risk averse process.

5.2 Operations

98% of the Finnish firms in 1976 started their international operations using the non-investment marketing operation mode (NIMOS).  In the technology-intensive born globals it seems that NIMOS (export) is the main operational method not only in inception but also at later stages. However two out of the five companies included in my study begun operations with R&D subcontracting operations.  According to the Helsinki model firms start in many cases with inward operations followed by outward operations and finally have also co-operative operations. With the born global we can see that in some cases (e.g. Orckit, Emblaze) they start with co-operative operations.  Technology-intensive born global mainly use export, alliances, green fields and acquisitions as their main operation modes.  Modes of operations that are very rarely used, if at all, include: licensing, franchising, know-how agreements, establishment of equity joint ventures, and establishment of manufacturing foreign subsidiaries. Born global firms seem to use advanced operational modes (e.g. alliances, green fields and acquisitions) relatively early after inception in contrast to the traditional firms. Israeli technology-intensive born globals tend to establish their first foreign subsidiaries (green fields) while later on there is an increase in the use of acquisitions. A research by Hashai and Almor shows that 80 percent of the first foreign subsidiaries of Israeli technology-intensive born globals are green fields while only 50 percent of the fifth foreign subsidiaries are green fields.  Subsidiaries tend to be for technical support, business development and sales (Hashai and Almor 2003)
It is important to note that the real products of these companies are software even when they are selling hardware. The hardware parts are usually purchased from outside sources and the only manufacturing done, if at all, in the company is assembly operations and software installation on the hardware.  This means that manufacturing is not a core competence for these companies. The production operations as presented in the Helsinki model seem then to have little relevance to these companies. There are no foreign manufacturing or assembly units.  

5.3 Products

The classification of products into four categories: (1) Physical goods, (2) Services, (3) Know-how, and (4) Systems, which seems to have worked well for the traditional companies becomes problematic when dealing with technology-intensive born globals. The concept of system as hardware and software is especially problematic. Many early products of the companies included in this study could be classified as systems by this definition. It seems that while this definition served well for the firms in the 70’s it no longer holds for the technology-intensive firms of the 90’s. I believe that the main problem is the classification of companies into manufacturing or service companies. I will argue that all the born globals included in this study are not manufacturing companies and certainly not service companies. For this type of companies, which I suggest calling R&D firms, a new classification is clearly needed. Service companies provide services rather than tangible goods. Manufacturing companies produce tangible goods. Technology-intensive companies can be manufacturing company, service companies or R&D companies. Nokia, Toshiba, and Volvo develop and manufacture hardware (tangible goods).  R&D companies on the other side develop intangible goods, which are not services. Even though some of these companies sell tangible goods they do not develop hardware. R&D companies can buy hardware components from outside suppliers. These components might be assembled and the R&D product installed on them. Microsoft for example those not manufacture CDs but simply burns its software on them.  Services are characterized by five attributes separating them from physical products: intangibility, inseparability, perishability, variability and ownership (Shostack 1977; Grönroos 1990). Intangibility refers to the fact that there is no physical product. Inseparability means that the service is being produced and consumed simultaneously. Perishability means that the service cannot be stored. Variability refers to the service production not being exactly the same for each delivery. Finally ownership implies that it is difficult to transfer the ownership of a service. R&D firms on the other side produce intangible goods that are not inseparable and perishable. These goods are often exactly the same for each delivery and it is possible to transfer the ownership on R&D goods.

In order to look at the development of products over the years I chose to look at the target markets for the products. As the companies in my study are all telecom firms the target markets are: (1) Consumers / SOHO (Small Offices and Home Offices), (2) Enterprises (Businesses), (3) High-end: incumbent carriers, ITSPs (Internet Telephony Service Providers), CLECs (Competitive Local Exchange Carriers), mobile operators, mobile phone manufacturers, exchange carriers and clearinghouses.  
When using the target markets as a tool to analyze the product development over the life cycle of the born globals it becomes clear that all of them are going in the same direction. Some firms start with consumers/SOHO and some start with enterprises. All of them aim at the high-end market. This move in target markets represents also a change in products as well as in the business model. As companies ‘climb the food chain’ they move towards more heavy, complicated end-to-end solutions. I should note however that Israeli technology-intensive born globals rarely attempt to target the consumer market and those few, which have attempted failed. 

6 Conclusions

Strategy patterns can be identified in Israeli technology-intensive born globals and they clearly differ from those of traditional firms as can seen in the Finnish research. The globalization process of the technological-intensive born global can be illustrated in the following figures.
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I would like to point out that I do not claim that all technology-intensive born globals are globalizing in the exact illustrated order. I also do not intend to divide the process into these specific stages.  The illustrations show the directions in which these companies go in their globalization process.  The starting phase, figure 8, shows how technology-intensive born globals tend to start with export operations to North America and Europe while targeting small businesses. At this time they do not usually target large corporations or high-end customers. In many case the companies need to import hardware components, which they assemble and install their software on. Later, as shown in figure 9, they start targeting also the enterprises market while using also strategic alliances and green fields. At this time they are also targeting the Asia Pacific market.  Figure 10 shows how they abandon the consumers/SOHO market and focus on large corporations and high-end customers, possibly only high-end customers, while using also acquisitions and targeting all relevant global geographic markets.  I would like to note that the operation modes used in the illustrations are the most common modes but not necessarily represent all the operation modes used by these firms. The order of using advance operation modes as strategic alliances, green fields and acquisition can also change between the firms. However all of them tend to start with exports operation and rapidly add other modes of operations. Some technology-intensive born globals can start with another mode of operation, as in the case of Emblaze and Orckit. However in both these cases R&D subcontracting can be viewed as a preliminary mode.    
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