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GROWTH PHASES AND SURVIVAL OF INTERNATIONAL NEW
VENTURES: A SMALL AND OPEN ECONOMIESPERSPECTIVE

Abstract:

The growth phases and survival of international n@mtures have not been the subject of
extensive study. This paper recognizes two growvithemsions: global expansion and
growth in the size of the firm. It further descsb®ur phases that international new
ventures are expected to pass through in becomangel MNCs and recognizes the
differences between the born global and born irdgomal growth paths. Moreover, it
develops a framework and propositions regardingitiygact of the industry, resources and
capabilities, entrepreneurial orientation, and ledé rigidity on the growth phases and
survival of born globals. It finds that networkiegpability is important for both growth

and survival and also discusses the theoreticalrmadagerial implications.

1. Introduction

International new ventures have received increasiedtion from a number of researchers.
Much of this research has focused on the earlysyefainternational new ventures (see e.g.
Rennie, 1993; Knight and Cavusgil, 1996; Madsen &avais, 1997; Chetty and
Campbell-Hunt, 2004). It has, however, been limiteth regards to understanding of the
global growth and survival of new international wees (Mudambi and Zahra, 2007;
Sapienza et al., 2006; Gabrielsson and Kirpalad®h42 Gabrielsson & Gabrielsson, 2009).
Earlier research on the internationalization precet firms has found patterns in how
companies proceed in stages towards higher forgigrket involvement (Johansson &
Vahlne, 1977; Luostarinen, 1979). However, it hasrbargued that these models are not
applicable in today’s global environment and thrab$ companies in particular often jump
over stages (Oviatt & McDougall, 1994). This babavs particularly common for firms

originating from small and open economies (SMOPEs)hich globalization pressure is



high but domestic markets offer limited expansiasgbilities (see e.g. Luostarinen &
Gabrielsson, 2006).

In management literature a number of multistage etsotiave been proposed in which
predictable patterns in the growth of organizatieriacluding a number of stages - are
assumed to exist (Kazanjian & Drazin, 1989; Greidéi72). The earlier models have been
criticized for not taking into account the role tife industry, technology and other
situational variables (Kazanjian & Drazin, 1989%)islargued that by integrating the results
of earlier studies of the life cycles of organinas with the internationalization process and
with research on international new ventures a beattderstanding of the growth phases of

international new ventures may be achieved.

Research on the growth phases and survival ofnatenal new ventures has identified
several influencing factors: the globalization bé tenvironment (Yip, 1989), the age at
initiation of the international new venture (Auti®apienza & Almeida, 2000), managerial
experience and resource fungibility (Sapienza.e2@06; Reuber & Fischer, 1999) and the
extent of substantive and dynamic capabilities (AaBapienza & Davidsson, 2006), the
lateral rigidity faced in decision-making (Luostan, 1979), and entrepreneurial
orientation (Lumpkin & Dess, 1996). Many of thesetbrs may have different effects on
firm growth and survival, and these should be ustded (Sapienza et al., 2006).

Hence, the research problem may be formulated lasvi “how can international new

ventures grow to become truly global firms whilsaabkurviving, taking into consideration

their limited resources for exploiting global marl@portunities and implementing the
holistic management required by the process?” Tdremd this problem the research
objective is to understand (1) the growth phasessamvival of international new ventures
and (2) to what extent globalization of the indysaind the resources, capabilities, and
entrepreneurial orientation and lateral rigiditytbé firm influence the growth phases and

survival.



The article first discusses the extant literatunettte growth stages of firms, international
new ventures, and prior research on internatioatdia. It develops two dimensions; these
are global growth and growth in the size of thenfiand then describes a theoretical
framework consisting of anteceding factors and a@utes. It then states propositions that
explain the influence of the variables identifiedthe literature on the growth and survival
of the firms. The article ends with a conclusion e theoretical contribution, the

managerial implications, and suggestions for fusiuely.

2. Literaturereview

2.1 Growth of firms and lifecycles

In management literature a number of authors hagpgsed that organizations grow in
stages. These models share some common featuresndedying logic where stages
emerge in a well defined sequence so that theignltd a set of problems or tasks leads to
a new set or problems or task that the organizatust address to be able to grow
(Kazanjian & Drazin, 1989). Most of these depichadel consisting of five stages. Greiner
(1972) argues that growing organizations move fginogvolution and revolution and that
five distinguishable phases of development candeetified as they mature. Each phase
includes a relatively calm period that ends witmanagement crisis that triggers the
change to the next phase. These phases are tgeo(ith through creativity phase ending
in a crisis of leadership, (2) the growth throughection phase ending in a crisis of
autonomy, (3) the growth through delegation phasg#ing in a crisis of control, (4) the
growth through co-ordination phase ending in asierbdf red tape, and (5) the growth

through collaboration phase that may then endnavacrisis.

Churchill and Lewis (1983) have criticized earlierodels for not being applicable

especially to small and medium-sized companiess@hmmmpanies do not always pass
through all the stages; earlier models failed tdarstand the important early stages in a
company’s origin and growth. Also, annual salesften used to measure size in earlier

models, while other important underlying factorstsas value added, number of locations,



complexity of product line, and rate of changefiaduct and production technology are not
understood. As a solution Churchill and Lewis (1988velop a five-stage model depicting
how the firm’s organizational structure evolvesidgrgrowth: existence, survival, success-
disengagement and success-growth, take-off andun@somaturity. The phases may
include a number of outcome options such as prospemue, adapt, sell, merge, and falil
including go bankrupt. Scott and Bruce (1987) fotinak small companies develop from
inception to the survival, growth, expansion andumty phase; each phase faces specific
management problems. They also depict how the industage, key issues for top
management, role, style and structure, and systemtsol, finance, cash flow, investment
requirements and product-market develop in thessegs They have also recognized that
companies may take different paths as they may di@d; contain or decline in respect to
size as the age of the business matures (Scotu&eBd987). Although the earlier models
have increased our knowledge about the growtheofitms; they have failed to understand
that companies do not only grow in size, but alsdasingly in global direction and that
they have been highly descriptive and lacked anerstdnding of the factors driving
growth. An important finding illustrated in somerlgar models is that survival is at stake in
all phases and the company can fail at any poinhguts growth if a crisis is not managed
successfully.

2.2 Growth of international new ventures

Oviatt and McDougall (1994) suggested that there fmur types of new ventures:
export/import start-ups, multinational traders (wita multi-domestic approach),
geographically focused start-ups (with foreign apiens beyond exports), and global start-
ups. Of these four types, the first two have negriested researchers of new international
ventures as much as the latter two. Since in tee ofthe first two, logistics is the primary
activity coordinated across countries (Oviatt andDdugal, 1994) their survival and
growth can be understood through well-documenteskaieh on exports and early
internationalization (Bilkey and Tesar, 1977; Caylisl984). Of the two remaining types,
global start-ups have received the most concep&ul empirical attention in the

international entrepreneurship literature and thdy also be the focus of this research.



Knight and Cavusgil (1996, 2004) have called theomBGlobals and many others have
followed suit (Madsen and Servais, 1997; Gabriglsand Kirpalani, 2004; Chetty and

Campbell-Hunt, 2004; Rialph et al., 2005). Furthere research has discovered new
international ventures whose spread fits the demiof geographically focused start-up

firms. Researchers from Europe in particular hastedhthat there are born regional or born
international firms that internationalize rapidlytlvn Europe, but do not globalize to other
continents to any great extent (Madsen and Sert887; Luostarinen and Gabrielsson,
2006; Kuivalainen, Sundgvist, and Servais, 2007).

The definitions used by international new ventugsearchers are revealing. Oviatt and
McDougall (1994, 49) originally defined an intenoaal new venture as a “business
organization that, from inception, seeks to designificant competitive advantage from
the use of resources and the sale of outputs irtipteulcountries.” McKinsey (1993)
requires 75% export intensity within two years néaption. Knight and Cavusgil (1996)
find that international new ventures export ati&&86 of their production with a few years
of inception. The calculation of time ‘from incepti should perhaps be changed to time
from existence of a ready product rather than ftberfoundation of the firm due to the
large variations in R&D periods in different induss. The existence of differences in the
export intensity or number of countries in theséniteons is understandable since the
home country conditions, particularly the sizela# home market, influence these criteria.
However, it is important to note that few of thesearchers have measured or even been
concerned about the extent to which the internatioew venture firm grows beyond the
initial export phase to become a grown-up globah fiLuostarinen and Gabrielsson (2006)
have called for stricter criteria with respect tobglity and have insisted that to qualify; a
mature born global must have over 50% of its sal¢ernal to the home region within 15
years of foundation. Similarly, other European agskers have called for longer follow-up
periods with higher foreign growth targets. We ssgjghat we should indeed control for
both the initial speed and timing of internatiomation, which largely define that the firm
is an international new venture, but more impofyaravisit the firm after it has reached

adulthood and existed for 15 years to verify whethés a born international or a born



global. A further possibility is that it has notreéiwved the initial growth period, which is

also an important consideration.

2.3 Survival of International new ventures

As noted by Zahra (2005), we know very little abaither the survival of new

international ventures or what becomes of those n@&ernational ventures that are
established. This is important, as we do know thaw international ventures are
disadvantaged with regard to two liabilities thatuence their survival. First, with regard
to their foreign local competitors they suffer frahe liability of foreignness (Zaheer and
Mosakowski, 1997) and with regard to already eshbt firms they experience the
liability of newness (Stinchcombe, 1965). Hencdsinot surprising that earlier research
has recognized that accelerated internationalizativolves significant risks and thus
requires risk management with respect to foreigilemae exposure, country risk and entry
mode commitment within the portfolio of marketsexetd (Shrader et al., 2000). When we
consider these risks against the growth optionssfage-wise internationalizing versus
simultaneous expansion to regions across the wosle, can understand that the

survival/failure rates may vary depending on whatlthose growth strategies are chosen.

The born global that survives is one that seekspgrate in regions across the world and
does so successfully. The firm that settles fosdegrowth is either born international or
traditional, depending on whether the foreign besis initiated soon after foundation or
later. The survival of a new venture does not miban it can be regarded as an overall
success. We cannot classify a firm as a succelsful global if it sets out to conquer the

world, and then after an initial period of growthshto withdraw from all markets other

than nearby ones and its home market. It has faileeh the original vision and mission

are compared with the actual results. Obviouslyetlaee also companies that have initially
succeeded in global growth but then failed at sstage of growth and gone into

bankruptcy.



2.4 International new venture growth phases andnpaihs

The growth and survival of international new vertuneeds to be understood through two
dimensions. (1) The international new venture fgrows in size and these firms can for
example be divided into micro, SME, and large $iased on their cumulative sales or
number of employees (Coad & Holzl, 2009; Delmar & 2003.) (2) Also, foreign
expansion is an important growth dimension of imaéional new venture firms (Oviatt &
McDougall, 1994). This can be measured by the é&x€&sales originating outside of the
home country i.e. the internationalization degrbe, extent of sales derived outside the
home continent i.e. the globalization degree, aigb an regards to the increasing
commitment of firm operations on foreign marketsd acontinents (Luostarinen &
Gabrielsson, 2006). There are two main paths aaile the international new venture.
The company can choose a born global growth siyategnters from inception the global
markets and also rapidly pursues the global madggiortunities outside the home
continent. Alternatively, it may rapidly enter nearmarkets, but fail to expand to other
continents and thus follow a born internationaatetgy (Kuivalainen et al. 2007). Also,
other type of paths have been presented, for exanggrn again globals that
internationalize rapidly after a long domestic ghéBell et al., 2003). However as these
firms have not started to internationalize fromeipiion they are not seen to qualify as
international new ventures. Recent research hasedrthat born globals also develop in
distinctive three phases, including introductoryovgth and resource accumulation, and
break-out (Gabrielsson et al., 2008). This modé&kipful, but seems to lack the final phase
that of a born global becoming a mature MNC. Irsthesearch the international new
ventures are expected to evolve through four phdigesg growth towards large firms: (1)
introductory, (2) commercial breakthrough and fgregrowth, (3) global breakthrough and
expansion, and (4) global rationalization and mgtyohase. The born globals are expected
to go through these phases when growing to becarge MNCs, while born internationals
will only reach the two first phases before growthtures. It should be noted that earlier
research has found that international new ventcmesface de-internationalization and re-
internationalization (Nummela et al., 2009). Thiayrhappen to a certain extent, but for

analytical simplicity four phases may be identifiS&e Figure 1.
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Figure 1. Phases and main paths of growth of internatioeal ventures

(1) In the introductory phase of the internationalw venture the primary focus is on
developing a commercially acceptable product, segdequate financing and developing
the market (Scott & Bruce, 1987). The firm may haveor sales from foreign markets,
mainly by exporting. It is critical to be able tapand from pilot customers to a broader
sales base and have enough money to cover thedeasisie cash demands of this start-up
phase (Churchill & Lewis, 1983). Formality and pedares are almost non-existent and the
entrepreneur is central to all functions and compations. (Kazanjian & Drazin, 1990).
To be able to move to the following phase the fireeds to be able to convince the foreign

markets and customers that the products and senace reliable. Finding the right



channels to enter the foreign markets is importahis often involves building networks
with MNCs or finding other large channels (Gabmsels et al., 2008). Entering the foreign
markets often requires specific international besgnand management knowledge that the
founder may lack. Founders often hate to step aeidm if they are unsuited to be
managers in new foreign business. A strong businessager who is acceptable to the
founder and can pull the organization together fitenoneeded. (Greiner, 1972) If the
company fails in obtaining the necessary managexpkrtise, resources and capabilities
for a successful commercial breakthrough into tireign market, the company’s survival

is seriously at risk.

(2) In the commercial breakthrough and foreign glophase the international new venture
is able to make a number of successful foreignemto the foreign markets and sell the
products in large volumes. The strategic thrusinigentering new foreign markets and
leveraging economies of scale (Douglas & Craig,9)98he firm has to be able to

produce, sell and distribute the product in volyikazanjian & Drazin, 1990). In addition

to exporting, sales subsidiaries are also estadlisk the firm seeks to collaborate with an
MNC it may accelerate growth. However, it easilycdmes dependent on the MNC
(Gabrielsson et al., 2008). Although the entrepuersften remains central to decision
making, there is an increasing sense of hierarftimgtional specialization, and a move
toward more professionally trained and experienpedple (Kazanjian & Drazin, 1990).

Often a more formal organizational structure basedunctional lines is established in
SMEs (Scott & Bruce, 1987). The born globals ofdperate in niche segments (Madsen &
Servais, 1997). To be able to grow, it is also iedulo expand to other foreign continents,
otherwise the firm’s growth will slow and it wilitn into a regionally focused international
firm. In global high growth industries charactedziey high competition, such firms may
experience increasing problems in maintaining theompetitive advantage and

profitability. Securing continued financing may @l®ecome difficult. The key issues
facing management are financing growth and maiimgircontrol of operations. The

organizational structure will need to change, amis twill require a degree of

decentralization. A more professional approachadntmst to the entrepreneurial will be
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needed. (Scott & Bruce, 1987) Altogether, if thenfis not able to safeguard and manage

continued growth it faces a serious crisis, in \utsarvival is at stake.

(3) In the global breakthrough and expansion phiaseborn global needs to expand to
countries in new continents and further penetratesé countries where a presence has
already been established. Those born globals that hsed an MNC as the main channel
to the market need to break free of their depengdendhe MNC (Gabrielsson et al., 2008)
by widening their customer base. During this phhgecompany often also expands their
product offering and marketing activities to beeald penetrate local markets further. It
becomes important to achieve economies of scope tankbverage assets and core
competences to foster growth (Douglas & Craig, 198Bthis effort is successful, a
significant proportion of sales starts to come froatside the home continent and the firm
uses a large variety of different operational madekiding sales, production and R&D on
several continents. In addition to professional ageament, a greater application of
decentralized organization structure is common if@re 1972; Scott & Bruce, 1987).
However, this phase eventually leads to a crisishascompany increasingly faces cost
inefficiencies and duplication of efforts betweeuntries and difficulties in responding to
larger global competitors (Scott & Bruce, 1987) ameeting global customer needs. These

can eventually endanger the survival of the firroyBlas & Craig, 1989).

(4) The global rationalization and maturity phassjuires increasing alignment of
operations and marketing to be able to reach glsyrargies (c.f. Douglas & Craig, 1987;
Gabrielsson & Gabrielsson, 2004). Those compairtias dre not able to integrate their
activities globally will face a disadvantage to lghtly operating companies and face the
risk of non-survival (Yip, 1987). The proportion tftal sales incurred from global sales
ceases to increase, although the company magsiilt in size. This phase is characterized
by the use of more formal processes and systemsdbieving greater co-ordination
(Greiner, 1972). In this phase, the company hasndfiecome a large MNC, in which in
addition to networks with other firms also has estee internal networks. Seeking new
growth opportunities through new product developimen diversifications becomes

interesting. See table 1.
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Table 1. Description of the growth phases of an internatiorew venture

Key strategy

Growth of the
size of the firm
(sales,
employees)

Global
expansion
(markets,
share)

Operation
mode,
networks and
products.

Survival crisis
inend of
phase

1. Introductory

Developing a commercially
accepted product, securing
adequate finance,
developing market and
receiving first sales
revenues.

First deals and few persons
employed, still microsize.

Entry to first foreign
markets, below 25%
internationalization degree,
salesin less than 6 countries

Mainly exporting.

Building networks and
piloting with MNC or other
channel members. Reaching
concept proof of products.

Failure in obtaining needed
managerial expertise,
resources and capabilities
needed for commercial
breakthrough

2. Commercial breakthrough | 3. Global breakthrough and

and foreign growth

Making successfull foreign
entries, selling the products
in large volumes to reach
economies of scale and
managing the rapid growth.

High relative sales and
employment growth.
Becoming a SME size.

Expansion to foreign
markets, 25-50%
internationalization degree,
salesin 6 or more countries

In addition to exporting also
sales subsidiaries
established. Producing,
selling and distributing in
large volumes. Growth using
MNC and foreign channels.
Focussed product offering.

Failure in safequarding the
continued growth and
change towards more
professional management.

expansion

Expansion to new continents
and penetration to countries,
inwhich presence have been
established to leverage
economies of scope.

Positive relative sales and
employment growth
continues thus becoming a
bigger SME firm.

Expansion to new continents
and penetration to existing
countries, Globalization
degree 25-50%. Sales in
atleast three continents.

Large variety of foreign
operation modes in use,,incl.
R&D and production. Break
out from MNC and
establishment of own
channels. Expansion of the
product offering.

Failure to align activities to
avoid cost inefficiences,
duplication of efforst, and be
able to respond to
competitors, and to global
customer needs.

4. Global rationalization and
maturity

Alignment of global
operations and marketing
across countries to benefit
from global synergies.

The growth rate starts to
slow down when reaching a
large size.

Global presence,
globalization degree over
50% and sales in all major
continents (triads).

Alignment of operation
modes, products, and
channels. Search for new
growth opportunities
through new product
development, diversification
or acquisations.

Challenges of large MNCs
(not the focus of this article).

To understand what the international new ventuse®ime when they grow-up, we need to

examine the factors that influence both the suhava growth of these firms as suggested

by earlier research (e.g. Sapienza et al., 2006).

3. Theoretical Framework

The theoretical framework consists of growth ancisal outcomes as dependent factors

and the anteceding factors for these. See Figuf@e international new venture advances

along specific growth phases, but each phase erttlsavsurvival crisis, so the company



12

can fail in any phase. Earlier research has rezedgr&a number of factors important for the
survival and growth of international new venturegy( Mudambi and Zahra, 2007). These
can be grouped into industry factors and firm fextdVith regard to industry factors,
industry growth (Hennart and Park, 1993; Vernorg6)9penetration by foreign firms and
seller concentration in an industry (Driffield amdunday, 1997) can be expected to
significantly influence the survival of an interimatal new venture (Mudambi and Zahra,
2007). Moreover, the extent the industry is glopafitegrated and global enablers are
present is also expected to impact positively asba@l growth opportunities (Oviatt &
McDougall, 1994; Shrader et al., 2000; Yip, 198%)d amay also influence survival
(Mudambi & Zahra, 2007).

Firm factors that are important when survival amdwgh are concerned include age at
initiation of foreign business (Autio et al. 2000ksources consisting of managerial
experience (Reuber and Fischer, 1999; Erikssoh, &090), resource fungibility (Sapienza
et al., 2006), different types of capabilities (Geet al., 1997), entrepreneurial orientation
(Knight & Cavusgil, 2005) and the lateral rigidity decision makers (Luostarinen, 1979).
Firm size and government support are factors thae tbeen proposed to affect survival,
but only the former was supported in a recent s{iség e.g. Mudambi and Zahra, 2007).
The anteceding factors are not expected to infleesurvival and growth to the same
extent. These two key outcomes have proved to beegpiually distinct, and their

empirical relationship all but simple (see e.g.pi8aza et al., 2006; Delmar et al., 2003;

Romanelli, 1989). Hence, there is a need for a&betiderstanding of their relationship.
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Industry:
-Industry growth rate
-Industry globalization drivers

Growth
-Advancement along
phases

Resources and capabilities

-Resource amount

-Managerial experience (previous, stock,
variety, stream)

-Substantial capabilities: technology,
marketing & management

- Reource fungibility and dynamic

capabilities .
. - Survival
- Networking capabilities -
-Survival /non-
- Government support

survival.

Entrepreneurial orientation and agility
-Entrepreneurial orientation (autonomy,
innovativeness, risk taking, proactiveness
and aggressive competitiveness)

-Lateral rigidity /agility

Figure 2. Framework for the growth and survival of interoatll new ventures

3.1. Industry factors

The industry growth rate can be expected to infteemternational new venture growth
phases and survival. The relationship with the stigugrowth rate and the firm growth rate
has been depicted in management literature (Grelt®f2). Also, earlier international
business research has argued that the industrytlgnate relate to internationalization
(Vernon, 1966). Mudambi and Zahra (2007) found uresiion of international new
ventures that industry sales growth increases tiblegpility of survival, but higher foreign
penetration by the industry reduces the probabatitgurvival. Moreover, they argued that
the higher the seller concentration the lower tbdsoof survival, although the results in
their study were not statistically significant img respect. Many of these survival factors

can be extended to apply with equal outcomes tavttpoi.e., industry sales growth
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increases firm growth, whereas foreign penetraéiod seller concentration in an industry

reduce growth.

It can also be expected that the industry globadimadrivers related to market, cost,
government and competition affect the opportuniteegrow (Yip, 1989). For example, the
liberalization of all kinds of trade barriers, beey tariff or non-tariff barriers, compatible
technical standards or common market regulationenopp the global market for
competition in many industries and thus enablestence of international new ventures.
Smallness, openness and peripheral location arecteghto push companies especially in
small and open economies to globalize, while laige and openness of the target market

is expected to pull companies to globalize (Luostar et al. 1994, 166-171).

3.1 Resources

The resource-based view originating from Penro9&4) and Wernerfelt (1984) is useful
when the survival and growth of international neentures are concerned. According to
the resource-based view, there is a connectiondsgtviirm resources, capabilities, and
competitive advantage (Grant, 1991), which ineWtabnhances the opportunities for

growth and success as well.

Resources can be defined as tangible and intang#slets that are tied to the firm. At the
time of their founding, international new ventutesially do not have as many resources as
established firms (c.f. Chatterjee and Wernerf@®91) such as (A) physical resources
consisting of plants and equipment, (B) financedaurces, or (C) intangible assets such as
brands, although they may have some innovative humsources. A crucial resource for
an international new venture is the managerial egpee that the entrepreneur (Madsen
and Servais, 1997) and the founding team have btoalgng with them (Laanti et al.,
2007).

Research on resources has typically focused onintpact of resource abundance on
survival and growth, the criterion of valuable neses, and the role of managerial

experience. Research on the impact of resourcedabee on growth and survival is,
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however, divided. Most researchers usually argus #n abundance of resources is
necessary for survival and growth (Hannan, 199@ntieet al., 2007), although some assert
that they can also cause problems (Sapienza 20@6). According to the resource-based
approach the resources must meet four conditiohgy Tmust be useful in exploiting
opportunities or neutralizing threats, they mustrbee among the firm’'s current and
potential competition, they must be imperfectly tabie, and they cannot be replaced by
another resource (Barney 1991). However, in theenoftvolatile environment of
international new ventures, no resource can beabéufor a longer period unless it is
constantly enhanced and deployed in the most efficiway (c.f. Hannan, 1998).
Accordingly, Sapienza et al. (2006) assert thabuse fungibility, the extent to which
resources may be deployed for alternative usesaatbst, is more important. According to
them, this is important because the ability totsl@$ources among alternate uses in foreign
markets (1) increases the adaptability of inteomati new venture strategies and reduces
the cost of failed trial attempts and (2) providies flexibility to create new capabilities

with existing resources.

When turning attention to the role of managerigbezience in international growth and
success, it is important to distinguish betweerckstovariety and stream. Reuber and
Fischer (1999) emphasize that when the impact atess of the founder’s previous
experience is studied it is important to distingutsetween the stock and stream of the
experience. According to them, the former refersh® experience that the founder or
manager has when entering the firm and the latténé subsequent routine or non-routine
learning that takes place and which benefits thme.fin addition, it is important to consider
the breath and depth of the experience, or in of@ds its variety. At this point it is
important to recognize that knowledge can be exbledacross markets (c.f. Luostarinen,
1979), that is, what Eriksson et al. (2000) calteinationalization knowledge, or
knowledge specific to the target market, which thesll business or institutional

knowledge.
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3.2 Firm capabilities

In the international new venture firms, the capgbito have a critical effect on
performance has been noted (Knight and CavusgiQ4R0The difference between
resources and capabilities is that capabilities airdeploying and co-ordinating different
resources (Verona, 1999). Barney (1991) emphasie¢sa firm must have capabilities to
obtain a sustained competitive advantage by imphimg strategies that utilize their
internal strengths by responding to environmentgootunities, while at the same time
neutralizing external threats and avoiding interwalknesses. Capabilities can be of a
substantive or dynamic nature. We follow Winter 32D and Zahra et al. (2006) in
distinguishing between substantive and dynamic lwépes. Substantive capability refers
to sets of abilities that enable solving a probtemachieving an outcome, whereas dynamic
capabilities refer to a higher-level ability to dge or reconfigure existing substantive
capabilities.

Based on the above, we regard as substantive @iéipab(A) technological capabilities,
for example, R&D, manufacturing, design, technatafii knowledge, architecture
knowledge, and aesthetics knowledge, (B) marketapabilities, for example, market
research, strategic marketing management, marketimg policies, product launch
knowledge, (C) management capabilities, for exampbnagerial and leadership skills
(Verona, 1999). In contrast, dynamic capabilitifsd e.g. Teece et al. 1997; Teece 1998)
can be seen as the firm’s ability to integrate]dyuand reconfigure internal and external
competences to address rapidly changing enviroran€heece et al. 1997) Hence, this
involves the ability to change or reconfigure @rigtsubstantive capabilities (Zahra et al.,
2006).

On top of the substantive and dynamic capabiliéidkird capability type is essential for
born globals, i.e. networking capability. Since thern global start-up suffers from
resource limitations compared with the necessityrezich world markets (Oviatt and
McDougall, 1994), it has been found that it mugenfnetwork with larger established
firms (Gabrielsson and Kirpalani, 2004). By inté¢nag with international network actors

and developing relationships, they can exploit anbdance their own resources and gain
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the benefits of those of others (Ford et al, 199846; Cook & Emerson, 1978). Hence,
born globals can globalize their activities by @stheir activity links, resource ties, and
actor bonds (see also Hakanson & Snehota, 19986)p.However, this is not possible
without networking capability (Mort and WeerawardeBA006).

3.3 Entrepreneurial orientation and lateral rigidit decision-making

It can be expected that the survival and growtlarointernational new venture is closely
related to the entrepreneurial orientation of tiren f(Knight & Cavusgil, 2005) and
outcomes of firm’s lateral rigid decision-makingug@starinen, 1979). Entrepreneurial
orientation refers to the processes, practicesdansion-making activities in new ventures
and key factors that characterize an entreprerdeariantation include autonomy, risk
taking, innovativeness, aggressiveness towards etitoys and proactiveness (Lumpkin &
Dess, 1996). Thus this concept relates closelyhe¢oetarlier lateral rigid decision making
concept that has been proposed as an explanatiaghganternationalization behavior of
firms (Luostarinen, 1979).

The stage-wise internationalization model (JoharssahVahlne, 1977; Luostarinen, 1979)
builds on the behavioral theory of the firm (Cyand March 1963), which describes the
firm’s decision-making as having a number of cantiiig goals, being short-term oriented,
seeking simple-minded decisions, and involving ieay. A central characteristic of the
company’s decision-making is lateral rigidity, meawnthat companies try to stick to their
plans; even when faced with an impulse or shocl theke only small changes in their
behavior (Vaivio 1963). Luostarinen (1979, 35) agthat the internationalization of firms
is especially characterized by a laterally rigictid®n process, in which companies are
rigid in a lateral direction towards new alternasy but are elastic forwards, towards
known alternatives (see also, Tan et al., 2007ptter words, the lateral rigidity enhances
the probability of the survival of the firm by suggiing a risk-cautious path but at the same

time eventually decreases growth on the global etark
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The results of studies investigating entreprenéoriantation in international new venture
context have been mixed. Kuivalainen et al. (20&I)ydied the propensity of
entrepreneurial orientation and concluded thatghédri level of entrepreneurial orientation
in truly born global compared to born internationampanies received support only what
comes to competitive aggressiveness. Knight & Cgiv(2005), however, found in their
study that superior international business perfoicean international new ventures was

driven by entrepreneurial orientation.

How then do international new ventures grow rapatig also survive? Autio et al. (2000)
argue that firms that are relatively young whenythwternationalize benefit from the
learning advantages of newness, which is due tofdbe that they adopt more novel
approaches to internationalization. These youngsfihave fewer routines and simpler
decision-making, and their propensity to seek opmities and new information is also
higher. However, according to Autio et al. (200@gse qualities decrease with age and the
incentive and ability to pursue growth outside hamerkets decreases the longer the firm
waits to internationalize. This behavior is compiatiwith the laterally rigid decision-
making described earlier for established firm&id age of the international new ventures is
seen to moderate lateral rigidity. Innovative intgronal new venture entrepreneurs may
be less rigid and more entrepreneurially oriented also posit previous experience that
lowers the lateral rigidity that would otherwiseepail. Hence, the younger the firm is at
first international entry, the more entrepreneuttislorientation and the lesser the lateral
rigidity in its decision-making. Thus the probatyilof growth is higher, although the risk

of non survival may also increase.

4. Propositions development

4.1 International new venture growth

The resource-based view (Penrose, 1959; Wernerfed@®4; Barney 1991) guides us to

suggest that resources play a critical role ingiteevth of international new ventures. Since
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these firms often suffer from resource limitatig@viatt and McDougall, 1994), amount of
resources (Hannan, 1998), resource fungibility &&a et al., 2006) and managerial
experience in terms of stock, stream (Reuber aadhEr, 1999) and variety (Eriksson et
al., 2000) become central. Resources do not, hawpwavide growth for the international
new venture firm if it does not possess capabdlifer deploying and co-coordinating the
different resources (Verona, 1999). Based on easdigearch, it may be asserted that long-
term growth can be achieved only if these capadsliare of a substantive (technology,
marketing, management) and dynamic nature (c.f.r&Zat al., 2006). However, the
entrepreneurial orientation should be high (KnightCavusgil, 2005) and founders and
management should be experienced enough so thdirtheoes not suffer from lateral
rigidity in decision-making (Luostarinen, 1979), ialn may limit the search for growth
alternatives and steer the firm towards known aéteves. Also, if they internationalize
early on they may benefit from the learning advgataf newness, through simpler
decision-making, good information flow and novelpegaches to internationalization.
Finally, industries with a high growth rate andigher level of globalization drivers are
expected to offer greater growth opportunities ifdernational new ventures (Oviatt &
McDougall, 1994). These industry and firm factore expected to be essential drivers in
reaching the commercial breakthrough (phase 2) globlal breakthrough (phase 3)
depicted in the growth phases described earliereMeer, these are also expected to drive
the start of global rationalization (phase 4), iouteverse manner. When industry growth
slows down the need for firms to rationalize tlativities globally is enhanced. Moreover,
global rationalization is also driven by the in@®@ needs for resource alignment (Craig
& Douglas, 1989) and greater global seller coneioin (Driffield and Munday, 1997).

Hence, the following may be postulated:

Proposition 1a: The commercial and global breaktigh of an international new venture
is positively related to the industry growth ratiee globalizing enablers in the industry, the
amount of resources and managerial experiencegtiience of substantive and dynamic

capabilities, and a high level of entrepreneuriakatation in decision-making.
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Proposition 1b: The global rationalization of anténnational new venture is positively
related to higher global seller concentration irdurstry, pressure for resource alignment,
and a low level of both industry growth rate andrepreneurial orientation in decision-

making.

4.2 International new venture survival

When an international new venture enters foreigrketa it needs to create routines and to
adapt to them (Sapienza et al., 2006); this regustdbstantial investment (Zott, 2003).
These investments can be expected to be partigdiagh for international new ventures
due to the liability of foreignness (Zaheer and BMlamswvski, 1997) and the liability of
newness (Stinchcombe, 1965). Hence, Sapienza €R@0D6) propose with respect to
international new ventures that internationalizatialecreases survival following
international market entry. Resources and capisilplay a central role. For instance, in
the short term, international new ventures can reetheir survival if they have adequate
capabilities to for instance obtain financing swash venture capital (Gabrielsson et al.,
2004) or other endowments from for example foundetannan, 1989) or government
(Mudambi & Zahra, 2007). In the longer term, howetlee accelerated internationalization
involves significant risks (Shrader et al., 2000his is particularly what the stage-wise
internationalization model (Johanson and VahInd,71Quostarinen, 1979) told us. It is
less risky to advance following the stages modeahtto jump over stages. We also assert
that in the case of international new ventures, lthveer the entrepreneurial orientation
(Lumpkin & Dess, 1996) and the more lateral rigid{tuostarinen, 1979) there is in
decision-making the higher the probability of suali The changes in decision-making
that come with aging noted by Autio (Autio et &Q00) would here indicate that lateral
rigidity may increase as a firm ages and thus matigonal new ventures face the greatest
risk of failure in their initial internationalizatn efforts (Scott & Bruce, 1987). Also, it has
been found that the industry growth rate increathes survival of international new

ventures (Mudambi & Zahra, 2007). Hence, we preghs following
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Proposition 2: The survival of an international nesnture’s is positively related to the
industry growth rate, the amount of resources amohagerial experience, the existence of

substantive and dynamic capabilities, and the loreel of entrepreneurial orientation.

4.3 International new venture survival and growth

Under what conditions do international new venturage the highest probability of both
rapid growth and survival. From proposition 1 andt 8eems that this may be difficult
since growth and survival call for a different typk decision-making. The existence of
lateral rigidity (Luostarinen, 1979) improves theds of survival but restricts growth, and
vice versa. Based on earlier research, the capebibf the firm play a central role, and
particularly the networking capabilities (Mort and/eerawardena, 2006). Networks
increase the growth rate of international new vesstuby helping them to identify
international opportunities and establish credipilhat often lead to strategic alliances and
other co-operative strategies (Oviatt and McDouy@4&lD5). Furthermore, international new
ventures can globalize their activities without gk large investments and facing
unnecessary risk by using their activity links, @e ties, and actor bonds (see also
Hakanson & Snehota, 1995, p. 26). Hence, the clifyatd network and exploit and
enhance their own resources is crucial (Ford el288, p. 46; Cook & Emerson, 1978;
Gabrielsson and Kirpalani, 2004) if born globals & gain the benefits of established
players and hence grow successfully. Networking besn found to be important for
international new ventures in different developmamses (Zhou et al., 2007; Laanti et. al.
2007; Gabrielsson & Gabrielsson, 2003), but alséatger MNCs where in addition to
external also networks within the firm becomes intgat (Andersson et al., 2007). Hence,

we postulate the following.

Proposition 3: The commercial breakthrough, globedakthrough, global rationalization,
and survival of an international new venture areosipively related to high networking

capabilities.
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7. Conclusion

The novelty of this study is its examination of tgeowth phases and survival of
international new ventures, taking both the inteomal business literature and
management literature into account. Hence, thelargontributes to the new research
stream interested in the survival and growth odérimational new ventures (Sapienza et al.
2006; Mudambi & Zahra, 2007) and earlier managertienature discussing the stages of
growth of organizations (Kazanjian & Drazin, 198aginer, 1972). The study depicts four
critical phases in international new venture growth) introductory, (2) commercial
breakthrough and foreign growth, (3) global breestigh and expansion, and (4) global

rationalization and maturity.

In addition to depicting the growth phases of in&ional new ventures, the study
postulates propositions regarding the relationgl@fween the antecedents and the growth
phases and survival, which can be seen as an iampantribution. The research suggests
that the development cannot be explained by relginlg on the age at internationalization
(Autio et al., 2000), managerial experience anduee fungibility (Sapienza et al., 2006),
the extent of substantive and dynamic capabiliied industry conditions (Zahra et al.,
2006). A fourth construct becomes important, theegmeneurial orientation (Knight &
Cavusgil, 2005) and extent of lateral rigidity imetdecision-making (Luostarinen, 1979) of
these firms. The article suggests that in ordedelorease globalization-related investment
and the risk of failure it is necessary for boralglls to leverage the resources of network
actors (Ford et al, 1998, p. 46; Cook & Emersorr,8l%abrielsson and Kirpalani, 2004).
Although network capabilities are found to be intpat, they do not eliminate the need to

develop substantial capabilities with regards tst@mer understanding and marketing.

Managers can also learn from the results of thiglyst They need to assess their
environment, resources, capabilities and naturéeaision-making and select a growth
strategy that will generate optimal growth, butoatake the risk of non survival into
account. Moreover, active development of networley fiacilitate growth and increase the

odds of survival. There are many interesting aventer future study. It would be
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interesting to study the growth phases of inteomati new ventures in various industries
and examine how well the model describes the gratdabges of these companies and the
survival crisis they face. What are the criticaling® that governmental support should
address to support these firms more effectivelyZomparison of international new
ventures from different countries could give furthaformation on the evolution of
international new ventures and factors impactingsancessful development. Research
could also embark on a more detailed examinatiomarketing strategies and networking
opportunities that could accelerate internatiored rventure growth and survival through

the different growth phases.
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