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ABSTRACT


The increasing flow of entries and investments of foreign firms into emerging markets have attracted vast research attention, still the different and more turbulent characteristics of such markets challenges entering firms and some face market exit. The purpose of this conceptual paper is to build a theoretical framework and derive propositions on how to explore and explain the effect of domestic and international market experience on emerging market exit of SMEs, as well as to test for moderating effects of firm resources, innovations and geographic diversification. The purpose addresses the important issues of lack of research on emerging markets, SMEs and the international performance of SMEs in the form of market exit. Theoretical contribution is then made to SME (de-)internationalization theory through a theoretical framework and research model. Future research in terms of a forthcoming study is also accounted for, together with an elaboration on tentative contributions of this research.
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FIRM EXPERIENCE AND MODERATING EFFECTS ON 
EMERGING MARKET EXIT OF SMEs


1. INTRODUCTION


Since the 1980´s, occurrences such as the open door policy in China, the fall of the Soviet Union and Berlin Wall, as well as reforms in India and South America, have opened up emerging markets across the world and become major drivers of globalization and internationalization of firms (Jansson, 2007). Accounting for 84 percent of world population (Peng and Meyer, 2011) and half of the world economy (IMF, 2013) emerging markets are characterized by fast growth and development, thus being the ‘hot spots’ of the world market (Peng and Meyer, 2011). The tremendous growth during the last decades has well exceeded the one by mature markets and it is a trend forecasted to continue into the 21st century (Cavusgil et al., 2002), including China becoming the largest economy in the world before 2050 (PWC, 2013). As a result, emerging markets are today not only an outlet market for outsourcing production based on low costs and labor force access; the increasing income of the emerging market population results in growing demand for new products and services, which offers great international business opportunities for not only large, but also smaller, firms (Jansson, 2007; Meyer and Skak, 2002). 

While the flow of entries and investments of foreign firms into emerging markets have attracted as well as called for more research attention during the last decade (Meyer and Gelbuda, 2006; Ruzzier et al., 2006; Salmi, 2000; Sandberg, 2012), it still has to be acknowledged that these markets are rapidly changing and dissimilar to mature markets (Ghauri and Holstius, 1996; Meyer, 2001). Thus they are also more challenging for mature market firms, which increases the propensity of market failure. The phenomena of foreign market exit however, described by Benito and Welch (1997) as a complete de-internationalization through which the firm reduces or wholly withdraws its commitment and activities across country borders, is a less studied angle in the internationalization process literature overall (Benito and Welch, 1997; Karakaya, 2000; Reiljan, 2005), and in emerging markets in particular. 

Further, foreign market exit research should be especially called for regarding small and medium sized enterprises (SMEs), as such firms face restraints in internationalizing due to lack of resources and experience (Coviello and McAuley, 1999; Yip et al., 2000; McAuley, 2010). So despite the coherence in research that multinational firms perform better (Delios and Beamish, 1999; Pangarkar, 2008), large-scale firms enter foreign markets to a larger extent than do smaller firms (Eriksson et al. 1997; Hollenstein, 2005; Meyer and Skak, 2002). Still an increase of both SME internationalization and research attention to this phenomenon is seen (Coviello and McAuley, 1999; Kuivalainen et al., 2012; 2013; McAuley, 2010; Ruzzier et al., 2006; Westhead et al., 2002). SME internationalization is part of the globalization trend, but in comparison to larger firms with accumulated international experience, they face greater challenges (Cavusgil et al., 2002; Eriksson et al., 2000) and are thereby larger victims of market failure (Arasti et al., 2012).

One way to be resilient and stay in business in foreign markets is to accumulate experiential knowledge, as former experiences in both domestic and international markets are regarded to decrease uncertainty and facilitate further international commitment (Johanson and Vahlne, 1977). The more experience before going abroad, the higher the chance of survival as the experiential knowledge basis increases (Delios and Beamish, 1999; Eriksson et al., 1997; Figueira-de-Lemos et al., 2011). Supporting this, Lou and Peng (1999) showed that previous experience enhance both financial and market performance. And in particular for hostile and turbulent markets, such as emerging markets, the authors identified accumulated experience though time spent in market to give higher performance impact (ibid.). 

The relationship between experience and foreign market performance is bound to be moderated by factors internal and external to the firm. For example, the resources of a firm could constitute ground to cope with the liability of foreignness met when entering foreign markets, and thereby result in positive performance effects of firms (Delios and Beamish, 1999; Hitt et al. 2001). Resources could also constitute a competitive advantage of the firm (Barney, 1991) and thus be a determinant of international success or failure (Peng, 1991). Firms with sufficient resources and ability to utilize and acquire needed resources then tend have a higher propensity of survival in international markets (Sui and Baum, 2014). Further, Pett and Wolff (2011) and O’Cass and Weerawardena (2009) identified innovations as means for survival in international markets, and it is seen to enhance performance and survival also in turbulent markets (Cuervo-Cazurra et al., 2007; Zhou et al., 2000). Lastly, the geographic diversification of firms is highlighted as a way to reach market performance and counteract market failure (Delios and Beamish, 1999; Hilmersson, 2014; Hitt et al., 1994). The diversification process then offers a learning process to gain further firm experience (Bane and Neubauer, 1981).

The purpose of this conceptual paper is to build a theoretical framework and derive propositions on how to explore and explain the effect of experience on emerging market exit of SMEs, as well as to test for moderating effects of firm resources, innovations and geographic diversification. The purpose addresses the important issues of lack of research on emerging markets, SMEs and the international performance of SMEs in the form of market exit. Theoretical contribution is then made to SME (de-)internationalization theory through a theoretical framework and research model, which is presented following this introduction. Thereafter future research in terms of the forthcoming study is accounted for, together with an elaboration on tentative contributions of this research.


2. THEORETICAL FRAMEWORK

2.1.Experience and emerging market exit of SMEs

2.1.1 Domestic market experience
Internationalization of firms is traditionally seen as an incremental process, starting off in the domestic market and thereafter taking less committed steps into close by markets, as an interplay between knowledge accumulation and uncertainty (Johanson and Vahlne, 1977; Johanson and Wiederheim-Paul, 1975). The time on the domestic market enhances the knowledge platform built up by the firm (Eriksson et al., 1997) and facilitates the forthcoming international venture. Still, when firms internationalize at an early age, meaning with short domestic market experience, they tend to develop routines and capabilities for repeating international expansion later on (Autio et al., 2000). Also, as highlighted in Bausch and Krist (2007), early internationalizers tend to favor international markets more than do firms internationalizing after having spent longer time in the domestic market. With the latter, firms risk loosing their flexibility and ability to react on opportunities in international markets, and turn these into profits. Also, going abroad at early age is facilitated by not being limited by an existing foremost domestic knowledge platform held by the firm (Autio et al., 2000). The motivation and driver for firms internationalizing late was that an opportunity appeared and was exploited, while firms internationalizing early were driven by survival needs (ibid). 

Recent research show early internationalization to be a successful growth strategy for firms, and in particular for small and medium sized enterprises (Madsen and Servais, 1997; McDougall et al., 1994; Oviatt and McDougall, 1994; 2005). It also increases the chances of survival and, in the prolonging, also results in substantial profits and growth of the firm (Autio, et al., 2000). Thereby, going abroad with shorter time in the domestic market could be viewed as an attractive and entrepreneurial growth strategy in order to quickly find and exploit opportunities in international markets (Bausch and Krist, 2007; Sapienza et al., 2006). 

However, studying foreign market survival the results have been contradictory. Carr et al. (2010) did not find any support for firm age at internationalization as moderating affect on the survival rate of internationalized firms. Rather, the odds of failure increased with international market entry in comparison to firms that did not go abroad (ibid). In addition, organizational survival has been suggested to be greater if going abroad later (Eriksson et al., 1997) and also rapid internationalization hinders knowledge accumulation and thus increases probabilities of failure (Figueira-de-Lemos et al., 2011). So even if positive performance effects seem to dominate the literature (Madsen and Servais, 1997; McDougall et al., 1994; Oviatt and McDougall, 2005), as emerging markets are seen to offer dissimilar and challenging business environment (Ghauri and Holstius, 1996; Meyer, 2001) further research on the outcomes of domestic market experience on emerging market exit of SMEs is called for. With support by Sui and Baum (2014), showing that SMEs with a gradual internationalization and thus previously accumulated domestic market knowledge have the highest survival rate, it is proposed that:

Proposition 1: Domestic market experience will lower the propensity of emerging market exit of SMEs

2.1.2 International market experience
Entrance into new geographical markets is an entrepreneurial growth strategy in which knowledge is vital, as the accumulation of (foremost new) knowledge facilitates the identification and exploitation of new favorable opportunities (Naldi and Davidsson, 2014). It also facilitates attraction of new customers and spurs competition in a market (ibid). When expanding into new markets across country boarders, there will be a knowledge accumulation of the firm (Johanson and Vahlne, 1977), which is seen as a key capability and outcome of internationalization (Pangarkar, 2008). According to Eriksson et al. (1997) knowledge acquired through cross-border activities is either general internationalization knowledge or market-specific knowledge. The former is accumulated through undertaking business in foreign markets (Johanson and Vahlne, 1977; Eriksson et al., 2000), and is regarded as useful across markets and when expanding into new foreign markets (Blomstermo et al., 2004; Naldi and Davidsson, 2014). 

International market experience, acquired through learning by doing, is known as experiential knowledge (Penrose, 1959) and seen as the most essential for the further internationalization process of firms (Forsberg, 2002) as well as having strong influence on the foreign market selection and establishment decision of the firm (Coviello and Munro, 1997; Johanson and Wiedersheim-Paul, 1975). Further it reduces the liability of foreignness, being a disadvantage faced by entrant firms in comparison to the local market firms (Hymer, 1976). To handle this liability, as well as cope with psychic distance that prevents the information flow between the home and host market (Johanson and Wiederheim-Paul, 1975), internationalizing firms tend to go to close-by and similar markets to start with (Johanson and Vahlne, 1977). Such markets offer a more similar business environment with fewer barriers to entry and establishment than dissimilar markets (Ghauri and Holstius, 1996). Mature market firms then enter other mature markets firstly, in order to accumulate knowledge, which decreases the uncertainty met and spurs further market commitment (Johanson and Vahlne, 1977). As later steps in the internationalization process then, more dissimilar markets would be entered, as when mature market firms with experience from similar markets enter emerging markets.  

The underlying theory of internationalization processes presented above does not stand without criticism. Firstly, the assumption of the general usefulness of internationalization knowledge were it has been viewed as less useful when entering emerging markets, since such markets require new and market-specific knowledge due to their later entrance into the world market and dissimilar character in comparison to mature markets (Meyer and Gelbuda, 2006; Salmi, 2000; Sandberg, 2013). Second, the assumption of order of markets of entry in relation to psychic distance has been challenged by studies on rapidly internationalizing firms, seen to diverge from traditionally suggested paths of internationalization (Knight and Cavusgil, 1996; McDougall and Oviatt, 1996; Oviatt and McDougall, 1994). Firms then go into dissimilar markets directly, rather than to follow the suggested path of market choices for internationalization as illustrated by Johanson and Vahlne (1977). 

Still, mature market SMEs commonly enter more distant emerging markets in later stages of their internationalization processes (Jansson and Sandberg, 2008; Johanson and Vahlne, 1977; Sandberg, 2012), thereby already carrying former internationalization knowledge. Sapienza et al. (2006) stress that the experience and knowledge accumulated over time by a firm, leading to the ability of a firm to learn effectively, are both important antecedents of the sales growth in foreign markets. Gaining cross-border experiential knowledge will then spur the international performance of firms (Eriksson et al., 1997; Johanson and Vahlne, 1977), as well as enhance the ability to detect and exploit international growth opportunities (Hohenthal et al., 2003; Johanson and Vahlne, 2009) and to cope with risk (Figueira-de-Lemos et al., 2011), increasing probabilities of foreign market survival. For emerging markets, Lou and Peng (1999) showed that longer experience from international markets spurred both financial and market performance. Thus, it is proposed that:

Proposition 2: International market experience will lower the propensity of emerging market exit of SMEs


[bookmark: _GoBack]2.2 Moderating the effect of experience on emerging market exit of SMEs
Studying the effect of domestic and international market experience on emerging market exit of SMEs, it is proposed that the more previous experience the firm has, the lower risk of exit from the foreign market. Still, in order to identify tools to enhance resilience of SMEs in emerging markets, the firm resources, innovations and geographic diversification will be tested as moderating factors. 

2.2.1 Resources
Resources of firms have been shown to give positive performance effects of firms (Delios and Beamish, 1999; Hitt et al. 2001). If being valuable, rare, imperfectly imitable and difficult to substitute, resources can be the ground for sustainable competitive advantage of the firm (Barney, 1991). Resources are of either tangible or intangible nature (Hitt et al., 2001) and for example tangible assets could enhance survival of firms (Shane, 2003). Being the focus of the resource based view, resources is key in studying determinants of international success and failure according to Peng (1991), and has contributed well in emerging market research (Peng, 2001).

Growth, in line with Penrose (1959), can be seen as an outcome of a firm's entrepreneurial and managerial knowledge capabilities. However, the transfer of resources and competitive advantages across country boarders is affected by differences in between markets (Bausch and Krist, 2007). The more different the market to enter/being entered, the higher the costs tend to be (Kostova and Zaheer, 1999). Nevertheless, with accumulated market knowledge the uncertainty decreases and the perception of the cost of the venture is lowered as well (Eriksson et al. 1997). As a result, firms can use resources and capabilities to enhance performance through investing in more attractive market environments (Pangarkar, 2008), such as expansive emerging markets.

Firms with the sufficient resources and ability to utilize and acquire needed resources tend have a higher propensity of survival (Sui and Baum, 2014) as they adjust easier to external changes (Sapienza et al., 2006). Further Mudambi & Zahra (2007) pinpoint that foreign market survival as a resource-dependent process, in which Sui and Baum (2014) identified direct affects of firm resources on export market survival. In addition, as resources could positively enhance the knowledge levels of firms, there is a proposed moderating effect of resources on the relationship between experience and emerging market exit: 

Proposition 3: Firm resources will moderate positively the effect of (a) domestic and (b) international experience on emerging market exit of SMEs

2.2.2 Innovations 
Research and development activities, as well as innovation, are crucial for small and medium sized enterprises when it comes to successful performance (Pett and Wolff, 2011). Naldi and Davidsson (2014) further view innovation as entrepreneurial growth of SMEs, and innovative firms are shown to thrive in international ventures due to a superior ability to exploit opportunities, resulting in enhanced performance in such markets (O’Cass and Weerawardena, 2009). Innovations are also more frequent in international than non-international firms (ibid), which further support innovation to enhance international expansion and performance. Such research and development activities could, according to Bausch and Krist (2007), be a main source of competitive advantages which internationalized firms are able to transfer and exploit for performance enhancement in a market. 

Even if smaller firms tend to experience higher failure rates for international ventures due to lack of resources and capabilities (Coviello and McAuley, 1999; Yip et al., 2000; McAuley, 2010), O’Cass and Weerawardena (2009) stress the need for SMEs to utilize organizational innovation as a mean for successful internationalization. Also Sui and Baum (2014) pinpoint the general notion of a positive relationship between firm innovation and performance in extant literature. This since innovation facilitates the possibility to attract customers and effectively seize market opportunities as a way to enhance performance and survive in turbulent market situations (Cuervo-Cazurra et al., 2007). 

When entering foreign markets, firms face liability of foreignness (Hymer, 1976) due to differences in environmental and cultural contexts. Especially, emerging markets are regarded to be dissimilar, and more turbulent, than mature markets (Ghauri and Holstius, 1996; Meyer, 2001). Still innovations are seen to enhance performance and survival also in turbulent market situations (Cuervo-Cazurra et al., 2007; Zhou et al., 2000). As it is an essential component in the internationalization of SMEs (Sui and Baum, 2014) it is also proposed to spur market survival: 

Proposition 4: Firm innovation will moderate positively the effect of (a) domestic and (b) international experience on emerging market exit of SMEs

2.2.3 Geographic diversification
According to Peng (2001), most research on diversification so far has focused on product diversification, thus he calls for further studies on international geographic diversification. It is the strategy of a firm to sell goods or services across the globe with focus on different geographic markets (Hitt et al 2006). Lu and Beamish (2001) regard international diversification as an important growth strategy for firms of all sizes, even is mostly researched on large, well-established firms. 

Research on international diversification-performance show mixed results, but for SMEs Hilmersson (2014) highlights geographical scope (number of markets entered) to spur firm performance and recommends firms to diversify sales between different markets in times of turbulence. Further support for international geographic diversification as a way to reach market performance and counteract market failure is also shown by Hitt et al., (1994) and Delios and Beamish (1999). The further diversification of a firm also constitutes a learning process (Bane and Neubauer, 1981), which could give ground to counteract market exit:

Proposition 5: Geographic diversification will moderate positively the effect of (a) domestic and (b) international experience on emerging market exit of SMEs


2.3 Research model

Figure 1 below illustrates the research model for studying direct effects of domestic and international market experience on the emerging market exit of SMEs, as well as the moderating effects of firm resources, innovations and geographic diversification. 

-------------------------------------------- Figure 1 about here -----------------------------------------



3. FUTURE RESEARCH

The theoretical model and propositions will be tested through data collected from two linked databases—the Exporter Register (ER) (1993–2008) and T2-LEAP (1993–2008)—created and maintained by the Statistics Canada’s Centre for Data Development and Economic Research. For the purpose of such analysis, a sample will be selected on the basis of the following criteria: First, firms that exported to emerging markets at least once between 1994-2008. Emerging markets in this paper includes the fast-growth markets of Brazil, Chile, China, Colombia, Egypt, Hong Kong, Hungary, India, Indonesia, Israel, Malaysia, Mexico, Peru, Poland, Russia, Saudi Arabia, Singapore, South Africa, South Korea, Taiwan, Thailand, Turkey, United Arab Emirates, and Vietnam, as identified by Conference Board of Canada. During the period roughly 45,000 (6%) Canadian SMEs exported at least once, and only about 4,000 of these (8%) exported to fast-growth markets at least once. Second, in line with Industry Canada’s definition, SMEs are defined having 500 or fewer employees. Third, because ER data are available from 1993 onward, we excluded firms that entered the ER in 1993 from our analysis, due to a lack of information, such as initial export destination. Similarly, we exclude firms established before 1994. 

For the analysis, the dependent variable emerging market exit will be measured as the conditional probability of a firm exiting from emerging markets during the interval between time t and t + 1, given that the firm has exported in emerging markets until t. The export duration is measured as the number of years a firm exported in emerging markets since the year it began to export in emerging markets. Exit from emerging markets may occur more than once for a given firm during the research period; a firm may enter, exit, and then reenter in emerging markets. In this study, a firm is considered to exit from in emerging markets if it ceases exporting for more than two years after its initial entry to the export market. The model contains two direct effects on emerging market exit, namely domestic market experience (years of business experiences in domestic market before start of export) and international experience (years of business experiences in advanced markets before exporting to emerging markets). The relationship between former experience from domestic and international markets is proposed to be moderated by the resources of the firm (measured by assets), innovations (count of new products offered to the emerging market) and geographic diversification (Herfindahl index of sales in domestic market, advanced markets, emerging markets, and the rest of the world). Further, the model will include control variables (province of location, industry and size).

This research will contribute theoretically with further knowledge on the effect of firm experience and moderating effects on foreign market exit, which is a less studied angle in the internationalization process literature overall (Benito and Welch, 1997; Karakaya, 2000; Reiljan, 2005). While both domestic and international experience is supported to positively affect the international performance of firms, for example enhancing survival rate of larger, more experienced firms over smaller firms with less experience (Arasti et al., 2012; Eriksson et al., 1997), still little is known how experience affects the propensity of market exit in an emerging market context, being dissimilar in relation to advanced markets (Ghauri and Holstius, 1996; Meyer, 2001). Studying this through a unique data set of longitudinal data of SME entry into emerging markets, empirical contributions will be made of direct and moderating effects on this phenomena, as well as managerial implications on what tools managers of SMEs could utilize to survive in emerging markets over time. 
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Figure 1. Research model with theoretical concepts and propositions.
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