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Exploring the conceptual link between SMEs internationalization and open innovation

Abstract

Due to the rapid changes in business environment, international knowledge and markets are important factors for successful activities of small and medium size enterprises (SMEs). Because of the cross cultural differences (cultural, institutional, governmental) there are different boundaries and attitudes to R&D sourcing, leveraging and transferring. Thus, open innovation (OI) and internationalization becomes the most important option for survival of small business. There is no doubt that SMEs need to rely on external and more often internationally generated knowledge in order to innovate and to internationalize their activities. 

This paper tries to focus on rapid internationalization and open innovation researches, in order to conceptualize the link between each other. To investigate those issues, the study uses the theory based approach. The theoretical analysis and synthesis led toward formulation of theoretical propositions, which was the basis for a proposed conceptual framework. The framework integrates an open innovation and internationalization, with emphasis on innovative organization capabilities as well as the establishment of business-friendly ecosystem.
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Introduction 

Small and medium size enterprises (SMEs) are the backbone of the most national economies due to an important role in social and economic growth. Despite the fact, that SMEs are considered to be agile and flexible, the rapid changing environment and increasing business competition, in particular against large multinational companies, put SMEs in a vulnerable position. Consequently, the last decades have been characterized by a significant growth in a number of SMEs which start internationalizing at their inception or in their first years of activity (McDougall et al., 1994; Knight et al., 2004) in order to stay competitive. This has increased the interest of many academics and practitioners over the world and raised a lot of questions. The main focus of debates still remains on attempts to explain how SMEs internationalize so rapidly and how they produce innovation. Due to globalization, increased competition and market dynamism the importance of innovation has been further strengthened (Gassmann, 2006). During the last decades the shift from mainly relying on internal research and development towards open innovation model has been noticed. Firms are becoming increasingly open to knowledge sharing, and this leads to business growth by permitting organizations to obtain more ideas from a variety of external sources (Huang et al., 2010). Open innovation refers to the openness of the company’s boundaries and flows of valuable knowledge in the company from the outside in order to create opportunities for co-operative innovation processes with partners, customers and suppliers (Gassmann and Enkel, 2004). In order to cope with the liabilities, to innovate successfully, to develop new sources of income and to reach more profitable positions in the competitive landscape SMEs must collaborate with external partners (Vanhaverbeke et. al., 2012), i.e. to get involved in open innovation.
Although the open innovation has developed rapidly as a new wave of research in innovation management, most insights are based on large, multinational enterprises (Vanhaverbeke et. al., 2012). Moreover, according to Kafouros et al. (2008), the relationship between internationalization and innovation is still not very clear in academic research. Some studies have related internationalization and innovation in a direct path on a static approach (Golovko and Valentini, 2011; Knight and Cavusgil, 2004). Garrido et al. (2014) explained what in the process of internationalization leads to innovation. However little attention has been given to the open innovation role of SMEs internationalization, even the SMEs are the predominant form of business in most countries (Chetty and Agndal, 2007).
Based on the above arguments we propose the following questions to conduct this research. Firstly, how open innovation could facilitate collaboration and creation of innovation in SMEs? Secondly, what is the role of internationalization in creation of innovation? And finally, what is the link between open innovation and internationalization of SMEs? Thus, based on answering these questions we proposed a conceptual framework for understanding whether open innovation foster SMEs internationalization, which is able to contribute to the work of both academics and practitioners by identifying the interaction between open innovation and internationalization of SMEs.
Open innovation modes
The innovation literature has long recognized that companies do not innovate in isolation but cooperate with external partners throughout the innovation process (Lehtoranta et al., 2012).  Over the last few years the concept of innovation has taken on increasing importance in the academic and practical world (Chiva et al., 2014). Innovation refers to the transformation process in an innovation trajectory, specific in its scope, nature and potential impact (Pianta, 2005; Kemp et al., 2003). In general, innovation is a process of designing, developing and implementing a novel product, service or processes to improve economic, physical and logical parameters. The emphasis on open innovation primarily reflects the greater awareness of innovative activities (technological and non-technological) across firm boundaries that an organization obtains with a more equal balance of internal and external sources (Acha, 2008). The novelty of the open innovation concept, highlighted by Chesbrough (2003), lies especially in the fact that the open innovation process has become an integral part of companies’ innovation strategies and business models (Lehtoranta et al., 2012).  

Chesbrough (2003) was the first who raised the idea that a company seeking to find new solutions realize successful projects and obtain a reduction of costs and resources, may look outside of its field of research and development (R&D), carry out profitable collaborations and partnership, and bring in knowledge from the open ecosystem. Open innovation (OI) has been defined as “<…> the use of purposive inflows and outflows of knowledge to accelerate internal innovation, and expand the markets for external use of innovation, respectively” (Chesbrough et al., 2006, p. 1).  
The OI paradigm divides a holistic innovation process of the firm on stages and processes and considers firms’ openness in three perspectives. 1) Inbound (outside-in process) open innovation as the acquisition of external technology and knowledge; it is believed that the external sources of knowledge may enhance the internal innovation process. Outbound (inside out process) open innovation as technology commercialization, outward technology transfer and commercialization of an innovation in general; in order to bring the solutions towards the external environment the internal ideas are exploited in different markets outside the company. 3) Coupled open innovation is a bi-directional way of information flows, able to create a synergy with other companies to reinforce the partnerships and to select the best dynamic for gaining the success (Chesbrough, 2003, 2006; Gassmann and Enkel, 2004; Dahlander and Gann, 2010).

Open innovation and business ecosystem

According to Hakansson and Snehota (1989) “no business is an island” - firms are working in the business ecosystem which is the main reason for occurrence of open innovation. The ecosystems approach highlights that innovation is always a co-creational and ongoing process. There have been multiple studies on the collaborative approach to innovations and these studies have shown that external links and cooperation increase a company’s innovation capability and have a positive effect on innovation output (Bayona et al., 2001; Miles et al, 2004; Vivero, 2004; Veugelers and Cassiman, 2005; Blomqvist and Levy, 2006).

The business ecosystem represents an ensemble of several successful business networks whose actors are interrelated (Heikkila and Kuivaniemi, 2011). Many of relationship focus studies have been motivated by the open approach to innovations and they have studied the vertical and horizontal linkages. Companies can cooperate in innovations with a variety of external parties: suppliers, customers, competitors, business support organizations, trade bodies and public institutions (Chesbrough, 2003; Möller et al., 2008). System of innovation approach suggest that the creation, selection and transformation of knowledge takes place within a complex matrix of interactions between different actors (firms, universities and other research organizations, educational organizations, financial organizations, public support organizations, etc.) and within a diverse economic, political, institutional, cultural, social and geographical context. During the past years, the public sector has also been more active as contributors to the innovation processes of firms. Some researches argue that, especially the smaller firms whose internal resources and networking capabilities are limited may benefit from the services and knowledge provided by the regional support organizations. In ecosystem, agents are sharing knowledge (outside-in process) and aiming to exploit the internal innovation together with external partners, i.e., to commercialize the inside developed knowledge (inside-out process) (Lehtoranta et al., 2012).
Pittaway et al. (2004) identified six innovation benefits that firms received from their networks in business ecosystem: 1) risk sharing; 2) access to new markets and technologies; 3) commercialization speed; 4) accumulation of complementary assets; 5) protection of property rights; 6) the role networks play as avenues to external knowledge. Based on what was discussed above, we formulate the first proposition:
Proposition 1. Active collaboration in the business ecosystem positively influences a) future firm’s innovative performance and b) accelerates internationalization process of SMEs.

Innovative SMEs capacity in open innovation

It is widely recognized that SMEs make a significant contribution to economy and compared to large firms, also have the capacity for innovation. In fact, SMEs have even higher open innovation intensity and have increased their open innovation activities over the last years (van de Vrande et al., 2008; Spithoven et al., 2013). At the same time, during the last 20 years SMEs have intensively increased their activities in international markets as well (Autio et al., 2000; Kalinic and Forza, 2012). Hence, SME’s should be also taken into considerations while exploring ecosystem of open innovation.

Innovative culture is one of the main characteristic of SMEs which are very important element for innovativeness and openness. Caldwell and O’Reilly (2003) emphasized that innovative culture reportedly enhances the creation and implementation of new ideas and working methods in organizations. Innovative culture, according Akman and Yilmaz (2008) and Neely et al. (2001), determines innovative capability of SMEs. The capability to innovate is an internal ability that conditions the entire organization (Martınez-Roman et al., 2011). According Guan and Ma (2003) innovative capability allows the organization to adapt to competition, the market and environment, and could be considered as an instrument for achieving success in the market. Forsman and Rantanen (2011) argue that innovation capability as a phenomenon composed by variables: internal resources, capabilities and external input gained through networking.

Thus, Baum et al., (2000) and Edwards et al., (2005) argue, that innovation in SMEs “by nature” has an external focus. In order to access global knowledge flows SMEs need to interlink with external environment (i.e., becoming partner, a group member or etc.). According van de Vrande et al. (2008), inbound open innovation practices are more pervaded comparing with outbound open innovation. In connection with inbound open innovation it was noticed that SMEs have a preference for non-monetary activities such as networking, over complex transaction-based ones, such as acquisitions and in-licensing. Moreover, there are different types of combination of sources of external knowledge among SMEs. While some SMEs open up only along the value chain, others heavily draw upon universities and research organizations. That was agreed also by Partanen (2008), who notice that in addition to customers, the so-called key suppliers also provide R&D knowledge, and agents are used by SMEs to search for new partner customers and to construct a network for market channels. Market based tacit knowledge is acquired via cooperative rings, open discussion forums and joint offering networks (Lehtoranta et al., 2012). Even the recruitment and supporting services can also act as a remarkable channel into external knowledge. Despite that, Partanen (2008) argues that the multi-actor networks (i.e., strategic business networks) and the horizontal networks containing the present and potential competitors are quite rare among SMEs. What is more, science- and knowledge-based SMEs mostly use the conventional market relations (transaction suppliers, service suppliers) for supporting the purchasing based open innovation model (Lehtoranta et al., 2012). Again, SMEs differ in types of innovation – some SMEs tend to use a subset of potential practices only, while others engage in a large variety of different practices (van de Vrande et al., 2008; Brunswicker and Vanhaverbeke, 2010). We formulate the second proposition:

Proposition 2. The innovative capability of SMEs a) mediates the stronger relationship between partners and b) foster creation of innovation.
The role of internationalization 

Innovation and internationalization have been related to each other. Companies acting internationally are exposed to different environments and different relationships, and can access resources not available in their home markets and consequently improve their innovative capacity (Golovko and Valentini, 2011; Kafouros et al., 2008). Learning from partners and knowledge dissemination are the foundations to innovation and both influence and are influenced by internationalization (Welch and Welch, 1996). 

Previous research provided two main existing views on the internationalization process of SMEs. At first, the internationalization of SMEs had been theorized as a stage model (Cavusgil, 1980; Johanson and Vahlne, 1977). According this approach, firms are supposed to internationalize slowly, following gradualist models, unless they have a strong international network (Oviatt and McDougall, 2005; Rialp et al., 2005). Only since the beginning of the 1990s it emerges that knowledge-based or knowledge-intensive firms are able to perform rapid internationalizations (Oviatt and McDougall, 2005; Bell et al., 2003). Relatively to this Jones and Coviello (2005) and Zijdemans and Tanev (2014) suggest that internationalization can be defined as an innovative process. Jones and Coviello (2005) added that even the establishment of an existing business mode in a country new to the firm is a clear evidence for the existence of special innovative capabilities. Internationalization as innovative process can be characterized as either radical or incremental (Jones and Coviello, 2005). Internationalization as an incremental innovation is defined as the expansion to neighbouring countries or markets with only slight differences, which is in line with the traditional Uppsala model (Johanson and Vahlne, 1977). Internationalization as a radical innovation is defined as expansion to markets that are significantly different from the domestic market in regards to cultural and geographic qualities.

Analysis of interaction between open innovation and internationalization has revealed that there are three main factors which are playing in both processes: knowledge, resources and networks. Internationalization influences and at the same time is influenced by knowledge and learning (Welch and Welch, 1996). In order to cope with the uncertainty in a complex international environment, companies are seeking knowledge, resources and networks. All of these encourage the improvement of organizational capabilities, such as innovation. Golovko and Valentini (2011) highlighted, that fast internationalization and the success in international markets are related to the internal SMEs capacity to support the innovation process. Hitt et al. (1994) state that internationalization not only allows a firm to enrich its sources of knowledge, it also provides the opportunity to capture ideas from a greater number of new and different markets, as well as from a wide range of cultural perspectives, which facilitates innovation. Thus, it is emphasized that highly internationalized firms can improve their ability to innovate (Kafouros et al. 2008). Golovko and Valentini (2011) argue the positive bidirectional relation between innovation and internationalization. In other words, innovation facilitates the entry in international markets, but acting in international markets also improves innovation. Meliá et al. (2010) highlighted that strong emphasis in innovation improves the SMEs’ capacities to internationalize, because SMEs with higher innovative orientation are willing to adapt to the market needs. From the above discussion we suggest the following propositions:

Proposition 3 a. The internationalization has a direct interaction with innovation. 

Proposition 3 b. Adoption of open innovation accelerates SMEs internationalization.

Conceptual framework

The early internationalization of SMEs is stimulated by a strong innovation culture, innovative capability and interest to pursue international markets. Recently internationalization became a strategic importance for survival of SMEs. But due to the lack of financial, human and etc. resources companies could not manage to develop their business abroad by their own. Having entered foreign markets by selected entry modes, firms have acquired specific product and market knowledge that enable them to implement more technological innovations (Filipescu, 2007). Innovations and R&D play an important role in overcoming barriers to internationalization. The need for support stimulates SMEs to create a strong relationship with external environment. Cooperation with external agents (customers, suppliers, universities, public institutions, etc.) is one of the open innovation condition. Thus SMEs mostly through inbound innovation process create products, services or processes innovation. This kind of innovations enables SMEs to enter to the foreign market by saving cost and increasing sales volume. Generally, researches claims a positive relationship between innovation and internationalization (Basile, 2001; Pla-Barber and Alegre, 2007; Meliá et al., 2010) mainly because innovation confers market power and, as a consequence, facilitates internationalization (Roper and Love, 2013). Innovative firms obtain some competitive advantages that give them the chance to compete actively in different markets (Filipescu, 2007).

On the other hand, it is like a circle – only innovative companies could success in international environment, thus SMEs seek to innovate their products, services or processes; but at the same time, being in the international environment provides an opportunity to expand SMEs business ecosystem by creating favourable conditions for innovations. What is more, as it was mentioned before, the internationalization process can be also characterized as innovative act. And it could be either radical, or incremental depending on the geographic and cultural proximity to the domestic market. Following the proposed propositions we present the conceptual framework (see Figure 1).

· Insert Figure 1 here –
Conclusions and future research
This study appears at the intersection of international business and innovation literature, combining the internationalization and open innovation concepts. It enriches the research field by theoretically depicting of internationalization role in open innovation environment in order to reformulate SMEs activities, resources, provided the value proposition to customers. Open innovation define the firm's ability to collaborate with stakeholders through innovative capacities and innovative capabilities. It should be noted that still there is a lack of the interface achievement of this research objects in both international business and open innovation literature and still there is a gap of knowledge of the link between the open innovation and internationalization of SMEs. The main difference comparing OI to the traditional so called as “closed innovation” model is in relation to the external environment. Open innovation incorporates joint efforts from in-house capabilities and possible outsourcing or combination of several input paths during the product, service or process development (Chiva et al., 2014). Companies use channels (suppliers, customers, universities) when they search for innovative opportunities, as cooperation helps them to increase innovativeness, and at the same time decrease costs, risks and uncertainty (Faria and Schmidt, 2007; Laursen and Salter, 2006). Thus an increased understanding is needed about how SMEs participation in open business ecosystem determines the innovativeness and internationalization process. Studies (Sasi and Arena, 2008; Chetty and Wilson, 2003; Hite and Hesterly, 2001) show that co-operation and networking are key factors in SMEs internationalization and their entrepreneurial ability to exploit the emerging opportunities in foreign markets. Therefore, through innovative mechanisms enabled by open innovation SMEs successfully integrated into the global markets with their products, services, know-how.

In the proposed conceptual model the listed determinants were combined, on the emphasis of the interactions among them. However, the study has some limitations - the further more detailed scientific discussion is needed, in order to develop dependent and independent variables and indicators as measurements for distinguished effects on proposed theoretical model. Therefore, there is a need for further research, enabling to ground the empirical research methodology and to test the conceptual model. Another research direction could be a deeper insight in how open innovation facilitates internationalization process of SMEs in emerging markets. More work should be directed towards exploring the R&D impact on internationalization of SMEs and transformation of SMEs business models’ to profit from open innovation. 
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